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TREASURY,  POSTAL  SERVICE,  AND  GENERAL 
GOVERNMENT  APPROPRIATIONS  FOR  1995 


Monday,  February  28,  1994. 
DEPARTMENT  OF  THE  TREASURY 
FINANCIAL  CRIMES  ENFORCEMENT  NETWORK 

WITNESSES 

GEORGE  MUNOZ,  ASSISTANT  SECRETARY,  MANAGEMENT  AND  CHIEF 
FINANCIAL  OFFICER 

FAITH    S.    HOCHBERG,    DEPUTY    ASSISTANT    SECRETARY,    LAW    EN- 
FORCEMENT 

JULIUS  C.  McGRUDER,  ACTING  DIRECTOR 

K  BRIAN  LONDON,  ACTING  DEPUTY  DIRECTOR 

Mr.  HOYER.  We  are  going  to  start  this  morning's  hearing  with 
the  Financial  Crimes  Enforcement  Network  and  Ms.  Hochberg.  I 
take  it  you  are  here  to  fill  in. 

Ms.  Hochberg.  That  is  correct. 

Mr.  Hoyer.  We  are  pleased  at  that  and  you  can  proceed  in  such 
manner  as  you  deem  appropriate.  Your  statement  will  be  included 
in  full  at  this  time  in  the  record. 

Opening  Statement 

Ms.  Hochberg.  Thank  you,  Mr.  Chairman. 

I  am  pleased  this  morning  to  be  with  you  and  the  other  Members 
of  the  subcommittee  to  discuss  the  programs  and  the  proposed  fis- 
cal year  1995  budget  of  the  Financial  Crimes  Enforcement  Network 
that  we  will  refer  to  throughout  as  FinCEN. 

INTRODUCTIONS 

With  me  today  to  my  left  is  Julius  McGruder,  who  is  FinCEN's 
Acting  Director  and  has  been  filling  in  ably  for  us  since  Brian 
Bruh's  departure  and  until  we  name  a  new  permanent  director  of 
FinCEN,  and  to  my  right  is  George  Mufioz,  Assistant  Secretary  for 
Management  at  the  Treasury  Department. 

Thank  you  for  the  offer  to  place  my  full  statement  in  the  record. 
It  is  actually  the  statement  of  Assistant  Secretary  Noble  from  the 
Office  of  Enforcement.  I  will  highlight  a  few  of  the  points  that  he 
wanted  to  be  sure  this  committee  was  aware  of. 
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SPECIAL  EVENTS — ^WACO  MEMORIAL  AND  BRADY  LAW 

I  also  want  to  thank  you  in  advance  for  adjusting  your  schedule 
to  allow  me  to  attend  the  Waco  memorial  service  that  will  be  held 
this  morning. 

As  you  know,  this  is  a  very  special  day  for  the  Office  of  Enforce- 
ment at  Treasury.  First,  it  is  the  one  year  anniversary  of  the  tragic 
deaths  of  the  four  agents  slain  near  Waco,  Texas  last  year  and  it 
is  also  the  day  that  the  Brady  implementation  starts. 

FINCEN  FY  1995  BUDGET  REQUEST 

Today  we  begin  what  hopefully  will  be  the  beginning  of  a  long 
fight  against  violent  crime  in  this  country.  The  Treasury  fiscal  year 
1995  request  for  FinCEN  is  $19,631  million.  That  includes  145  full- 
time  equivalent  positions,  which  is  approximately  $1.6  million,  and 
two  FTOs  lower  than  last  year. 

TREASURY  STUDIES 

Last  summer,  shortly  after  Assistant  Secretary  Noble  was  con- 
firmed, the  Office  of  Enforcement  embarked  on  a  comprehensive 
general  review  of  Treasury's  money  laundering  efforts.  It  was  at 
about  the  same  time  that  Treasury  specifically  was  asked  by  the 
Senate  Appropriations  Committee  to  review  the  advisabilitv  of  re- 
organizing or  incorporating  FinCEN  into  another  Treasury  bureau. 

So  both  of  those  efforts  have  gone  on  hand-in-hand  by  a  task 
force  within  Treasury  consisting  of  representatives  from  all  the 
Treasury  law  enforcement  bureaus  and  the  banking  agencies  that 
have  a  hand  in  fighting  money  laundering. 

The  objective  is  to  ensure  Treasurjr's  position  to  provide  the  best, 
most  efficient  leadership  in  the  fight  against  money  laundering  and 
to  be  sure  that  we  at  the  same  time  maximize  the  utility  of  the  re- 
porting information  that  we  ask  our  financial  institutions  to  pro- 
vide to  us  and  place  the  minimum  necessary  burdens  on  them  to 
give  us  this  information. 

DESCRIPTION  OF  FINCEN 

FinCEN  is  an  essential  part  of  Treasury's  fight  against  money 
laundering  and  it  is  truly  an  innovative  organization  that  is  provid- 
ing new  solutions  to  difficult  problems.  It  still  is  young  and  needs 
nuturing.  It  has  gone  through  growing  pains  and  it  has  a  ways  to 
go,  but  without  it,  our  fight  against  money  laundering  would  be  no- 
where near  as  effective. 

FinCEN  is  to  be  applauded  for  its  efforts  to  overcome  parochial- 
ism, which  you  know  has  often  plagued  enforcement  agencies  and 
been  a  source  of  criticism  in  government  efforts  to  combat  crime. 
It  has  also  attempted  to  leverage  scarce  resources  and  apply  cut- 
ting edge  technology  to  combat  financial  crime,  to  hit  complex 
criminal  organizations  in  the  pocketbook,  which  is  the  best  way  to 
hit  these  organizations  at  their  top  management  levels. 

INFORMATION  SHARING  AGREEMENTS 

A  key  component  of  FinCEN's  strategy  involves  maximum  infor- 
mation sharing.  It  has  signed  information  sharing  agreements  with 
most  of  the  major  Federal  law  enforcement  agencies,  with  all  50 


States  and  the  District  of  Columbia.  In  early  February,  Assistant 
Secretary  Noble  met  with  the  FBI  Director  Louis  Freeh  to  begin  a 
discussion  about  intelligence  sharing  with  the  FBI  and  we  expect 
to  sign  a  memorandum  of  understanding  by  the  end  of  March. 

As  you  know,  the  FBI  and  DEA  have  essentially  entered  into  an 
agreement  to  share  information  between  themselves.  In  our  view 
we  certainly  expect  that  FinCEN  will  also  be  able  to  share  this  in- 
formation because  it  is  vitally  important  for  all  of  law  enforcement 
to  share  intelligence  information. 

REINVENTING  GOVERNMENT 

FinCEN  is  truly  the  kind  of  agency  that  comes  to  mind  when  you 
talk  about  reinventing  government.  Its  staff  includes  more  than  30 
Federal  agents  on  detail  from  about  12  different  law  enforcement 
agencies,  and  its  work  supports  investigations  for  all  of  law  en- 
forcement without  any  jurisdictional  boundaries. 

COMPUTER  TECHNOLOGY 

FinCEN's  success  as  it  goes  forward  will  be  measured  by  its  abil- 
ity to  get  the  most  out  of  computer  technology.  It  already  has  ac- 
cess to  perhaps  the  largest  array  of  both  commercial  and  law  en- 
forcement databases  available  in  the  law  enforcement  community. 
It  supported  more  than  4,600  investigations  from  October  1,  1992 
to  August  31,  1993,  nearly  a  25  percent  increase  from  the  year  be- 
fore. 

REASSESS  FINCEN'S  MISSION 

Because  of  the  potential  increase  in  requests  beyond  FinCEN's 
ability  to  process  them  it  is  necessary  for  FinCEN  to  focus  its  mis- 
sion, to  determine  what  its  priorities  are  as  it  proceeds,  to  make 
sure  that  it  puts  its  limited  resources  on  the  most  important  of 
those  investigations  without  neglecting  the  smaller  ones. 

FinCEN  also  provides  resources  to  State  and  local  investigations, 
and  as  you  know,  Project  Gateway  is  the  first  in  what  we  hope  will 
be  a  series  of  initiatives  to  help  State  and  local  law  enforcement 
gain  access  to  the  Federal  Law  Enforcement  Bank  Secrecy  Act  in- 
formation without  overburdening  FinCEN's  staff  because  the  State 
and  local  agencies  will  be  able  to  use  their  own  employees  to  access 
this  information. 

CONCLUSION 

In  closing,  Mr.  Chairman,  Treasury  is  very  proud  of  FinCEN's  ef- 
forts. We  need  FinCEN  to  advance  in  the  war  against  international 
money  laundering  and  financial  crime.  With  your  concurrence,  I 
would  ask  FinCEN's  Acting  Director,  Mr.  McGruder,  to  present  his 
prepared  statement  which  will  focus  on  the  specifics  of  FinCEN's 
budget. 

He  and  I  and  Assistant  Secretary  Munoz  would  then  be  glad  to 
answer  any  questions  you  might  have. 

Mr.  HOYER.  Fine. 

[The  prepared  statements  and  budget  justifications  follow:] 


Statement  of  Ronald  K.  Noble 

Assistant  Secretary 
(Enforcement) 

Appropriations  Hearing  with  the  Hnancial  Crimes  Enforcement  Network 

Before  the  House  Committee  on  Ai^iropriations 

Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 

February  28, 1994 


Nfr.  Chairman  and  Members  of  the  Subcommittee,  it  is  a  pleasure  to  appear 
before  you  today  to  discuss  the  programs  and  the  proposed  FY  199S  Budget  of  the 
Financial  Crimes  Enforcement  Netwoiic  (FinCEN).  With  me  today  are  Julius  C. 
McGrudor,  FinCEN's  Acting  Director,  and  members  of  his  staff. 


The  Treasury's  FY  1995  request  for  FmCEN  is  $19,631,000,  which  includes 
145  full-time  equivalent  (FTE)  positions,  q)proximately  $1.6  million  and  2  FTEs  lower 
than  last  year.  The  FY  1995  proposal  includes  a  modest  restorative  increase  in 
authority  to  take  care  of  unavoidable  recurring  costs,  primarily  rent 


I  want  to  note  specifically  that  FinCEN's  FTE  reductions  for  FY  1995  and  the 
prior  two  fiscal  years  are  in  compliance  with  the  levels  set  by  Executive  Order  12839. 
FinCEN's  FY  1995  budget  also  reflects  a  reduction  of  $335,000  in  "administrative 
expenses,"  as  required  by  Executive  Order  12837. 


Shortly  after  I  was  confirmed  last  year,  I  decided  to  conduct  a  comprehensive, 
general  review  of  Treasury's  anti-money  laundering  efforts.  At  about  the  same  time,  I 
was  specifically  asked  by  the  Senate  Appropriations  Committee  to  review  the 
advisability  of  reorganizing  or  incorporating  FinCEN  into  another  Treasury  bureau. 
The  FinCEN  review  and  the  money  laundering  enforcement  review  are  being  conducted 
hand-in-hand,  with  the  objective  of  ensuring  that  Treasury  is  positioned  to  provide  the 
very  best,  most  efficient  leadership  for  the  fight  against  money  laundering.  Subject  to 
Treasury  and  0MB  clearance,  the  reports  should  be  submitted  to  the  appropriate 
Committees  soon. 


While  it  is  still  young  and  needs  nunuring,  FinCEN  is  a  truly  innovative 
organization  that  is  providing  new  solutions  to  difficult  problems.  With  adequate 
suppon  and  guidance,  we  believe  FinCEN  will  be  instrumental  in  the  law  enforcement 
community's  efforts  to  overcome  parochialism,  leverage  scarce  resources,  and  apply 


cutting-edge  technology  to  combat  one  of  the  most  vexing  problems  of  law  enforcement 
—  how  to  hit  complex  criminal  organizations  in  the  pocketbook,  where  it  hurts  the 
most 


In  short,  FinCEN  is  our  finest  opportunity  to  manage  a  coordinated  strategy  that 
involves  maximum  information  sharing.  It  has  signed  information  sharing  agreements 
with  most  major  federal  law  enforcement  agencies,  all  SO  states,  and  the  District  of 
Columbia.  For  an  organization  less  than  four  years  old,  FinCEN  has  made  remarkable 
progress  given  the  traditional  bureaucratic  obstacles  to  sharing  sensitive  information  in 
the  field  of  law  enforcement.  Early  in  February,  I  met  with  FBI  Director  Louis  Freeh 
to  ensure  intelligence  sharing  between  the  E)epartment  of  Justice  and  Treasury.  I 
believe  that  by  the  end  of  March  we  will  have  entered  into  an  MOU  with  Justice. 


In  several  ways,  FinCEN  is  the  type  of  government  agency  we  have  in  mind 
when  we  imagine  a  "reinvented  government".  First,  FinCEN  is  truly  customer  and 
mission  driven.  Its  staff  includes  30  federal  agents  on  detail  from  12  federal  law 
enforcement  agencies,  and  its  work  over  the  past  year  has  supported  investigations 
conducted  by  those  and  other  federal,  state  and  local  agencies,  at  their  request  and 
provided  strategic  analyses  to  law  enforcement  agencies  and  to  state  legislators  in  their 
efforts  to  enact  effective  anti-money  laundering  legislation. 


Second,  as  I've  already  indicated,  an  increasing  portion  of  FinCEN's  work  is 
focused  on  supporting  state  and  local  law  enforcement  efforts.  State  and  local  agencies 
are  able  to  get  information  from  FinCEN  that  is  otherwise  not  available  from  the 
federal  government  Not  surprisingly,  state  and  local  agencies  combined  are  already 
FinCEN's  fifth  largest  customer.  We  must  ensure,  however,  that  FinCEN  properly 
prioritizes  the  allocation  of  its  resources  between  the  federal  and  state  agencies. 
FinCEN's  principal  obligation  is  to  federal  law  enforcement. 


Through  the  implementation  of  FinCEN's  Project  Gateway  during  this  fiscal 
year,  state  and  local  law  enforcement  agencies  will  have  direct,  electronic  access  to 
Treasury  data  collected  pursuant  to  the  Bank  Secrecy  Act.  This  will  allow  state  and 
local  law  enforcement  agencies  to  use  federal  resources  to  build  better  cases  of  their 
own,  without  unnecessary  burdens  to  federal  law  enforcement.  Moreover,  because 
Project  Gateway  will  provide  FinCEN  with  information  about  the  targets  of  state  and 
local  investigations,  it  will  contribute  to  the  overall  ability  of  the  law  enforcement 
community  to  coordinate  their  efforts. 
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Third,  FinCEN's  success  Aus  far  is  due  in  large  part  to  its  efforts  to  leverage 
technology  to  get  more  value  and  productivity  from  the  taxpayers'  dollars.  FinCEN 
already  has  electronic  access  to  perhaps  the  largest  array  of  commercial  and  law 
enforcement  databases  available  in  the  law  enforcement  community. 


The  General  Accounting  Office's  November  1993  report  on  FinCEN's  jjrogress 
noted  that  FmCEN  supported  more  than  4,600  investigations  last  year  ~  nearly  25 
percent  more  than  the  year  before.  Increasing  requests  for  FinCEN's  assistance  are  the 
result  of  a  growing  awareness  of  the  value  that  its  support  can  provide  to  the  Federal, 
state,  and  local  law  enforcement  community. 


This  is  not  to  say  that  all  is  perfect  There  are  several  areas  where  HnCEN  can 
improve  its  performance.  FmCEN  needs  to  further  refine  the  focus  of  its  mission. 
Currently,  FinCEN  has  too  many  satisfied  customers.  Without  prioritization  by 
FinCEN,  too  many  customers  will  lead  to  potential  misapplication  of  resources.  In 
addition,  HnCEN  needs  to  improve  internal  communication  and  coordination  between 
its  tactical  and  strategic  sections,  and  to  resolve  pending  information  sharing 
agreements  with  other  law  enforcement  organizations.  However,  I'm  sure  that  FmCEN 
is  capable  of  meeting  these  and  other  challenges. 
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In  closing,  Mr.  Chairman  and  Members  of  the  Committee,  we  at  Treasury  are 
very  proud  of  FinCEN's  efforts,  and  they  deserve  our  continued  support  as  they  move 
to  realize  their  full  potential. 


With  your  concurrence,  Mr.  Chaimian,  I  ask  that  FinCEN's  Acting  EHrector 
Julius  McGruder  present  his  prepared  statement,  which  focuses  on  the  specifics  of 
FinCEN's  budget  request.  He  and  I  will  then  be  pleased  to  answer  any  questions  that 
you  or  other  Members  of  the  Subcommittee  may  have  concerning  FinCEN's  budget  or 
programs. 
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JULIUS  C.  McGRUDER 

ACTING  DIRECTOR 
FINANCIAL  CRIMES  ENFORCEMENT  NETWORK 

Julius  C.  McGnider  was  selected  by  Ronald  K.  Noble,  Treasury's  Assistant  Secretary  for 
Enforcement  to  serve  as  Acting  Director  of  the  Financial  Crimes  Enforcement  Network  (FinCEN)  begin- 
ning in  October  1993.  Mr.  McGruder  comes  to  FinCEN  from  the  U.S.  Customs  Service,  where  he  cur- 
rently serves  as  Special  Agent-In-Charge  (SAC)  of  the  Chicago  office.  He  was  selected  by  the  Commis- 
sioner of  the  U.S.  Customs  Service  on  October  27,  1992,  for  this  Senior  Executive  Service  position  with 
responsibility  for  the  states  of  Illinois,  Indiana,  Wisconsin,  Iowa  and  Nebraska. 

JuUus  McGruder  was  bom  on  May  14,  1938,  to  Isiah  and  Minnie  McGruder,  of  Sawyerville,  AL. 
He  moved  to  Mobile  after  the  death  of  his  Either  in  April  1942,  where  he  graduated  from  Central  High 
School  in  May  1956.  Mr.  McGruder  attended  the  University  of  Illinois,  ChampaignAJrfoana,  and 
Roosevelt  University  frcxn  1956  to  1959,  after  which  he  was  employed  as  a  postal  clerk  by  the  U.S.  Postal 
Service  in  Chicago. 

In  January  1962,  he  enlisted  in  the  U.S.  Army,  serving  at  Fort  Dix,  NJ,  and  Fort  Polk,  LA.  After 
he  was  discharged  from  military  service,  he  returned  to  employment  with  the  U.S.  Postal  Service  until  April 
1965,  when  he  was  accepted  as  a  candidate  at  the  Chicago  Police  Department  Academy. 

In  1965,  Julius  McGruder  graduated  from  the  Chicago  Police  Academy  at  the  top  of  his  class    He 
served  with  the  Chicago  Police  Department  from  1965  to  1974  in  a  variety  of  assigrunents,  including 
patroknan  in  the  Filmore  District,  patrolman  and  vice  officer  in  the  Grand  Crossing  District,  and  in  the 
Vice  Central  Division  at  Headquarters.  From  1972  to  1974,  Mr.  McGruder  was  assigned  to  the  Justice 
Department,  Office  of  Drug  Abuse  Law  Enforcement  Task  Force,  in  the  Vice  President's  war  on  drugs. 

On  April  15,  1974,  JuUus  McGruder  accepted  a  position  with  the  U.S.  Customs  Service,  Special 
Agent-in-Charge  (SAC),  Chicago  office,  as  a  GS-1 1  Special  Agent.  He  served  in  the  SAC  Chicago  office 
fix>m  April  1974  to  October  1982.  In  1982,  he  was  assigned  temporarily  to  U.S.  Customs  Headquarters  in 
Washington,  DC,  where  he  participated  in  the  development  and  implementation  of  the  Customs  Undercover 
Program  and  School.  From  1986  to  1989,  Mr.  McGruder  l)ecame  a  guest  instructor  at  the  Undercover 
School,  which  was  located  in  Leesburg,  VA. 

In  August  1987,  Mr.  McGruder  was  promoted  to  the  position  of  GS-13  Senior  Special  Agent,  and 
in  June  1987,  he  was  reassigned  to  the  SAC  Mobile,  Alabama  office  as  a  Group  Supervisor  (GM-13)  in  the 
Strategic  Investigations  Group.  In  OclobeT  1988,  he  was  promoted  to  Group  Supervisor  (GM-14)  in  the 
SAC  Mobile  office. 

In  August  1989,  Mr.  McGruder  became  the  Assistant  Special  Agent-in-Charge  at  the  SAC  Mobile 
office,  witere  he  remained  until  Septemt>er  1991,  when  he  returned  to  Customs  Headquarters  as  the  North- 
east Area  Director  (GM-15)  in  the  Office  of  Domestic  Operations.  In  this  position,  he  was  responsible  for 
the  eight  Special  Agent-in-Charge  offices  in  the  Northeast  area. 

Mr.  McGruder  is  a  member  of  the  National  Organization  of  Black  Law  Enforcement  Executives 
(NOBLE).  He  is  a  founding  meml>er  of  the  National  Association  of  Black  Customs  Enforcement  Officers 
(NABCEO),  and  served  as  its  charter  president  from  its  incq}tion  in  1986  until  1992. 
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RONALD  K,  NOBLE 
ASSISTANT  SECRETARY  OF  THE  TREASLTIY  FOR  ENFORCEMENT 


Ronald  K.  Noble  was  sworn  into  office  as  Assistant  Secretary  of  the  Treasury  for 
Enforcement  on  May  4,  1993. 

As  Assistant  Secretary  for  Enforcement,  Noble  oversees  all  Treasury  law  enforcement 
bureaus  and  offices,  including  the  Customs  Service,  the  Secret  Service,  the  Bureau  of 
Alcohol,  Tobacco  and  Firearms  ("ATF"),  the  Federal  Law  Enforcement  Training  Center 
("FLETC"),  the  Financial  Crimes  Enforcement  Network  ("FinCEN"),  the  Office  of  Financial 
Enforcement,  the  Office  of  Foreign  Asset  Control  ("OFAC")  and  the  Office  of  Asset 
Forfeiture.    He  also  has  policy  oversight  responsibility  for  the  Criminal  Investigation 
Division  of  the  Internal  Revenue  Service.    He  is  responsible  for  Treasury  law  enforcement 
direction  and  policy  communication  with  other  U.S.  government  departments  on  these 
matters.    This  includes  the  suppression  of  narcotics  and  dangerous  drug  smuggling, 
monitoring  the  movement  of  large  amounts  of  currency  in  and  out  of  financial  institutions, 
implementing  U.S.  government  embargo  programs,  enforcing  tariff  and  trade  regulation, 
protecting  the  President,  the  Vice  President  and  visiting  heads  of  state  and  collecting  excise 
taxes  on  regulating  trade  in  tobacco,  alcohol  and  firearms. 

In  his  capacity  as  the  Assistant  Secretary  and  at  the  direction  of  Secretary  of  the 
Treasury  Lloyd  Bentsen,  Noble  already  has  conducted  a  comprehensive  review  of  ATF's 
investigation  of  Vernon  Howell,  a/k/a/  "David  Koresh,"  and  his  Branch  Davidian  followers, 
which  culminated  in  the  unsuccessful  raid  of  Koresh's  compound  near  Waco,  Texas. 

From  1989  until  he  was  appointed  Assistant  Secretary,  Noble  was  associate  professor 
of  law  at  the  New  York  University  School  of  Law.    Noble  also  spent  a  year  as  a  Deputy 
Assistant  Attorney  General  and  Special  Counsel  in  the  U.S.  Depanment  of  Justice  in 
Washington. 

Noble  served  as  an  Assistant  United  States  Attorney  in  the  Eastern  District  of 
Pennsylvania   from  1984  to  1988.    In  this  position,  he  successfully  prosecuted  the  largest 
public  corruption  case  in  the  history  of  Philadelphia.    It  involved  the  Roofers  Union,  various 
judges,  police  officers  and  other  public  officials.    He  also  successfully  prosecuted  a  cocaine 
conspiracy  of  80  defendants  who  sold  $50  million  worth  of  cocaine  a  year.    In  1988,  he 
received  the  Superior  Performance  Award  from  the  Director  of  the  Executive  Office  for 
United  States  Attorneys. 

Prior  to  serving  as  an  Assistant  United  States  Attorney,  Noble  spent  two  years  as 
senior  law  clerk  for  the  Honorable  A.  Leon  Higginbotham,  Jr.,  United  States  Court  of 
Appeals  for  the  Third  Circuit  in  Philadelphia. 

Noble  received  a  J.D.  from  Stanford  Law  School  where  he  ser\'ed  as  Articles  Editor 
of  the  Stanford  Law  Review  and  president  of  the  class  of  1982.  He  earned  a  B.A.  from  the 
University  of  New  Hampshire.    Noble,  37,  was  bom  in  Ft.  Dix.  New  Jersey. 
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GEORGE  MUAOZ 

Assistant  Secretary  (Management) 
and  Chief  Financial  Officer 

U.S.  Treasury  Department 

1500  Pennsylvania  Ave.,  N.W.  Phone  (202)  622-0410 

Washington,  D.C.    20220  Fax  (202)  622-2337 

George  Mufioz  is  a  Certified  Public  Accountant  (CPA)  and  a  licensed  attorney  with  strong 
credentials  in  business,  management,  law  and  public  policy.  That  is  one  reason  why  he  was 
appointed  by  President  Clinton  and  confirmed  by  the  U.S.  Senate  to  be  one  of  the  Assistant 
Secretaries  of  the  Treasury.  Mr.  Munoz  is  both  an  Assistant  Secretary  of  the  Treasury  for 
Management  and  is  also  the  Chief  Financial  Officer  of  the  U.S.  Treasury  Department.  He  reports 
to  Treasury  Deputy  Secretary  Roger  Altman  and  Secretary  Lloyd  Bentsen. 

Mr.  Munoz'  educational  background  is  quite  extensive  and  from  some  of  the  country's  best 
universities: 

LEGAL  Harvard  Law  School,  J.D.  (1978) 

PUBLIC  POLICY  Harvard's  Kennedy  School  of  Government 

Master's  in  Public  Policy  (1978) 

ACCOUNTING/CPA  University  of  Texas,  B.B.A.  (1974) 

College  of  Business  -  Accounting 
Graduate  of  Business  Honors  Program 
Graduated  with  High  Honors 

TAX  DePaul  University,  L.L.M.  (1984) 

Master's  in  Law  and  Taxation 

Mr.  Munoz  believes  that  "Education  makes  for  a  fuller  life  and  a  stronger  country.  It  is  knowledge 
and  wisdom--not  guns-that  will  assure  our  freedom  and  standard  of  living."  He  served  as  the 
President  of  the  Chicago  Board  of  Education  for  three  consecutive  years  in  the  mid-  1980s.  It  Is 
the  third  largest  school  system  in  the  country  with  over  400,000  students,  over  42,000  employees 
and  an  annual  budget  in  excess  of  2  billion  dollars.  He  has  been  the  youngest  president  of  that 
Institution,  and  he  fought  for  education  reform  to  reverse  the  trend  of  poor  performance  and  drop 
outs  among  the  students. 

On  the  business  side,  Mr.  Munoz  has  been  a  successful  attorney.  He  is  the  founder  of  a  law  firm 
in  Chicago  that  specializes  in  International  business  and  legal  transactions.  He  Is  a  well  known 
authority  on  the  North  American  Free  Trade  Agreement  (NAFTA);  and  has  given  may  speeches  and 
written  presentations  on  the  benefits  of  doing  business  with  Mexico  and  Latin  America. 

Mr.  Munoz  is  a  strong  believer  In  public  service,  and  is  the  recipient  of  many  awards  for 
distinguished  public  service  That  Is  one  reason,  he  says,  that  he  sought  and  got  a  Masters  in 
Public  Policy  from  the  Kennedy  School  of  Government. 

Mr.  Munoz  comes  from  a  large  family.  He  was  born  In  Brownsville,  Texas,  but  makes  his  home  In 
Chicago,  Illinois.  He  is  one  of  1  2  children  born  to  Mr.  and  Mrs  Cipriano  Munoz.  He  is  42  years  old 
and  is  fluent  in  Spanish. 
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BIOGRAPHY 
FAITH  S.  CfOCHBERG 

Faith  S.  Hochbcrg  is  Ifac  Deputy  Assistant  Sixactary  of  the  Treasury  for  Law  Enforcement, 
a  position  she  has  held  since  April   1993. 

As  the  Deputy  Assistant  Secretary  for  Law  Enforcement,  Ms.  Hochberg  has  policy  and 
oversight  responsibilities  for  Treasury's  law  enforcement  bureaus,  including  the  United 
States  Secret  Service,  the  Bureau  of  Alcohol,  Tobacco  and  Firearms,  the  United  States 
Customs  Service,  the  Federal  Law  Enforcement  Training  Center,  the  l-inancial  Crimes 
Enforcement  Nctvrork  (hmCEN),  and  policy  oversight  responsibility  for  the  Criminal 
Investigation  Division  of  the  Internal  Revenue  Service.    She  is  also  res^osible  for 
Treasury's  OiXice  of  Financial  Enforcement  as  well  as  the  Executive  Office  for  Asset 
Forfeiture.   The  operations  of  these  bureaus  and  offices  encompass  a  wide  range  of  Federal 
law  enforcement  activities  that  involve  financial  crimes  such  as  trade  &aud,  counterfeiting, 
money  laundering,  computer  and  wire  (raud,  fireanns  regulation  and  associated  violations, 
protection  of  the  President,  Vico-President  and  visiting  heads  of  state,  and  preserving  the 
integrity  of  the  borders  against  the  smuggling  of  narcotics,  illicit  funds  and  other 
contraband. 

Immediately  prior  to  her  tenure  as  Deputy  Assistant  Secretary  for  Law  Enforcement,  Ms. 
Hochbcrg  was  senior  dq)uty  chief  counsel  in  the  Treasury  Department's  Office  of  lluift 
Supcrvi^un.    In  that  uqiacity,  she  developed  and  guided  the  enforcement  effort  aimed  at 
combatting  savings  and  loan  fraud.    She  personally  litigated  federal  court  action  against  the 
President  of  Cenlrust  Savings  and  managed  trial  teams  litigating  cases  in  New  Knglnntl^  (he 
Mid-Atlantic  and  Southern  states. 

Ms.  Hochbcrg's  other  major  Federal  law  enforcement  service  was  with  the  United  States 
Attorney's  Office  for  the  District  of  New  Jersey  from  1983  to  1987.    There,  she  litigated 
while  collar  criminal  prosccutioris,  specializing  in  securities  fi^ud,  and  represented  tl^ 
of5>e  before  the  lliird  Circuit  Court  of  Appeals. 

Complementing  Ms.  Hochberg's  public  service  in  law  enforcement  have  been  positions 
with  prominent  New  Jej;sey  law  finns  torn  1981  lo  1983  and  again  from  1987  to  1990, 
During  the  1 970's,  Ms,  Hochberg  worked  with  firms  in  Boston  and  Washington,  was  a 
!ipocial  assistant  to  the  Chairman  of  the  Securities  and  Exchange  Commission  and  clerked 
for  the  Honorable  Spottswood  W.  Robinson,  Dl,  United  States  Court  of  Apptads, 
Washington,  D.C. 

Ms.  Hochberg  graduated  summa  cum  laude  with  majors  in  economics  and  political  science 
from  Tufts  University  in  1972.    She  earned  her  J.D.  with  high  honors  from  Harvard  Law 
School  in  1975  where  she  had  been  a  senior  editor  of  the  Law  Review.    Recent  publications 
include  co-aulhured  works  on  civil  and  criminal  hability  issues  affecting  banks  and  thrifts. 


14 


K.  BRIAN  LONDON 

Acting  Deputy  Director 
Financial  Crimes  Enforcement  Network 

Brian  London  became  the  Assistant  Director,  Office  of 
Resource  Management,  Financial  Crimes  Enforcement  Network 
(FinCEN)  on  January  21,  1991.   He  has  also  been  serving  as  Acting 
Deputy  Director  of  FinCEN  beginning  in  December  1993. 

Mr.  London  was  born  on  June  20,  1953,  in  Fort  Bragg,  NC,  the 
son  of  James  E.  and  Marilyn  F.  London.   He  received  a  Bachelor  of 
Arts  degree  (Cum  Laude)  from  Claremont  Men's  College  in  1975,  a 
Master  of  Arts  degree  from  Pepperdine  University  in  1978  and  was 
selected  to  Harvard  University's  Senior  Executive  Fellows  Program 
in  1992. 

After  graduating  from  college,  he  joined  the  U.S.  Army  as  a 
Medical  Service  Corps  officer  and  left  as  a  Captain  in  1980.  He 
was  discharged  from  the  Army  Reserves  in  1991. 

In  1980,  Mr.  London  began  a  career  in  law  enforcement  as  a 
State  Traffic  Officer  with  the  California  Highway  Patrol.   In 
1984,  he  became  a  special  agent  in  the  Department  of  the 
Treasury . 

He  has  written  articles  which  have  appeared  in  "Crime 
Prevention  Technology"  and  "Customs  Today"  magazines,  and 
received  the  1991  Federal  Law  Enforcement  Officers  Association 
(FLEOA)  Academic  Press  Award. 

He  has  two  sons,  and  resides  in  Manassas,  VA. 
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STATEMENT 

Of 

JULIUS  C.  McGRUDER 

ACTING  DIRECTOR,  FINANCIAL  CRIMES  ENFORCEMENT  NETWORK 

U.S.  DEPARTMENT  OF  THE  TREASURY 

on 

FinCEN'S  FY  1995  BUDGET  REQUEST 

before  the 

HOUSE  COMMITTEE  ON  APPROPRIATIONS 

TREASURY,  POSTAL  SERVICE,  AND  GENERAL  GOVERNMENT 

SUBCOMMITTEE 

February  28,  1994 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  Julius  C. 
McGruder,  Acting  Director  of  the  Financial  Crimes  Enforcement 
Network  ("FinCEN") .   I  am  pleased  to  be  here  today  to  discuss 
FinCEN' s  proposed  FY  1995  Budget  and  prograuns,  and  I  think  I  may 
bring  a  useful  perspective  to  that  task.   I  am  the  Special  Agent 
in  Charge,  United  States  Customs  Service,  Chicago,  and  I  have 
been  on  detail  as  FinCEN' s  Acting  Director,  having  replaced 
Brian  Bruh,  who  retired  late  last  year.   So,  like  Assistant 
Secretary  Noble,  I've  been  engaged  in  the  task  of  examining  and 
trying  to  understand  programs,  as  I  know  you  are  today. 

You'll  find  the  themes  running  throughout  our  budget  and 
strategic  planning  include  a  consolidation  of  what  we've  learned 
during  the  past  three  and  one  half  years,  a  tough-minded 
evaluation  of  what  we've  accomplished  and  a  sorting  out  of 
priorities,  so  that  we  can  work  smarter  and  tougher  with  our 
limited  resources. 
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FY  1995  BUDGET  REQUEST 

For  FY  1995,  FinCEN  requests  authority  to  obligate  a  total 
of  $19,631,000  and  expend  145  full-time  equivalent  (FTE) 
positions,  $1.6  million  and  2  FTEs  lower  than  our  operating  level 
for  FY  1994.   The  decrease  results  from  the  anticipated  loss  of 
$2.8  million  in  approved  carryover  funding  appropriated  in 
FY  1993  and  used  in  FY  1994  to  fund  systems  operation  and  rent 
costs.   With  those  funds  now  exhausted,  the  FY  1995  proposal 
includes  a  modest  restorative  increase  in  budget  authority  to 
take  care  of  unavoidable  recurring  costs,  primarily  rent. 

MISSION 

FinCEN  was  established  in  1990  primarily  to  assist  Treasury 
arid  other  law  enforcement  bureaus  in  combating  money  laundering 
and  other  financial  crimes.   The  underlying  problem  was  that 
intelligence  support  for  the  investigation  and  prosecution  of 
money  laundering  cases  was  hampered  by  fragmentation  of 
information  among  the  various  bureaus  having  jurisdiction.   This 
problem  of  interagency  fragmentation  and  communication  has  been 
further  complicated  by  the  increasing  complexities  of  white 
collar  criminal  schemes,  the  proliferation  of  electronic 
financial  transactions  in  general,  and  the  rapid  growth  in 
commercially  available  information  of  interest  to  law  enforcement 
and  regulatory  agencies. 


17 


FinCEN  now  serves  as  a  U.S.  Government  central  source  for 
systematic  identification,  collation,  amd  emalysis  of  financial 
and  other  information  to  assist  in  the  investigation  and 
prosecution  of  money  laundering  and  other  financial  crimes;  to 
improve  the  use  of  such  information  by  law  enforcement;  and  to 
aid  in  the  formulation  of  enforcement  and  regulatory  policy  to 
combat  such  crimes. 

FinCEN' s  unique  staffing  both  reflects  and  helps  to  sustain 
its  mission.   It  has  a  staff  of  less  than  200  on-board,  made  up 
of  permanent  FinCEN  employees,  who  are  mostly  analysts  and 
computer  specialists,  and  edDout  40  long-term  detailees,  30  of 
whom  are  Special  Agents  and  10  of  whom  are  intelligence  analysts. 
The  mix  of  employees  and  perspectives  is  united — by  design — to 
facilitate  the  sharing  of  information  among  investigating 
agencies  with  resulting  coordination  of  investigations. 

As  Assistant  Secretary  Noble  noted,  FinCEN  strives  to 
combine  existing  information  and  technology  to  produce  more  value 
for  law  enforcement  agencies  at  Treasury,  Justice,  elsewhere  in 
the  federal  government,  and  at  the  state  and  local  level. 
Producing  more  value  from  existing  information  ultimately  means 
more  productive  application  of  the  taxpayers'  dollars.   I  will 
now  discuss  developments  in  our  three  "operating"  areas  — 
tactical  support,  strategic  analysis,  and  technology 
applications. 
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CASE  SUPPORT 

One  of  our  crucial  tasks  is  providing  tactical  support  to 
the  participating  agencies  that  make  up  our  customer  base.   Our 
goal  is  to  continue  to  enhance  our  abilities  to  act  as  a  point  of 
contact  for  our  customers;  foster  interagency  coordination  and 
cooperation;  provide  timely  responses  to  requests  from 
participating  agencies  for  analytical  assistance  and  information 
from  law  enforcement,  financial,  and  commercial  information 
systems;  and  maintain  a  high  level  of  expertise  in  support  of 
financial  crimes  enforcement  efforts. 

Agencies'  demand  for  tactical  assistance  from  FinCEN 
continues  to  increase.   In  FY  1992,  FinCEN  supported  132  separate 
and  distinct  agencies  at  the  local,  state.  Federal,  and 
international  levels.   This  number  rose  to  more  than  150  in 
FY  1993,  involving  more  than  5,000  requests  for  support  of 
criminal  investigations.   In  responding  to  these  requests,  FinCEN 
conducted  research  on  some  30,000  individuals  and  other  entities 
during  FY  1993.   During  the  first  quarter  of  FY  1994,  FinCEN  has 
responded  to  1,512  requests  for  assistance  from  107  agencies. 

FinCEN' s  Operations  Center  completes  80  percent  of  FinCEN' s 
tactical  work  product  in  a  limited  response  format,  containing 
intelligence  data  drawn  from  the  law  enforcement,  financial  (Bank 
Secrecy  Act  data)  and  commercial  systems  available  at  FinCEN. 
The  Operations  Center  reports  are  provided  as  direct,  rapid 
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responses  to  case  specific  requests  for  assistance  from 
investigating  agencies  within  the  Federal,  state  and  local,  and 
international  law  enforcement  community,  and  these  reports 
include  a  summarization  of  the  information  contained  in  them.   In 
FY  1993,  FinCEN's  Operations  Center  received  requests  to  conduct 
database  research  involving  16,981  subjects  in  response  to  a 
total  of  4,567  completed  responses  to  recpaests;  and  it  issued 
4,423  reports  to  the  agencies  seeking  FinCEN's  assistance. 

FinCEN  allocates  approximately  80  percent  of  its  resources 
in  support  of  narcotics  investigations.   FinCEN's  Narcotics 
Division  provides  complex,  longer-term  analytical  reports  to 
investigative  agencies,  and  completed  a  total  of  397  case 
requests  in  FY  1993/  253  (60%  of  the  total)  of  these  completed 
case  requests  by  FinCEN  were  from  the  13  Organized  Crime  and  Drug 
Enforcement  Task  Forces  (OCDETFs) .   More  detailed  examples  of 
FinCEN's  tactical  work  product  in  the  narcotics  area  are  found  in 
Appendix  I  to  this  statement. 

The  majority  of  non-narcotics  work  is  performed  by  FinCEN's 
Office  of  Financial  Crimes.   In  FY  1993,  FinCEN  provided 
government -wide  tactical  support  to  354  investigations  in  which 
narcotics  related  activity  was  not  initially  evident.   FinCEN's 
Office  of  Financial  Crimes  has  begun  a  transition  toward  a 
greater  emphasis  on  supporting  investigations  of  complex  criminal 
financial  activity  undertaken  on  regional  and  national  levels 
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involving  multiple  jurisdictions.   This  transition  will  involve  a 
sharpening  of  focus  toward  reactive  research  and  proactive 
targeting  of  large-scale  criminal  organizations  and  of  money 
laundering-related  frauds  arising  in  such  areas  as  insurance  and 
telemarketing  fraud.   Several  examples  of  FinCEN' s  tactical 
support  to  non-narcotics  investigations  are  described  in 
Appendix  II . 

We  recognize  the  need — as  our  customer  base  grows — to 
respond  more  quickly  to  requests  for  tactical  support  and  to 
prioritize  among  requests. 

STRATEGIC  ANALYSIS 

Part  of  the  rationale  for  the  creation  of  FinCEN  was  a  long- 
term  commitment  to  understanding  the  strategic  implications  of 
criminal  financial  activity.   Thus,  the  second  operational  area 
is  strategic  analysis.   Through  strategic  analysis,  FinCEN 
explains  the  ways  money  launderers  operate  and  identifies  areas 
of  potential  vulnerability.   It  thereby  provides  policy  makers 
and  operating  officials  with  the  basis  for  their  own  initiatives. 

The  more  we  know  about  the  methodologies  used  to  disguise 
and  sanitize  the  nature  of  criminally  derived  proceeds  through 
the  use  of  national  and  international  financial  systems,  the 
better  equipped  we  are: 
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o    to  conununicate  to  law  enforcement  agencies  the 
most  pertinent  information  on  a  timely  basis ; 

o    to  create  new  investigative  leads; 

o    to  predict  future  criminal  financial  activity;  and 

o    to  frame  policy  options  for  decision  makers  at  all 
levels  of  government. 

In  FY  1993,  FinCEN' s  Office  of  Strategic  Analysis  worked  on 
94  projects,  69  of  which  were  generated  by  specific  requests  for 
assistance.   Projects  addressed  a  wide  range  of  topics,  and  were 
handled  in  a  range  of  formats,  including  written  reports,  limited 
query  responses,  conferences,  and  briefings.   FinCEN  continued  to 
publish  the  FinCEN  Update  and  Trends;  these  quarterly  newsletters 
were  distributed  to  over  2,200  members  of  the  law  enforcement 
community  and  over  14,000  members  of  the  banking  and  regulatory 
community,  respectively. 

Among  the  highlights  of  FinCEN' s  strategic  work  products  in 
FY  1993  and  the  first  part  of  FY  1994  were:   (1)  completion  of  a 
comprehensive  study  of  the  threat  of  money  laundering  along  the 
Southwest  border;  (2)  initiation  of  a  long-term  analysis  of 
Russian  organized  crime,  which  will  include  extensive 
consultation  with  the  law  enforcement  and  intelligence  community; 

(3)  hosting  a  multi-agency  conference  on  Asian  organized  crime; 

(4)  preparation  of  two  comprehensive  reports  on  electronic  funds 
transfer  systems,  addressing  their  operational  characteristics 
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and  providing  guidance  to  agents  and  analysts  investigating 
suspect  wire  transfer  records;  (5)  preparation,  at  the  request  of 
the  G-7  Financial  Action  Task  Force,  of  a  typology  paper  on  the 
use  of  shell  companies  to  facilitate  international  money 
laundering,  and  (6)  preparation  of  threat  assessments  to  assist 
state  legislators  in  their  efforts  to  enact  anti-money  laundering 
legislation. 

During  the  remainder  of  FY  1994  and  FY  1995,  FinCEN  expects 
to:   (1)  co-sponsor  the  Southwest  Border  Money  Laundering 
Conference  with  the  Arizona  Attorney  General;  (2)  significantly 
expand  upon  its  work  thus  far  on  the  Russian  organized  crime 
study;  (3)  publish  an  updated  analysis  of  Federal  Reserve 
currency  flow  data;  (4)  conduct  a  comprehensive  study  of  the  use 
of  gold  and  the  gold  markets  in  money  laundering  schemes;  and 
(5)  prepare  a  report  on  the  operation  of  Western  Union  and 
American  Express  MoneyGram  wire  services . 

These  projects  reflect  FinCEN' s  own  strategic  plan  for 
strategic  analysis.   We  are  seeking  to  continue  to  refine  our 
strategic  products  by  assuring  that  they  increase  awareness  of 
emerging  trends  and  patterns  in  money  laundering  and  other 
criminal  financial  activity,  frame  issues  in  ways  that  assist  in 
resource  allocation  decisions,  and  expand  dialogue  among  all 
entities,  public  and  private,  that  have  a  stake  in  combating 
financial  crime. 
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We  also  will  continue  to  emphasize  the  need  to  translate 
what  we  learn  about  trends  and  patterns  in  money  laundering  and 
other  financial  crime  into  information  that  frames  policy 
options,  at  all  levels  of  government.   We  will  improve  our 
ability  to  aggregate  and  correlate  large  volumes  of  data  and 
textual  information  to  help  define  strategic  policy  issues  by 
fusing,  whenever  possible,  our  analytic  efforts  to  information 
systems  development.  Additional  examples  of,  and  further  details 
concerning  these  described,  FinCEN  strategic  projects  are  are 
provided  in  J^pandix  III . 

SUPPORT  FOR  STATE  LAW  ENFORCEMENT 

FinCEN  has  created  a  network  of  State  Coordinators,  who 
serve  as  points  of  contact  within  state-wide  law  enforcement 
agencies,  to  facilitate  FinCEN' s  responses  to  inquiries  from  each 
of  the  50  states.   Through  this  network,  FinCEN  has  been  at  the 
forefront  of  assisting  state  and  local  law  enforcement  agencies 
in  conducting  financial  investigations.   FinCEN  provides  two 
basic  services  for  them:  (1)  research  and  analysis  of  Bank 
Secrecy  Act  (BSA)  information,  which  includes  over  70  million 
records  of  transactions  and  cross-border  movements  of  more  than 
$10,000  in  currency,  and  (2)  analysis  of  information  from  state 
and  local  inquiries  against  the  other  databases  to  which  FinCEN 
has  access  to  facilitate  sharing  of  relevant,  and  often  otherwise 
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unidentified,  information.   Prior  to  FinCEN's  provision  of  these 
services,  state  and  local  agencies  had  no  centralized  location 
from  which  such  information  could  be  readily  obtained  and 
analyzed^,  because  there  was  no  organization  whose  mission  was 
explicitly  to  make  such  intelligence  available. 

FinCEN  developed  the  "Gateway"  concept  over  a  year  ago 
because  of  the  increasing  number  of  requests  coming  from  its 
State  Coordinators.   The  Gateway  project,  which  is  a  joint 
initiative  of  FinCEN  and  the  Detroit  Computing  Center  of  the 
Internal  Revenue  Service,  is  designed  to  allow  states  direct 
electronic  (that  is,  on-line)  access  to  BSA  information  and 
hopefully  create  a  streamlined  system  for  FinCEN's  provision  of 
investigative  leads  and  case  intelligence  to  state  and  local 
agencies . 

Project  Gateway  was  begun  with  a  pilot  program  permitting 
on-line  access  to  BSA  information  by  the  Office  of  the  Attorney 
General  of  the  State  of  Texas.   Between  September  1993  and 
February  1994,  Texas  performed  queries  on  over  1,000  subjects;  it 
obtained  relevant  information  (that  is,  had  "hits"  on  the  BSA 
database)  for  at  least  half  the  queries  made. 


The  NCIC  system  can  provide  information  about  criminal 
history  records  but  does  not  provide  a  means  for  obtaining 
investigative  or  intelligence  information. 
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At  the  request  of  Treasury  and   state  authorities,  FinCEN  has 
prepared  money  laundering  threat  assessments  for  Oregon,  Texas, 
Washington  and  New  Jersey.   Threat  assessments  for  Louisiana  and 
Georgia  are  currently  underway.   These  assessments  have  been 
instrumental  in  focusing  state  legislature  attention  on  money 
laundering  and  the  need  for  implementing  anti-money  laundering 
legislation.   FinCEN  also  has  prepared  assessments  of  the 
environment  for  money  laundering  within  states  to  help  state  law 
enforcement  allocate  resources  against  money  laundering  activity. 
FinCEN  has  completed  these  types  of  assessments  for  New  York  and 
the  Southwest  border  states;  similar  assessments  are  underway  for 
the  six  New  England  states  and  Puerto  Rico.   In  1993,  FinCEN  has 
provided  expert  testimony  for  money  laundering  hearings  before 
the  Washington  and  Texas  State  House  Banking  Committees,  as  well 
as  for  hearings  to  assist  state  adoption  of  amti-money  laundering 
legislation  in  Texas  and  New  Jersey. 

TKCHHOIOGY  A0VJUICEMKNT 

No  area  of  FinCEN  carries  with  it  the  promise  of  harder  work 
or  potentially  creates  greater  benefits  than  FinCEN' s  third  area 
of  focus  —  technological  advancement. 

From  the  beginning,  FinCEN' s  efforts  were  devoted  to 
providing  information  and  analysis  in  support  of  criminal 
investigations  and  developing  systems  that  use  information 
more  effectively.   These  capabilities  most  importantly: 
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(1)  give  intelligence  analysts  state-of-the-art  electronic  tools 
to  facilitate  their  work  of  analysis  and  combination  of 
information,  and  (2)  provide  the  ability  to  screen  incoming 
information  to  detect  patterns  or  locations  of  activity 
warranting  active  investigation. 

FinCEN' s  information  systems  base  is  its  Local  Area  Network 
and  attached  personal  computers  (PCs) ;  these  serve  as  terminals 
from  which  individual  agents  and  analysts  can  access  the  large 
sets  of  data — internal  and  external — available  to  FinCEN.   FinCEN 
has  adopted  a  distributed,  networked  architecture  of  personal 
computers,  workstations,  and  servers  (in  contrast  to  traditional 
mainframes  and  mini -computers) .   The  network-based  approach 
allows  for  expansion  as  the  organization  grows,  and  avoids  large 
one-time  costs  associated  with  mainframe  or  mini-computer  based 
systems,  but  it  requires  that  individual  PCs  be  considerably  more 
sophisticated  and  capable  than  those  that  might  be  used,  for 
example,  solely  for  office  automation  support. 

FinCEN  has  progressed  considerably  both  in  acquiring  link 
analysis  and  similar  capabilities  for  its  analysts  and  in  working 
to  improve  so-called  "artificial  intelligence"  systems  to  sort 
and  rank  large  collections  of  information.   It  has  also  developed 
an  operational  prototype  system  for  strategic  and  link  analyses 
of  BSA  information  that  can  run  for  now  on  a  high-performance 
computer  at  the  Naval  Research  Laboratory. 
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In  developing  the  FinCEN  database,  FinCEN  has  also 
encountered  some  problems  of  capacity  and  database  design  not 
unknown  in  ventures  of  this  kind,  and  it  is  concluding  an 
extensive  study  of  alternative  methods  of  solving  the  technical 
problems  it  has  encountered,  including  integration  of  software 
systems — such  as  the  Emerald  system  designed  under  the 
supervision  of  the  Defense  Intelligence  Agency — to  help  it 
accomplish  its  tasks. 

The  technology  FinCEN  is  utilizing  proposes  to  provide  a 
centralized  source — the  FinCEN  database — for  the  efficient 
provision  of  financial  and  related  intelligence  to  law 
enforcement  throughout  the  nation.   This  mission  is  designed  not 
only  to  avoid  duplication  but  to  provide  more  efficiently,  that 
is,  at  a  far  lower  unit  cost,  information  that  previously 
required  enormous  expenditures  of  personnel  and  resources  even  to 
draw  together,  let  alone  to  analyze.   Even  in  its  partially 
completed  state,  this  technology  has  enabled  FinCEN  to  identify 
more  than  2,400  instances  of  overlapping  inquiries  (that  is, 
inquiries  by  different  agencies  cd^out  the  same  subjects)  in  a 
base  of  16,236  cases. 
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The  remainder  of  calendar  year  1994,  which  includes  the 
first  part  of  FY  1995,  will  be  devoted  throughout  FinCEN  to 
meeting  these  technology  application  goals,  even  if  resources 
must  be  redirected  from  other  priorities  to  get  the  job  done. 
I  am  confident  we  can  meet  this  deadline. 

CONCLUSION 

I  have  tried  to  give  you  an  overview  of  where  we  are  and 
where  we  are  going.   We  are  gratified  by  Assistant  Secretary 
Noble's  confidence  in  us,  and  I  think  you'll  conclude  that  we  are 
well  poised  to  play  a  significant  role  in  helping  the  nation  meet 
the  law  enforcement  challenges  of  these  difficult  times. 

I  would  be  happy  to  answer  your  questions. 
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APPPiDIX  I 

EXAMPLES  or  rinCSN's  FY  1993  ACCOMPLISHMENTS 
IN  NARCOTICS  CASE  SUPPORT 


OCDETy  (Oraanixed  Crime  and  Drug  Bngorcemant  Tmsk  rorcel : 

Federal  prosecutors  on  the  West  Coast,  through  an  OCDETF 
request,  sought  FinCEN' s  assistance  in  the  review  and 
analysis  of  financial  documents  seized  from  a  major  West 
Coast  Southeast  Asian  Heroin  trafficker.   FinCEN  provided 
on-site  review  and  analysis  of  extensive  financial  and 
business  records,  which  were  subsequently  entered  into  an 
analytic  database  by  FinCEN.   As  a  result  of  this  effort, 
FinCEN  provided  Federal  prosecutors  with  details  that  not 
only  enabled  them  to  secure  guilty  pleas  from  the 
defendants,  but  also  to  obtain  the  cooperation  of  all  the 
principle  case  defendants,  who  identified  their  U.S.  and 
foreign  drug  and  money  laundering  connections.   Federal 
prosecutors  credit  FinCEN  with  playing  a  major  role  in  the 
success  of  the  prosecution  and  the  dismantling  of  a  major 
Southeast  Asian  heroin  trafficking  network. 

U.S.  Customs  Service:   FinCEN  provided  direct  investigative 
support  to  a  U.S.  Customs  Service  effort  targeting  drug  money 
laundering  along  the  Southwest  Border.   FinCEN' s  support 
included  in-depth  financial  analysis  on  a  case  involving  44 
individuals  and  15  businesses  responsible  for  conducting  over 
$300  million  in  reported  (CTR  and  CMIR)  drug  money 
transactions.   On  the  basis  of  FinCEN' s  information,  the  case 
was  turned  into  an  OCDETF  investigation  which  subsequently 
resulted  in  the  dismantling  of  the  smuggling  network,  the 
arrest  of  the  principal  subject  and  his  son,  and  the  seizure 
of  over  450  pounds  of  cocaine. 

The  U.S.  Customs  Service  also  requested  FinCEN  assistance  in 
an  OCDETF  investigation  involving  the  seizure  of  over  2,000 
pounds  of  cocaine.   FinCEN  provided  CTR  information  on  an 
expedited  basis  linking  targets  of  the  investigation  to 
suspect  companies. 

FinCEN  assisted  the  U.S.  Customs  Service  in  the  review  and 
analysis  of  105  boxes  of  financial,  banking  and  business 
records,  seized  by  a  foreign  government,  which  pertained  to 
the  financial  activities  of  a  major  Caribbean  drug  money 
launderer  and  cocaine  trafficker.   FinCEN  staff's  analysis  of 
these  records  contributed  significantly  to  the  investigation. 

HIDTA  (High  Intansity  Drug  Traffiekiny  Araaa) :   FinCEN 
provides  support  to  the  Southwest  Border  HIDTA  through  the 
assignment  of  FinCEN  analysts  to  San  Diego,  California,  and 
El  Paso,  Texas.   The  analyst  assigned  to  San  Diego  has 
assisted  a  financial  task  force  focusing  on  money  laundering 
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along  the  California  corridor.   The  FinCEN  analysts  detailed 
to  El  Paso  have  supported  a  complex  money  laundering 
investigation  in  that  area. 

•  Internal  Revenue  Service  (IRSi :   FinCEN  provided  analytical 
and  computer  support  to  an  IRS  investigation  of  an 
international  money  transmittal  business  that  is  allegedly 
operating  as  a  private  banker  to  Colombian  narcotics  cartels. 
FinCEN  staff  have  also  provided  on-site  support  to  this 
investigation. 

•  Drug  Enforceinent  Administration  (PEA)  :   FinCEN  provided 
assistance  to  DEA' s  Operation  Green  Ice  during  the  takedown 
arising  out  of  a  three  year,  multi-agency  investigation 
designed  to  infiltrate  and  destroy  a  large  segment  of  the 
money  laundering  operations  of  the  Cali  and  Medellin  cartels. 
The  takedown  was  global  in  scale  with  simultaneous  arrests  in 
the  U.S.  Italy,  Colombia,  United  Kingdom,  Canada,  Spain,  Costa 
Rica  and  the  Cayman  Islands.   Analysis  of  information  seized 
during  the  takedown  is  on-going  at  FinCEN. 

•  FinCEN  responded  to  a  DEA  request  for  analysis  and  reports  on 
22  individuals  and  13  businesses  believed  to  be  involved  in 
cocaine  trafficking  and  money  laundering  in  the  Southeastern 
United  States.   FinCEN' s  initial  research  identified  numerous 
additional  associates,  both  individuals  and  businesses.   One 
subject  was  identified  by  FinCEN  as  being  an  officer  and/or 
registered  agent  in  an  additional  37  businesses  with  links  to 
Colombia  and  Ecuador.   FinCEN' s  research  of  the  Financial 
Database  also  revealed  that  the  subjects  of  this  DEA 
investigation  had  numerous  CTRs  filed  on  their  transactions 
totaling  several  million  dollars. 

•  U.S.  Postal  Inspection  Service  (USPIS) ;   FinCEN  provided 
investigative  and  analytic  support  to  a  major  money  laundering 
investigation  being  conducted  by  the  U.S.  Postal  Inspection 
Service  (USPIS) .   The  focus  of  this  effort  involved  the  use  of 
Postal  Service  money  orders  by  Latin  American  drug  traffickers 
as  a  key  element  in  their  narcotics  money  laundering  schemes. 
The  USPIS  provided  FinCEN  with  thousands  of  U.S.  bank  account 
printouts  that  were  used  in  database  queries  and  link 
analysis.   FinCEN  produced  a  series  of  analytic  reports 
identifying  targets  and  the  scope  of  their  criminal 
enterprise.   FinCEN' s  analyses  and  accompanying  link  charts 
clearly  demonstrated  the  inter-relationship  involved  in 
massive  money  laundering  operations  in  the  states  of  New  York, 
Texas  and  Florida.    FinCEN  reporting  helped  provide  the  USPIS 
with  the  probable  cause  needed  for  the  arrest  of  two  of  the 
major  targets  of  their  investigation  and  the  seizure  of  over  • 
$20  million  in  drug  profits  connected  with  this  case.   FinCEN 
analysis  also  identified  more  than  $300  million  in  CTR  filings 
and  $54  million  in  CMIR  filings  in  connection  with  this 
operation. 
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Bureau  of  Alcohol.  Tobacco  and  Firearms  (BATT):   FinCEN 
provides  support  to  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms  in  its  overall  efforts  directed  against  Outlaw 
Motorcycle  Organizations  and  the  financial  aspects  of  these 
criminally  influenced  and  supported  groups'  involvement  in  the 
manufacture  of  methamphetamine . 

Juatica  Aaaet  Forfeiture  Office:   FinCEN  supported  the 
Department  of  Justice,  Asset  Forfeiture  Office,  by  providing 
analysis  of  information  on  24  bank  accounts  received  as  a 
result  of  the  Polar  Cap  V  investigation.   A  FinCEN  analyst  was 
assigned  to  examine  nine  accounts,  each  of  which  contained 
more  than  $70,000.   FinCEN' s  analysis  identified  and  supported 
the  forfeiture  of  portions  of  these  accounts.   Additional 
information  gathered  by  FinCEN  on  the  other  bank  accounts  was 
utilized  by  the  Justice  Department  in  taking  depositions. 


HIGHLIGHTS  OF  FinCEN' 8  CONTINUING  NARCOTICS  SUPPORT 

FinCEN  participates  in  the  Kingpin  Linear  Approach  Committee. 
which  provides  an  interagency/interdisciplinary,  synchronized 
approach  to  dismantle  and  disrupt  drug  kingpin  operations. 

FinCEN  also  continues  to  support  the  Kingpin  Workinqr  Group 
of  the  Multi-Agency  Financial  Investigative  Center  (MAFIC) 

at  the  DEA  Headquarters.   FinCEN  continues  to  offer  key 
financial  case  support  on  many  of  these  ongoing  multi- 
agency  investigations.   Through  research  and  analysis  of 
multi-agency  targets,  FinCEN  is  able  to  provide  key 
investigative  leads  by  identifying  financial,  commercial 
and  law  enforcement  intelligence  on  the  targets. 

FinCEN  continues  to  support  an  ongoing  Federal  drug 
investigation  centering  on  the  financial  activities  of  a  major 
Southwest  Asian  Heroin  Kingpin.   This  effort  includes  review 
and  analysis  of  volumes  of  financial,  business  and  bank 
records,  shipping  invoices,  and  other  documents  vital  to  the 
Federal  Government's  prosecution  on  a  charge  of  Continuing 
Criminal  Enterprise.   FinCEN  is  the  focal  point  for  the 
financial  aspects  of  this  international  drug  case.   Because  of 
FinCEN' s  expertise  in  financial  investigation,  and  its  ability 
to  analyze  complex  financial  records,  a  FinCEN  agent/auditor 
testified  as  an  expert  witness  in  this  case  resulting  in  the 
first  indictment  ever  brought  against  a  major  international 
Heroin  Kingpin  on  a  charge  of  Continuing  Criminal  Enterprise. 
FinCEN  assistance  in  this  case  was  also  provided  to  Scotland 
Yard  during  a  staff  visit  to  London  at  the  request  of  DEA  and 
British  authorities. 
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APPENDIX  II 

EXAMPLES  OF  FinCEN' 8  FY  1993  ACCC»4PLISHMENTS 
IN  NON-NARCOTICS  INVESTIGATIONS 

Multi- Jurisdiction  International  Investigation:   FinCEN 
support  was  provided  for  an  investigation  conducted  by  the 
Dutch  National  Police,  the  Attorney  General  of  the 
Netherlands  Antilles,  U.S.  Customs  Service,  Internal 
Revenue  Service,  Federal  Bureau  of  Investigation,  and  the 
Drug  Enforcement  Administration  involving  44  Italian  Mafia 
figures  who  had  a  strong  foothold  in  businesses  in  the 
Netherlands  Antilles.   FinCEN' s  intelligence  support  for 
the  investigation  included  identifying  a  number  of 
locations  in  Florida  and  New  York  where  documents 
pertaining  to  the  criminal  enterprise  were  thought  to  be 
stored.   This  support  contributed  to  the  arrest  of  two 
subjects  in  the  Netherlands  Antilles  and  the  execution  of  a 
search  warrant  in  Florida. 

Organized  Crime:   FinCEN  assistance  was  provided  to  the 
Federal  Bureau  of  Investigation  (FBI)  in  a  major  money 
laundering  investigation  of  a  Northeast  organized  crime 
family.   The  research  revealed  information  identifying  4  9 
individuals  and  15  businesses  not  previously  known  to  the 
FBI.   Research  additionally  identified  30  real-estate 
properties  with  an  assessed  combined  value  of  $2.4  million, 
and  CTRs  totaling  over  $1,000,000.00. 

World  Trade  Center  Bombing:   FinCEN  conducted  background 
research  on  the  terrorist  bombing  of  the  World  Trade  Center 
Towers  at  the  request  of  the  FBI.   This  research  revealed 
Bank  Secrecy  Act  information  on  one  of  the  suspected 
terrorists.   FinCEN' s  research  also  produced  evidence  of 
money  laundering  activity  by  the  subjects. 

On-site  Field  Support:    A  FinCEN  analyst  was  detailed  to 
Las  Vegas,  Nevada,  on  a  six  month  assignment  to  support  a 
U.S.  Customs  Service  non-drug  money  laundering 
investigation  involving  Japanese  Organized  Crime.   The 
FinCEN  analyst  provided  complex  analytical  support  in  the 
identification  and  locating  of  assets  subject  to 
forfeiture.   As  a  result,  assets  valued  at  $100  million 
have  been  seized  in  this  investigation. 

Medicare  Fraud:   In  response  to  requests  for  assistance 
from  the  FBI,  FinCEN  provided  support  for  three  Medicare 
fraud  investigations.   In  one  case,  identification  was  made 
of  over  20  corporations,  controlled  or  owned  by  the  three 
subjects  of  the  case,  in  five  states,  and  over 
$3  million  in  property  owned  by  the  subjects.   FinCEN' s 
research  indicated  that  the  subjects  hired  unlicensed 
doctors,  who  also  may  have  been  involved  in  the  alleged 
illegal  activity. 
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APPIWDIX  III 

KXAMPLIS  or  rinClW  STRATEGIC  WORK  PRODDCTS 

Wlr«  Traj«fT  Syafma 

The  report,  Key  Electronic  Funds  Systems:    Fedwire,    CHIPS,    SWIFT, 
was  the  first  of  a  FinCEN  Reference  Series  published  on  wire 
transfer  systems.   These  systems  are  an  important  means  of  moving 
money  both  for  legitimate  business  and  money  laundering.   FinCEN 
is  publishing  this  series  to  provide  the  law  enforcement  com- 
munity with  useful  Icnowledge  on  the  workings  of  these  systems. 
This  study  describes  the  operations  and  message  formats  of  the 
major  wire  transfer  systems  and  provides  guidelines  for  obtaining 
and  analyzing  bank  records  on  wire  transfers. 

A  second  FinCEN  report  in  a  FinCEN  Reference  Series  on  wire 
transfer  issues  related  to  money  laundering  was  published 
entitled,  Investigative  Guidelines   to  Wire   Transfers.      This 
report  provides:  (1)  a  preliminary  investigative  guideline  to 
wire  transfer  activity,  and  (2)  basic  guidance  to  agents  and 
analysts  on  obtaining,  interpreting  and  analyzing  suspect  wire 
transfer  records.   The  report  also  highlights  commonly  observed 
types  of  money  laundering  schemes  involving  wire  transfers  and 
addresses  the  growing  problem  of  unlicensed  money  transmitter 
businesses . 
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Xaian  Org^ltad  Criaa 

As  part  of  FinCEN's  ongoing  Asian  Organized  Crime  (AOC)  Money 
Laundering  Project,  a  mini-conference  was  held  in  Scottsdale, 
Arizona,  in  June  1993.   Attendees  included  law  enforcement 
personnel  from  the  U.S.,  Hong  Kong,  and  Canada;  Assistant  U.S. 
Attorneys;  and  banking  officials  from  the  U.S.  and  Canada.   In 
September  1993,  representatives  from  FinCEN  visited  Hong  Kong  and 
Macao  for  interviews  with  law  enforcement  personnel,  casino 
officials,  and  other  government  officials.   The  resulting  report 
on  the  current  state  of  AOC  money  laundering  is  soon  to  be 
published. 

W«t  XfrlcAP  Pro-<«ct 

Research  assistance  was  coordinated  and  provided  for  a  West 
African  money  laundering  investigation  in  response  to  a  request 
from  the  U.S.  Customs  Service.   FinCEN  presented  research  on  the 
Celestial  Church  of  Christ  at  the  U.S.  Secret  Service  West 
African  Conference  (February  1993) ,  the  MAGLOCLEN  Heroin 
Information  Sharing  Conference  (April  1993),  The  National  Drug 
Intelligence  Center  West  African  Conference  (June  1993),  Joint 
West  Africa.".  Tas)c  Force  in  Atlanta,  Georgia  (November  1993),  and 
West  African  Fraud  Symposium  and  Training  Seminar  (November 
1993) . 
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Requested  by  the  State  of  Tennessee,  Department  of  Financial 
Institutions,  this  FinCEN  study  focused  on  the  vulnerability  of 
the  check  cashing  and  pawn  shop  industry  in  Tennessee  to  money 
laundering.   The  study  was  requested  to  assist  in  organizing  a 
legislative  committee  to  review  all  aspects  of  financial 
institution  regulation.   Research  was  completed  and  the  report 
issued  in  June  1993. 

Pra^mct   Qold 

At  the  request  of  the  U.S.  Customs  Service,  FinCEN  conducted 
research  and  issued  a  report  in  March  1993  on  gold  imports  to  the 
U.S.  from  five  South  American  countries.   FinCEN  conducted 
research  on  the  workings  of  the  gold  market  and  associations,  as 
well  as  on  aome  previous  gold-related  money  laundering  cases. 
Statistics  on  gold  production  and  exports  from  the  five  countries 
were  analysed  and  compared  with  U.S.  import  figures  for  gold  from 
these  countriet. 
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tUK^tfra  fcfttl  eoufttrv  »rofila« 

In  July  1993,  six  country  ttudict  tchedultd  for  ineluilon  in 
FinCEN't  Monty  Laundering  Gtftft  wert  oompltttd  *nd  *re 
•chtdultd  for  publication  ihortly.  rourtttn  profile!  were 
completed  on  verioue  oountriei  including  leliie,  Ouatemale, 
Mexico*  Peneme,  Spain,  end  Thailand. 

eusii«>fetfti>« 

FinCEN'a  "»QJ^Ti:  publication  ii  iaaued  quarterly  to  law 
enforcement  and  policy  makera  and  oontaina  artielca  and  itatii- 
ticai  aummariea  on  money  laundering  and  financial  crime.  Recent 
iaauei  have  included  articlei  on  check  caahera,  credit  card 
fraud,  money  laundering  by  the  Call  Cartel,  iniuranee  fraud, 
Ruaaian  organiied  crime,  Mexican  bank  drafta,  illegal  currency 
flowa,  apecial  enforcement  operationa,  and  money  laundering  by 
remittance  corporationa.  u»pati  ii  diaaeminated  to  ever  2,200 
recipienta  including  Departmenta  of  the  Treaiury  and  Justice  law 
enforcement  offices  located  throughout  the  United  Itates.  The 
overall  goal  of  u»pate  ii  to  keep  the  law  enforcement  community 
apprised  of  important  issues  and  emerging  trends  and  schemes 
within  the  area  of  financial  crime. 

rinCSN'a  TRtNoa  publication  is  disseminated  to  the  bankint  and 
regulatory  communities.  Current  distribution  is  ever  H,000. 
The  goal  of  TRtNPa  ii  to  improve  the  utility,  application  and 
legislative  intent  of  the  Bank  Becrecy  Act  by  providing  timely 
intellicence  on  financial  crime  and  Title  31  compliance,  ti   1913 
issues  included  articles  en  money  laundering  via  wire  transfers 
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and  money  orders,  recently  enacted  Annunzio-Wylie  legislation, 
suspicious  transaction  reporting  by  banks,  answers  to  commonly 
asked  questions  on  Bank  Secrecy  Act  compliance,  and  various 
federal  anti-money  laundering  initiatives. 

Additionally,  FinCEN's  Publications  Staff  creates  and 
disseminates  intelligence  reports.   A  recent  example  is  the 
Annual   Report   of  the  Financial    Crimes  Enforcement   Network, 
This  report  provides  a  comprehensive  overview  of  FinCEN's 
accomplishments  and  role  in  the  detection  and  prevention  of 
financial  crime. 

ConfTTic«i 

FinCEN  initiated,  through  the  International  Criminal  Police 
Organization  (INTERPOL),  an  Ad  Hoc  Working  Group  on  the  Analysis 
of  Financial  Records.   The  pilot  meeting  of  this  working  group 
occurred  in  August  1992  with  more  than  20  countries  represented. 
The  1993  annual  meeting  of  the  working  group  concentrated  on 
computer  systems  for  managing  and  analyzing  financial  records. 
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Projact  Waw  JT««y 

In  May  1993,  New  Jersey  State  law  enforcement  officials  reqpaested 
that  FinCEN  conduct  a  study  of  the  money  laundering  threat  in 
New  Jersey.   The  request  was  made  to  support  the  introduction  by 
the  New  Jersey  Attorney  General  of  state  anti-money  laundering 
legislation  in  the  1994  session  of  the  New  Jersey  Legislature. 
FinCEN  research  included  interviews  with  Federal  law  enforcement 
officials  involved  in  money  laundering  investigations  in 
New  Jersey.   FinCEN  also  conducted  extensive  in-house  statistical 
research  and  analysis  of  the  Bank  Secrecy  Act  Financial  Data  Base 
and  Federal  Reserve  Cash  Flow  Data.   FinCEN' s  research  findings 
supported  the  need  for  state  legislation.   To  present  these 
findings,  FinCEN  provided  testimony  in  December  1993  before 
the  New  Jersey  Legislative  Commission  of  Investigation  in  support 
of  the  proposed  New  Jersey  anti-money  laundering  legislation. 
Issuance  of  FinCEN' s  report  on  New  Jersey  is  expected  in 
February  1994. 

Narcotic!  Relaf  d  Money  Laundering  Projact 

FinCEN' s  Narcotics  Related  Money  Laundering  Assessment  (NRMLA) 
Project  was  initiated  early  in  FY  1994.   Research  is  underway  to 
gather  information  which  will  be  used  to  compare  and  contrast 
narcotics  related  money  laundering  in  the  U.S.  on  a  regional 
basis  as  it  relates  to  methods,  magnitude,  and  the  level  of 
involvement  of  various  known  narcotics  trafficking  groups.   This 
FinCEN  study  will  identify  certain  geographic  locations  requiring 
increased  attention  from  law  enforcement  and  legislators. 


39 


BIOGRAPHY 
CHARLES  E.  BRISBIN 


Charles  E.  Brisbin  was  appointed  as  Acting  Director  of  the  Executive  Office  for  Asset 
Forfeiture  (EOAF)  in  December  1993. 

Beginning  his  Federal  law  enforcement  career  in  1967  with  the  Naval  Investigative 
Service  in  San  Francisco,  Mr.  Brisbin  became  a  Customs  special  agent  in  1971.    By 
1978,  he  was  transferred  to  Norfolk,  Virginia,  as  Special  Agent-in-Charge.    In  1986,  he 
was  selected  as  Deputy  Assistant  Commissioner  for  Enforcement  at  Customs 
Headquarters.    Since  1987,  he  has  served  in  Treasury's  Departmental  Offices  as  Director, 
Office  of  Law  Enforcement.    In  that  capacity  he  has  worked  with  the  Assistant  Secretary 
for  Enforcement  in  both  program  management  and  policy  development  involving 
Treasury's  law  enforcement  bureaus  and  offices. 
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BIOGRAPHY 
DAVID  1  RTVAIT 


David  Rivait  jointed  the  Executive  Office  for  Asset  Forfeiture  in  April  1993  as  Associate 
Director  for  Management.    In  this  capacity,  he  is  responsible  for  the  budget  formulation 
activities  of  the  Treasury  Forfeiture  Fund. 

Rivait  was  appointed  to  the  civil  service  in  July  1984  as  a  Presidential  Management  Intern 
in  the  Office  of  the  Assistant  Secretary  for  Management  at  the  Department  of  the 
Treasury.    He  served  as  an  Operations  Research  Analyst  for  the  General  Services 
Administration  from  1985  to  1987,  before  moving  to  the  Office  of  Management  and 
Budget  (0MB)  as  an  Economist.    At  0MB,  his  responsibilities  included  work  on  the 
National  Drug  Control  Budget,  and  staff  analysis  associated  with  the  Anti-Drug  Abuse 
Act  of  1988. 

In  1989,  he  joined  the  staff  of  the  Office  of  National  Drug  Control  Policy  (ONDCP)  as  a 
senior  budget  analyst  for  drug  law  enforcement  programs,  and  in  1992  became  ONDCP's 
Budget  Director. 

Rivait  received  a  Master  of  Public  Policy  degree  from  the  University  of  Michigan  in  1984 
and  a  B.A.  in  Economics  from  North  Central  College  in  Naperville,  Illinois  in  1982. 
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BIOGRAPHICAL  SKETCH 
Dr.  Edwin  A.  Verburg 


Dr.  Edwin  A,  Verburg  has  served  as  the  Director  of  the  Financial  Services  Directorate 
and  Deputy  Chief  Financial  Officer  at  the  Department  of  the  Treasury  since  July  of 
1991.   From  August  of  1988  to  the  most  recent  assignment,  he  was  the  Director, 
Financial  Services  Directorate.  He  joined  the  Department  as  Director  of  the  Office  of 
Finance  in  March  of  1987.  From  October  1977  to  March  1987,  Dr.  Verburg  worked  at 
the  Department  of  the  Interior,  U.S.  Fish  and  Wildlife  Service.   In  1977,  his  first  position 
with  the  U.S.  Fish  and  Wildlife  Service  was  as  a  senior  program  analyst  in  the  Division 
of  Program  Plans.   He  became  the  Chief  of  that  Division  in  November  1980.   From  May 
1982  to  March  1987,  he  served  as  the  Assistant  Director  for  Planning  and  Budget  (May 
1982  to  May  1986)  and  the  Deputy  Director  for  Policy,  Budget,  and  Administration 
(June  1986  to  March  1987). 

Prior  to  joining  the  U.S.  Fish  and  Wildlife  Service,  Dr.  Verburg  worked  for  three  local 
governments  in  the  State  of  California,  the  Corps  of  Engineers,  and  the  Metropolitan 
Washington  Council  of  Governments.  At  the  Council,  he  served  as  Project  Manager  for 
their  Fiscal  Analysis  program.   His  work  focused  on  fiscal  and  policy  analysis  and  budget 
development. 

During  his  career.  Dr.  Verburg  received  two  awards  for  special  achievements:    1)  the 
California  Chapter  of  the  American  Institute  of  Planner's  Merit  Award  (1972);  2)  a  First 
Award  for  the  National  Capital  Area  Chapter  of  the  American  Plarming  Association 
(1980);  3)  the  Secretary  of  Treasury's  Certificate  of  Appreciation  (1991);  and  4)  the 
Presidential  Rank  Award  for  Meritorious  Service  (1991).   He  has  written  many  articles, 
reports,  and  studies  that  have  been  published  on  financial  management,  budgetary  issues, 
and  natural  resources. 

Dr.  Verburg  was  raised  in  Palos  Verdes,  California,  where  he  attended  Palos  Verdes 
High  School  and  subsequently,  California  Polytechnic  University  (B.S.,  1968),  and  the 
University  of  California  at  Berkeley  (M.C.P.  1970).   He  completed  further  graduate  work 
at  the  George  Washington  University  (Dr.  P.A.,  1975). 

Dr.  Verburg  resides  in  Arlington,  Virginia,  with  his  wife  Joyce.  They  have  two  children. 
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BIOGRAPHY 
MARY  BETH  SHAW 


Mary  Beth  Shaw  is  the  Director  of  the  Financial  Management  Division  for  D^>artmental 
Offices.   She  has  been  with  the  Treasury  Dq>artinent  for  twenty  five  years  —  ten  years  with 
Dq)artmental  Offices  and  fifteen  years  with  the  Internal  Revenue  Service. 

Ms.  Shaw  graduated  ftx)m  Wheeling  Jesuit  College  with  a  B.A.  in  English,  and  pursued 
graduate  work  in  Public  AdministiatioQ  and  American  Government  at  the  Universities  of 
Virginia  and  Maryland. 

Ms.  Shaw's  experioice  reflects  a  wide  range  of  reqxmsibilities  in  staff,  management,  and 
supervisory  positions.   Her  eicpatisc  includes  strategic  planning,  financial  management,  equal 
opportunity  program  administration,  and  data  processing  acquisition.   During  the  last  several 
years,  her  emphasis  has  been  on  implementing  integrated,  automated  financial  systems, 
management  and  internal  control  improvements,  prqnration  of  audited  financial  statements, 
and  implementation  of  the  Chief  Financial  Officers  Act  in  Departmental  Offices.   She  has 
written  testimony  on  financial  management  and  on  administrative  tax  simplification  for 
presentation  to  the  Appropriations  and  Ways  and  Means  Committees. 

Ms.  Shaw  was  bom  in  Houston,  Texas,  and  currently  lives  in  Arlington,  Virginia.   She  is 
active  in  volunteer  programs  for  the  elderly,  and  with  the  Hospices  of  Prince  George's 
County,  Northern  Virginia  and  the  Washington  Home. 
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Mr.  HOYER.  Thank  you,  Mr.  McGruder,  we  welcome  your  state- 
ment and  thank  you  for  being  here  with  us. 
Mr.  McGruder.  Thank  you,  Mr.  Chairman. 

FinCEN's  Opening  Statement 

Mr.  Chairman  and  Members  of  the  subcommittee,  I  am  JuUus 
McGruder,  Acting  Director  of  FinCEN.  I  am  pleased  to  be  here 
today  to  discuss  FinCEN's  proposed  fiscal  year  1995  budget  and 
programs.  I  think  I  might  bring  a  useful  perspective  to  that  task. 

I  am  the  Special  Agent-in-Charge,  United  States  Customs  Serv- 
ice, Chicago,  and  I  have  been  on  detail  as  FinCEN's  Acting  Direc- 
tor, having  replaced  Brian  Bruh  who  retired  late  last  year.  So  I 
have  been  engaged  in  the  task  of  examining  and  trying  to  under- 
stand programs  as  I  know  you  are  today. 

I  believe  you  will  find  the  themes  running  throughout  our  budget 
and  strategic  planning  include  consolidation  of  what  we  have 
learned  to  do  in  the  past  three  and  one-half  years,  and  reflect  a 
tough-minded  evaluation  of  what  we  have  accomplished,  so  that  we 
can  work  smarter  and  tougher  with  our  limited  resources. 

BUDGET  REQUEST 

As  the  Deputy  Assistant  Secretary  mentioned,  FinCEN  is  re- 
questing authority  to  obligate  a  total  of  $19,631,000  and  expend 
145  full-time  equivalent  (FTE)  positions  during  fiscal  year  1995. 
This  means  that  we  propose  to  operate  at  a  resource  level  that  is 
$1.6  million  and  two  FTEs  lower  than  our  operating  level  for  fiscal 
year  1994. 

The  decrease  results  from  the  expiration  of  $2.8  million  in  ap- 
proved carryover  funding  appropriated  in  fiscal  year  1993  and  used 
in  fiscal  year  1994  to  fund  systems  operations  and  rent  costs.  With 
those  funds  now  exhausted,  the  fisc2il  year  1995  proposal  includes 
a  modest  restorative  increase  in  budget  authority  to  take  care  of 
unavoidable  recurring  costs,  primarily  rent. 

Given  the  fact  that  we  plan  to  operate  with  less  money  and  fewer 
FTEs  than  we  did  last  year,  I  would  like  to  share  with  you  some 
of  my  observations  and  plans  for  the  consolidation  of  FinCEN's  op- 
erations. 

MISSION 

First,  FinCEN  is  truly  a  unique  organization.  It  was  created  in 
1990  to  serve  as  the  U.S.  Government's  central  source  for  system- 
atic analysis  of  financial  and  other  information.  It  does  this  to  as- 
sist in  the  investigation  and  prosecution  of  money  laundering  and 
other  financial  crimes. 

We  want  to  improve  the  use  of  such  information  by  law  enforce- 
ment, both  to  make  cases  and  to  aid  in  the  formulation  of  policy 
to  combat  such  crimes.  FinCEN  is  a  professionally  diverse  teaming 
of  agents,  intelligence  analysts,  and  computer  scientists,  and  its 
people  are  extremely  committed  to  realizing  the  organization's  po- 
tential. 

Because  of  its  small  size  and  its  committed,  diverse  work  force, 
FinCEN  is  a  very  flexible  organization,  more  like  a  small  high  tech 
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company  than  a  traditional  law  enforcement  agency.  All  of  these 
attributes  are  essential  to  FinCEN, 

Second,  FinCEN  has  made  remarkable  progress  in  a  very  short 
time  in  accomplishing  its  difficult  mission.  It  has  become  a  fully 
functioning,  recognized  contributor  to  law  enforcement  efforts  in 
the  local.  State,  national,  and  international  arenas. 

It  has  signed  formal  information  sharing  agreements  with  all  50 
States  and  the  District  of  Columbia  and  most  of  the  major  Federal 
law  enforcement  agencies  and  is  recognized  throughout  the  inter- 
national community  as  a  leader  in  the  fight  against  money  laun- 
dering. 

CASE  SUPPORT 

In  FY  1993,  FinCEN  provided  technical  support  to  more  than 
150  separate  agencies  in  over  5,200  investigations,  and  FinCEN 
worked  on  nearly  100  projects  of  strategic  value  to  the  law  enforce- 
ment community.  These  projects  included  most  importantly  several 
State  threat  assessments  prepared  free  at  the  request  of  State  leg- 
islatures in  support  of  efforts  to  enact  anti-money  laundering  legis- 
lation, a  typology  paper  on  the  use  of  shell  companies  in  inter- 
national money  laundering  schemes  for  the  Gr-7  Financial  Action 
Task  Force,  and  a  long-term  comprehensive  analysis  of  Russian  or- 
ganized crime. 

I  believe  FinCEN  must  continue  to  focus  on  its  role  as  a  point 
of  contact  for  our  customers  to  foster  inter  agency  cooperation  and 
coordination  and  to  provide  timely  responses  to  requests  from  par- 
ticipating agencies  for  assistance. 

On  the  other  hand,  it  is  also  clear  to  me  that  given  its  limited 
resources,  FinCEN  cannot  be  everything  to  everybody.  That  is,  it 
can't  do  all  the  things  it  might  do. 

FinCEN  allocated  approximately  80  percent  of  its  resources  in 
support  of  narcotics  investigations,  often  in  support  of  Organized 
Crime,  Drug  Enforcement  Task  Forces  (OCDETFs).  We  should  con- 
tinue to  allocate  investigative  resources  this  way,  although  we  may 
be  forced  to  turn  away  requests  for  assistance  because  of  our  lim- 
ited resources  and  other  order  of  priorities. 

In  the  strategic  arena,  FinCEN  will  continue  to  refine  its  strate- 
gic products  to  insure  that  they  increase  awareness  of  the  emerging 
trends  and  patterns  in  money  laundering  and  other  criminal  finan- 
cial activity,  frame  issues  in  ways  that  assist  in  resource  allocation 
decisions,  and  expand  dialogue  among  all  entities,  public  and  pri- 
vate, that  have  a  stake  in  combatting  financial  crime.  I  believe  our 
Russian  organized  crime  initiative  will  be  most  effective  in  this  re- 
gard. 

SUPPORT  OF  STATES 

I  also  believe  that  one  area  where  FinCEN  is  ready  to  contribute 
the  most  to  the  law  enforcement  community  is  in  the  support  of 
State  and  local  enforcement  agencies.  FinCEN  is  already  at  the 
forefront  in  assisting  State  and  local  law  enforcement  agencies  in 
conducting  financial  investigations  by  offering  them  access  to  infor- 
mation that  has  not  been  readily  available  to  them  before.  At  the 
same  time,  because  of  FinCEN's  support  to  the  States,  Federal  law 
enforcement  agencies  have  access  to  more  State  investigative  data 


65 

than  they  have  ever  had  before.  FinCEN's  Gateway  initiative  will 
continue  that  emphasis. 

STATUS  OF  COMPUTER  TECHNOLOGY 

I  would  like  to  close  with  a  few  words  on  the  status  and  direction 
of  FinCEN's  computer  technology  program.  I  have  learned  a  lot  in 
my  short  time  at  FinCEN  about  the  promise  and  the  problems  as- 
sociated with  the  development  of  computer  technology.  FinCEN  has 
come  a  long  way  in  a  short  time  with  a  small  staff. 

This  past  year,  as  a  result  of  its  now  operational  artificial  intel- 
ligence system,  FinCEN  is  able  to  review  each  and  every  Bank  Se- 
crecy Act  filing.  Nevertheless,  crucial  work  remains  to  be  done.  I 
have  identified  as  the  most  importsint  priority  the  completion  of 
FinCEN's  database,  that  is,  the  electronic  link  analysis  capability 
that  will  allow  analysts  electronically  to  combine  and  compare  in- 
formation from  various  sources  and  as  a  result  to  detect  previously 
unknown  patterns  or  locations  of  activity  warranting  active  inves- 
tigation. 

Ultimately,  this  capability  is  at  the  core  of  FinCEN's  mission  and 
I  believe  there  is  no  more  important  priority.  I  have  tried  to  give 
you  an  overview  of  where  we  are  and  where  we  are  going.  We  are 
gratified  by  Assistant  Secretary  Noble's  confidence  in  us  and  I 
think  you  will  conclude  that  FinCEN  is  in  a  good  position  to  play 
an  important  role  in  helping  the  Nation  meet  the  law  enforcement 
challenges  of  these  difficult  times. 

I  will  be  happy  to  answer  any  questions  you  may  have. 

Mr.  HOYER.  Thank  you,  Mr.  McGruder,  very  much. 

CARRY  OVER  FUNDS 

We  appreciate  yours  and  Ms.  Hochberg's  statement.  You  have  a 
1994  funding  request  $1.6  million  actually  higher  than  1993  with 
a  $2.8  million  carry-over? 

Mr.  McGruder.  That  is  correct. 

Mr.  HOYER.  Are  you  saying  that  you  actually  had  $21  million  last 
year? 

Mr.  McGruder.  Last  year  we  had  $21  million.  That  included  the 
$2.8  million  funds  that  we  were  allowed  to  carry  over  from  FY 
1993. 

STAFF  reduction 

Mr.  HOYER.  And  you  are  reducing  two  FTEs? 

Mr.  McGruder.  That  is  correct,  Mr.  Chairman. 

Mr.  HOYER.  How  many  people  do  you  have  on  board  now? 

Mr.  McGruder.  We  have  147  permanent  employees,  and  we 
have  39  employees  detailed  from  other  agencies  for  a  total  of  186. 
We  have  14  detailees  from  different  agencies  at  FinCEN. 

Mr.  HoYER.  You  have  39  detailees? 

Mr.  McGruder.  That  is  correct. 

Mr.  Hoyer.  And  are  you  planning  on  keeping  that  same  level 
next  year? 

Mr.  McGruder.  We  hope  to  get  back  up  to  50,  Mr.  Chairman. 
We  hope  to  increase  the  detailees  to  50. 

Mr.  HOYER  50  detailees? 
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Mr.  McGruder,  Yes,  sir.  At  the  present  time  we  only  have  39 
because  agencies  haven't  completely  filled  detailee  positions. 

Mr.  HOYER.  We  are  reducing  252,000  employees.  We  are  having 
trouble  finding  where  they  are.  It  is  a  serious  matter  to  me  because 
a  lot  of  those  people  live  in  my  district. 

I  think  all  the  Members  of  Congress  are  confused  by  lists  like 
this:  152  employees  as  of  1993,  147  as  of  1994,  and  145  in  your 
statement;  you  are  reducing  two.  In  fact,  of  course,  you  are  going 
up  nine. 

Now,  the  problem  with  that,  nowhere  in  your  statement  do  you 
mention  the  detailees.  I  am  sure  it  is  in  the  specifics,  but  in  fact, 
FinCEN  is  going  from  186  to  195;  am  I  correct? 

Mr.  McGruder.  No,  not  quite,  Mr.  Chairman.  FinCEN  has  a 
total  on  board  of  197  employees. 

Mr.  HOYER.  I  am  sorry.  I  didn't  follow  you.  What  is  the  197? 

Mr.  McGruder.  The  total  number  of  197  includes  both  the  per- 
manent FinCEN  employees  and  the  detailees. 

Mr.  HOYER.  How  do  you  get  to  that?  How  many  permanents  do 
you  have?  You  had  147  last  year.  I  have  just  been  through  a 
wrenching  experience  determining  the  meaning  of  the  252,000  re- 
duction. That  becomes  very  important  because  my  friends  on  the 
Republican  side  are  very  concerned  about  the  25  percent  from 
White  House  staff. 

DETAILEES 

Mr.  McGruder.  Maybe  I  can  explain  it  a  little  bit  better  for  you, 
Mr.  Chairman.  The  permanent  employees  are  the  ones  that  are 
counted  against  FinCEN.  Detailees  are  counted  against  another 
agency. 

Mr.  Hover.  Stop  there.  That  is  147? 

Mr.  McGruder.  That  is  correct. 

Mr.  Hover.  That  is  what  I  have  listed  for  1994? 

Mr.  McGruder.  Right. 

Mr.  Hover.  That  is  presumably  what  you  are  reducing  to  145. 
In  your  statement  you  say  you  are  reducing  by  two. 

Mr.  McGruder.  Yes,  sir,  by  two  FTEs. 

Mr.  Hover.  With  all  due  respect,  that  is  not  correct.  That  does 
not  give  me  or  this  committee  the  picture  of  what  you  are  doing. 
Let's  go  through  what  you  are  doing.  You  are  starting  at  147.  You 
had  39  detailees.  That  is  186  people;  am  I  correct  on  that?  Where 
do  we  get  197? 

Mr.  McGruder.  That  is  the  total  number  of  50  detailees  that 
FinCEN  had  contracted  for  which  we  are  in  addition  to  147 
permanet  employees. 

Mr.  Hover.  More  than  39? 

Mr.  McGruder.  We  only  have  39  presently,  but  it  was  more 
than  39  that  were  contracted  for. 

Mr.  Hover.  You  contracted  for  50  last  time  and  you  are  con- 
tracted for  50  this  time? 

Mr.  McGruder.  Correct. 

Mr.  Hover.  So  that  has  not  changed? 

Mr.  McGruder.  That  has  not  changed. 

Mr.  Hover.  All  right.  I  would  like  you  to  provide  for  this  commit- 
tee a  list  of  contract  agencies,  how  many  employees  you  get  from 
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each  contract  agency  and  a  couple  of  words  as  to  what  they  are 
doing,  what  slot  they  are  in. 

Now,  do  you  expect  to  fill  those  50  detailees? 

Mr.  McGruder.  We  hope  to  fill  them. 

Mr.  HOYER.  Would  it  be  fair  to  say  then  you  are  going  to  go  from 
186  people  currently  on  board,  and  let  me  ask  you  something,  do 
you  have  all  147  of  those  FTE  slots  filled  at  FinCEN? 

Mr.  London.  Yes,  sir,  we  are  authorized  147.  We  are  right  at 
147. 

Mr.  HOYER.  And  you  have  the  39  detailees? 

Mr.  London.  Yes,  sir. 

[The  information  follows:] 
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DETAILEES 

Question:   Provide  a  list  of  agencies  who  have  detailees  at 
FinCEN,  and  the  number  of  detailees  from  each  of  these  agencies, 

Answer:   As  of  March  1,  1994,  the  following  agencies  have 
detailees  at  FinCEN: 

AGENCY  NUMBER  OF 

DETAILEES 

U.  S.  Customs  Service  20 

Internal  Revenue  Service  05 

Drug  Enforcement  Administration  03 

Federal  Bureau  of  Investigation  03 

Defense  Criminal  Investigative  Service  01 

Alcohol  Tobacco  and  Firearms  01 

U.S.  Marshals  Service  01 

U.S.  Secret  Service  01 

U.S.  District  Court  01 

Resolution  Trust  Corporation  01 

U.S.  Postal  Service  02 

Department  of  Treasury  (Departmental  Office)  02 

Federal  Reserve  Board  01 

TOTAL  42 
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Question:   What  "slots"  do  detailees  occupy  at  FinCEN 
they  doing  at  FinCEN) . 

Answer:   As  of  March  1,  1994,  the  following  detailees 
following  "slots"  at  FinCEN: 


Agency 
Customs 


IRS 


Secret  Service 

ATF 

DCIS 

FBI 

U.S. M.S. 
DEA 

Postal  Service 

FRB 
Treasury 

OSDC 
RTC 


Position 

Special  Agent 
Special  Assistant 
Assistant  Director 
Division  Chief 
Branch  Chief 
Customs  Liaison 
Assistant  Director 
Special  Assistant 
Special  Agent 
Special  Agent 
Special  Agent 
Special  Agent 
Branch  Chief 
Analyst 
Special  Agent 
Division  Chief 
Analyst 

Division  Chief 
Special  Agent 
Analyst 
Legal  Counsel 
Analyst 
Analyst 


I   at  Fii 

nCEN 

(what  are 

J  detai 

lees 

occupy  the 

Number 

of 

Detailees 

Grade 

12 

13 

01 

14 

02 

15 

01 

15 

03 

14 

01 

15 

01 

15 

01 

15 

03 

13 

02 

13 

01 

14 

01 

13 

01 

14 

02 

09 

01 

14 

01 

15 

02 

7-9 

01 

15 

01 

14 

01 

15 

02 

15-13 

01 

13 

01 

08 

70 

Mr.  HOYER.  Now,  will  you  be  in  the  balance  of  1994  trying  to  fill 
up  the  balance  of  the  detailees  of  11? 

Ms.  HOCHBERG.  We  will  be.  You  should  know  that  those  detailees 
are  counted  in  the  FTE  limits  of  the  bureaus  from  which  they 
come.  So  it  is  not  double  counting.  They  are  not  extra  FTEs.  They 
are  allocated  as  part  of  Customs  or  ATF,  FBI,  DEA,  Secret  Service 
and  they  are  counted  in  their  FTE  totals. 

Mr.  HOYER.  It  becomes  very  critical,  however,  when  you  tell  an 
agency  to  reduce  5  percent  of  its  people.  If  we  told  you  to  reduce 
5  percent  of  your  people  at  FinCEN,  what  would  you  reduce  from? 

Ms.  HoCHBERG.  We  would  have  to  look  at  the  total  operations 
and  cut  wherever  we  could. 

Mr.  HoYER.  I  don't  mean  specifically.  Would  it  be  5  percent  of 
197  or  5  percent  of  147? 

Ms.  HoCHBERG.  5  percent  of  147. 

Mr.  HoYER.  Of  course.  That  is  a  smaller  number.  But  then  I  ask 
if — by  what  do  you  reduce  from,  what  is  your  5  percent  from. 

Ms.  HOCHBERG.  They  should  be  counting  those  people  that  are  on 
detail  at  FinCEN. 

Mr.  HOYER.  Then  if  they  reduce  and  said  we  need  our  two  back, 
then  we  shift  over  to  you  and  you  have  got  a  problem.  My  point 
is  that  it  is  very  hard  to  track  Federal  employees.  So  you  expect 
to  be  at  197  by  the  end  of  this  fiscal  year? 

Mr.  McGruder.  Hopefully. 

Mr.  HOYER.  That  is  the  11 — actually  you  expect  to  be,  do  I  under- 
stand, at  195  for  the  next  fiscal  year? 

Mr.  McGruder.  Yes,  sir,  at  195  for  FY  1995. 

Ms.  HOCHBERG.  That  includes  50  detailees.  The  whole  concept  of 
FinCEN  is  to  be  a  cooperative  effort  among  all  law  enforcement. 
That  is  why  the  detailees  are  more  than  just  additions  to  the  per- 
son count.  They  really  bring  all  the  agencies  together  and  there  is 
a  real  symbiotic  effect  of  getting  law  enforcement  agencies  together 
to  work  on  intelligence  that  is  probably  larger  than  the  sum  of  the 
collective  detailees  that  come  to  FinCEN. 

Mr.  HoYER.  I  am  not  critical  of  that.  I  am  critical  of  the  way  it 
was  reported.  You  really  need  to  let  people  know  what  resources 
you  have  and  you  had  frankly,  30  or  25  percent  more  then  you  re- 
ported. 

RENT  COSTS 

Mr.  LiGHTFOOT.  I  have  got  a  lot  of  questions,  but  let  me — one 
more  question  on  your  statement.  You  indicated  that  part  of  your 
increase  was  as  it  relates  to  rent.  You  may  not  have  that,  but  does 
somebody  who  is  here  with  you  have  the  rent  figure? 

The  reason  I  ask  this  is  because  the  administration  has  been  re- 
ducing rents  to  reflect  fair  market  value  and  in  some  agencies,  they 
are  experiencing  a  decrease. 

Mr.  McGruder.  The  increase  in  rent  is  the  result  of  our  move 
to  the  new  location.  The  old  location  was  not  adequate  for  FinCEN. 
First  of  all,  it  did  not  meet  certain  health  and  safety  codes  and  it 
had  a  lot  of  other  problems  with  wiring. 

NEW  BUILDING  SPACE 

Mr.  HoYER.  Where  were  you  located? 
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Mr.  McGruder.  We  were  located  in  Arlington. 

Mr.  HOYER.  And  where  did  you  move  to? 

Mr.  McGruder.  We  moved  to  Vienna. 

Mr.  HOYER.  How  many  square  feet  did  you  have  at  Arlington? 

Mr.  London.  We  had  approximately  32,000  square  feet. 

Mr.  HOYER.  How  many  square  feet  do  you  have  now? 

Mr.  McGruder.  We  had  approximately  67,000  square  feet. 

Mr.  HoYER.  No  additional  people? 

Mr.  McGruder.  No  additional  people. 

Mr.  Hoyer.  And  two-and-a-half  times  the  square  footage.  Why 
did  we  need  that  much  square  footage? 

Mr.  McGruder.  We  were  cramped  in  the  quarters  we  were  in, 
and  the  high  level  electronics  that  we  are  using.  We  spent  a  year 
trying  to  upgrade,  but  it  was  impossible  to  do  so  in  the  old  build- 
ing. 

Mr.  HoYER.  When  did  you  move? 

Mr.  McGruder.  August  of  1994. 

Ms.  HOCHBERG.  1993. 

Mr.  McGruder.  1993.  I  am  sorry,  Mr.  Chairman,  if  we  moved  in 
1994,  it  would  be  like  the  movie  "Back  to  the  Future." 

Mr.  LiGHTFOOT.  You  guys  are  really  amazing. 

Mr.  Hoyer.  I  have  traveled  with  Ms.  Hochberg,  she  moves  fast, 
but  that  is  inordinately  fast. 

Mr.  McGruder.  The  rent  was  estimated  to  be  $1.3  million  in  FY 
1993. 

Mr.  HOYER.  $1.3  million  in  Arlington? 

Mr.  McGruder.  The  $1.3  million  included  approximately 
$400,000  for  our  new  location  as  we  started  moving  in  July  1993. 

Mr.  Hoyer.  What  is  the  rent  in  Vienna? 

Mr.  London.  We  don't  know  the  answer  to  that,  sir.  When  you 
move  into  a  building,  it  takes  GSA  some  time,  approximately  two 
to  three  quarters  before  they  can  give  you  what  the  actual  rent  is 
going  to  cost. 

So  what  you  do  is  you  continue  to  pay  your  previous  year's  rent 
until  you  get  the  actuals.  We  hope  to  have  that  answer  from  GSA 
in  March. 

Mr.  HOYER.  How  much  did  you  budget  for? 

Mr.  Smith  (FinCEN).  The  rent  in  the  old  building  is  $900,000. 
We  budgeted  for  $1.3  million  in  FY  1993.  $900,000  in  the  old  build- 
ing and  $400,000  in  the  new  building. 

Mr.  HoYER.  Mr.  Smith  tells  me  that  GSA  by  law  can't  budget 
more  than  you  have  in  your  budget.  That  is  an  interesting  concept. 
I  will  have  to  look  at  that. 

Okay,  I  would  appreciate  it  if  you  would  provide  for  the  record 
the  information  regarding  the  old  lease,  the  address  of  the  old 
lease,  a  brief  statement  of  its  inadequacies  and  same  information 
for  the  new  lease. 

[The  information  follows:] 
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OLD  AND  NEW  LEASE 

Question:   Provide  information  regarding  the  old  lease,  the 
address  of  the  old  lease,  a  brief  statement  of  its  inadequacies 
and  information  on  the  new  lease. 

Answer:   During  August  1993,  the  Financial  Crimes  Enforcement 
Network  (FinCEN)  relocated  from  its  previous  location  at  3833 
North  Fairfax  Drive  in  Arlington,  Virginia  to  its  present  loca- 
tion at  2070  Chain  Bridge  Road  in  Vienna,  Virginia.   The  "owner" 
of  the  previous  location  was  Kenneth  Fairbairn  while  the  present 
location  is  "owned"  by  Prudential  Insurance  Company.   The  total 
cost  of  the  physical  move  was  $100,000. 

FinCEN  began  operations  at  the  Arlington  site  in  October 
1989.   (FinCEN  back-filled  space  in  GSA' s  inventory.   The  space 
was  previously  occupied  by  the  Department  of  Health  and  Human 
Services,  Office  of  Hearing  and  Appeals.)   The  Arlington  location 
was  not,  and  had  never  been  thought  to  be,  adequate  as  anything 
other  than  a  start-up  site  while  the  organization  grew  to  its 
anticipated  full  complement.   It  was  always  contemplated  that  as 
FinCEN  grew  to  its  full  strength  and  reached  its  full  technologi- 
cal capacity,  additional  space  would  be  necessary.   Thus,  FinCEN 
occupied  its  Arlington  location  for  over  three  years  under 
cramped  and  ultimately  unsafe  conditions,  as  described  below. 

As  FinCEN  began  to  mature  and  grow  to  its  authorized 
strength,  it  became  obvious  that  the  existing  space  was  unaccept- 
able from  a  health  and  safety  perspective  where  due  to  space 
limitations  physically  imposed  by  the  building,  the  egress  and 
aisle-ways  were  not  in  compliance  with  the  Americans  with 
Disabilities  Act  (ADA)  and  Occupational  Safety  and  Health 
Administration  (OSHA)  standards.   In  fact,  on  two  separate  occa- 
sions, FinCEN' s  building  was  nearly  closed  by  the  local  fire 
department  as  being  unsafe  for  its  occupants  due  to  the  lack  of 
space.   The  location  presented  several  health  hazards  and  fire 
safety  code  violations  for  which  FinCEN  was  cited  by  the 
Arlington  County  Fire  Department  in  February  1992.   A  copy  of  a 
February  4,  1992,  Notice  of  Violation  of  Fire  Prevention  Code, 
signed  by  Arlington  County  Deputy  Fire  Marshal  Robert  Kesock,  is 
provided  as  an  attachment  hereto  (at  Appendix  A) .   Also,  two 
environmental  studies,  commissioned  by  the  General  Services 
Administration,  concluded  that  there  was  inadequate  indoor  air 
circulation  causing  poor  circulation  of  breathing  air  and  poor 
distribution  of  heating  and  air  conditioning  and  noted  that  three 
of  forty  water  samples  taken  had  lead  values  that  were  above  the 
Environmental  Protection  Agency  (EPA)  standard.   Copies  of  the 
said  two  studies,  both  dated  December  14,  1990,  are  attached 
hereto  (at  Appendix  B) . 
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Additionally,  the  Arlington  location  was  unable  to  meet  the 
technical  requirements  necessary  for  FinCEN's  computer  opera- 
tions.  Specifically,  there  were  no  facilities  capable  of  han- 
dling an  Uninterruptable  Power  System  (UPS) ;  the  "server"  and 
workstation  computers  required  substantially  more  power  and  air 
conditioning  than  was  available;  the  construction  of  the  previous 
location  made  installation  of  a  required  newer,  high-speed  Local 
Area  Network  (LAN)  very  difficult,  if  not  price  prohibitive;  and 
the  telephone  and  secure  high-speed  data  connections  necessary 
for  FinCEN  operations  presented  significant  security  problems  and 
were  subject  to  constant  interruption  causing  data  transmission 
errors . 
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ARLINGTON  COUNTY,  VIRGINIA 

FIRE  DEPARTMENT 

V020  NORTH  HUDSON  STREET 
ARLINGTON.  VIRGINIA  2220I-2I86 


«*L»M  W     OAltNt  r>«>  PaCVKNTIOM  OIViSIOM 

CMicr  r«ii  •■•■sn^i.  •■mi  SM-<M4 


February  4,  1992 

Paul  Souders 
Fairfax  FO  GSA 

Ruth  Foster 

Re:   3833  Fairfax  Dr. 

NOTICE  OF  VIOLATION  OF  FIRE  PREVENTION  CODE 

On  February  3,  1992,  an  authorized  representative  of  the  Arlington 
County  Fire  Marshal  has  observed  the  following  violations  of  the 
Virginia  Statewide  Fire  Prevention  Code  or  the  Arlington  County 
Fire  Prevention  Code  on  your  premises. 

You  are  hereby  ordered  to  cause  the  listed  corrective  action  to  be 
taken  before  the  date  the  correction  is  due.  If  you  do  not 
understand  any  part  of  this  notice  or  feel  you  cannot  comply  within 
the  allotted  time,  immediately  contact  this  office  at  358-4644.  No 
extension  of  time  shall  be  granted  on  or  after  the  date  the 
correction  is  due.  Any  violation  found  to  exist,  or  which  has  been 
permitted  to  reappear,  will  be  deemed  as  failure  to  comply  with 
this  notice  of  violation.  Each  day  that  prohibited  conditions  are 
maintained,  shall  constitute  a  separate  offense. 

Failure  to  remedy  said  violations  on  or  before  February  6,  1992, 
shall  subject  you  to  the  penalties  as  prescribed  by  the  Virginia 
State  Fire  Prevention  Code  as  printed  below. 

F-106.10  Penalty  for  violation:  Violations  are  a  Class  I 
misdemeanor  in  accordance  with  Section  27-100  of  the  Code  of 
Virginia.  Each  day  that  a  violation  continues,  after  a 
service  of  notice  as  provided  for  in  this  code,  shall  be 
deemed  a  separate  offense. 


Property  Representative  Deputy  Fire  Marshal 

Robert  Kesock 
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3833  Fairfax  Dr.  February  4,  1992 

list  of  violations 

*  Need  to  see  records  of  last  test  of  standpipe  and  sprinkler 
systems. 

*  No  storage  of  combustible  or  flammable  material  in  any  portion 
of  an  exit  or  exit  stairway. 

*  It  shall  be  unlawful  to  block  open  any  interior  egress  door  or 
any  fire  door  which  is  required  to  be  self-closing, 

*  Need  exit  way  to  Fairfax  Dr.  side  of  at  least  3  6  inches. 

*  Extension  cords  shall  not  be  used  as  a  substitute  for  permanent 
wiring. 


BASEMEKT  AREA 

*  The  means  of  egress  shall  be  at  least  3  6  inches  wide,  shall  be 
at  all  times  available  for  immediate  use  and  free  of  all 
obstructions. 

♦Emergency  lighting  is  required. 

*  Exit  and  exit  directional  signs  are  required. 
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FINANCIAL  CRIMES 
ENFORCEMENT  NETWORK 

3833  N  Fairfax  Drive  Arlington.  VA  22203.  Telepnons  (7031  S 16-0520 


October  13,  1992 

MEMORANDUM  TO  RUTH  FOSTER 

FAIRBAZRK  BUILDING  MANAGER 

From      :  Richard  Bert    'j'J,cJ'(.^(/i-i:K    •'''^  '-^ 
Seciirity  Manager 

Subject   :   Fire  Aliunns 

As  a  result  of  the  fire  drill  FinCEN  held  on  Oct.  5,  we 
learned  that  personnel  working  in  the  south  side  of  the 
building,  fronting  on  North  Fairfax  Drive,  cannot  hear  the 
alarm  bell  in  many  instances.   I  )cnow  you  are  planning  to 
update  the  fire  alarm  system.   Please  add  sufficient  fire 
alarm  bells  or  warning  lights  to  alert  staff  members  working 
in  the  areas  indicated  on  the  attached  memo. 

If  you  have  any  (questions  in  regards  to  this,  please  contact 
me  at  703-516-0681. 

Thank  you  for  your  prompt  attention  to  this  matter  of  fire 
safety. 


cc:   Assistant  Director-ORM  (London) 


77 


VY^  FINANCIAL  CRIMES 

^■■^■-^  ENFORCEMENT  NETWORK 

3833  N  F«irl«x  Dfive.  Arlington  VA  22203.  Teieonone  |703)  516-0520 
MEMORANDUM  10/10/92 


TO 

FROM 

SUBJECT 


Rick  Bert 
NiiBen  Ayivorh  \ 
Audible  Fir*  alitra 


After  our  last  fire  drill,  floor  nonitora  and  others  conplain 
about  the  audible  levels  of  the  fire  alarm.  Locations  that  will 
need  audible  warning  device  are  listed  below: 

First  Floor: 

The  Cash  Flow  Branch  (all  the  offices  along  Fairfax  street 

side  of  the  building) . 

Document  Control  Room  (room  #108). 

Comer  office  (room  #105D) . 

Middle  office  (room  /107A&B) 

Second  Floor: 

Offices  on  east  (room  /208A  to  room  /208E) 

Middle  offices  (room  #206E,room  /206B,room  #206A) 

Judy  Miller's  office  (no  room  i) 

Michael  Deptula's  office  (room  #207) 

Technical  services  (room  #205) 

Offices  along  Fairfax  Drive  (room  #206G,room  #206F, 

room  #206D) 

Third  Floor; 

Operations  Center  (room  /303A  &  B) 

Naddis  Room  (room  #306) 

Cocaine  Branch  and  the  offices  along  pollard  street 

(room  #305A  to  room  #305D) 

Special  Operations  office  and  offices  in  the  open  area 

(no  room  /) 

Fourth  Floor: 

Assistant  Directors  offices (room  #407) 
Candy  McGee's  office  (room  #405) 
Training  office  (no  room  #) 
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BIOSPHERICS'  INCOnPanATED 

TeduteteMU*  tor  £ttvimtuntiu  tita  Hetith 


DtCCfflfiir  Im.    1990 


CSA-PBS 

S«ftty  &  Environmantai 
Manarament  Olvlaion 
7th  k  6  stretts.  S.V..  sooa  2036 
watninqcon.  D.C.  20407 

*ttn:  MS.  Norma  jean  P.  Bleaztr      Ui  CSA  contract  tlo.:  O8-11P87MJM094 

oax  ordar  Mo.:  PI19IOC9010  ^ 
GSK  Account  Mo.t   P7922B169 
ask  BuUdlng  wo.:  VAOIISZZ 
GSA  Bulidin?  Kaaat  Palrbain  (ZBNl 
BSD  Job  Mo.:   102-60004 

oaar  Ms.  Elcazar: 

Bnciosed  plaaae  find  tha  report  and  attaenad  invoice  for  an  indoor  Air. 
Quality  Aaaessaant  conducted  on  October  29  and  30.  1990.  at  the  Pairbain 
(IBM)  Building  located  at  3833  south  Fairfax  Drive  in  Arlington.  Virginia. 
In  addition,  please  find  the  attached  lead-in-water  survey  results.  This 
limited  scope  survey  was  InitUted  at  your  request  to  help  evaluate  possible 
building-related  symptoms  noted  by  various  staff  members.  These  syaptoos 
included  but  were  not  lioited  to  headaches,  eye  irritation,  and  flu-liiee 
symptoms.  The  majority  of  complaints  case  from  the  Second  and  Pourtn 
floors:  :ney  appeared  more  often  wnen  the  funeral  home  incinerator,  located 
across  tne  street,  was  In  use.  In  addition  to  a  general  inspection, 
specific  tests  were  performed  to  evaluate  ventilation,  combustion 
by-products,  temperature,  relative  humidity,  respirable  suspended 
particulates,  formaldehyde,  airborne  and  surface  bacteria,  and  mold. 
Methodologies  utilized  in  this  investigation  are  presented  in  Appendix  A. 

General  Inspection 

A  comprehensive  visual  inspection  was  conducted  on  all  floors.  Factors 
coooonly  associated  with  indoor  air  quality  problems  were  net  observed 

(i.e..  microbial  grovth  on  surfaces,  water  stains,  leaJcs.  extreme  office 
temperature,  etc.). 

Heating,  ventilation  and  Air  canditionino  (HVAC)  Systems 

Building  ventilation  is  one  of  the  nost  important  factors  determining 
the  quality  of  indoor  air.  In  tne  aosence  of  E:a3or  emission  sources,  the 
amount  of  air  exchange  will  determine  wnether  routine  by-products  of  human 


_  Not  ^unm  ^m^mrnt  OfflM  Z  ?<■■■!■»>  MVMi 

'2011  Inti:*!!  Coot  Caun  MIF w  Wo—  C.-*unMB  «•)««•  Caiwr  U*1l  t«M«  Caun 

"'••'"•  t—fr-M.-*  term  SMaaiO  tw—  Oanmatm  Onm  .(MMa  mwwm  tOTM 

.^Mll  in  MM  Ml  Lurai.NMi^vM»aMM  '  .mw  M«»Mi«iltrnT  •20U47C.MSS 

*«!»■«  laeii  n%  noaiw  laovi  m-oioe  issii  m-tieo 

'*■*■  *••  *n  rmtm  i«M)  tMMii  TWMM  caoii  n2IIB3 
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activity  (l.«.  r»«Pir«tion.  :r«c«  cntaiMU  rtitMcd  trm  offlc«  products) 
Will  aceusoUt*  to  en*  cooplAlnc  i*v«l  In  anf  given  space.  3p«ci£ie  factors 
wnlcb  coatrliMJta  to  air  cxenaoq*  tneluda; 

1.  ttw  aoount  of  fresn  air  drawn  in  ttirou^n  the  air  handlar: 

2.  th*  dUtrlfiutlon  of  air  t.'irouqn  the  duct  systaa: 

3.  tha  aaount  of  outside  air  leaicage  into  cne  bulidlnq;  and 


4.   the  aAllicy  of  tbe  supply  and  return  systeas  to  cnsnfe  tne  eir 
adequately  vithin  aaen  space. 

AS  a  part  of  the  indoor  air  quality  study.  Biospharies*  personnel 
observed  air  flow  patterns  throuqneut  tne  buUditt?.  Vith  t&e  exception  of 
the  Pourth  Floor,  air  flow  patterns  appeared  adequate.  Ttm   Fourth  Floor 
return  air  was  inadequate  due  to  the  absence  of  celling  tiles.  Sons  supply 
and  return  vents  were  excessively  dusty.  It  should  be  noted  that  several 
air  vents  were  obstructed  by  boacesi  thus  affecting  KVXC  aystea  perferaaaea. 


Carbon  dioxide  (COj)  can  provide  an  overall  index  of  ventilation  in 
buildings  and  serves  as  a  good  indicator  for  the  relative  levels  of  other 
routine  indoor  air  contaminants,  starting  fron  an  ataospneric  baeicground  of 
about  350  parts  per  million  (ppa).  a  wall  ventilated  building  should  ideally 
have  ieaa  than  600  ppa  C02.  one  thousand  ppe  CO2  is  often  used  as  a 
guideline  for  building  operation.  An  increasing  nua&ar  of  occupants  will, 
experience  minor,  non-specific  syaptoos  (associated  with  sick  building 
syndrooe)  as  CO2  levels  increase  above  1.000  ppa. 

Carbon  dioxide  was  measured  on  October  29  and  30.  1990;  levels  ranged 
froo  300-eOO  ppa  and  were  considered  acceptable  for  occupancy. 

A   discussion  of  carbon  nonoxide  (CO)  levels  can  be  found  in 
Appandiz  B.  Carbon  monoxide  is  produced  by  combust  ion  sources  such  as 
saelcing  cobacco  and  notor  venicles.  and  serves  as  an  indicator  for  other 
combustion  products.  Carbon  monoxide  was  measured  on  October  30.  1990.  and 
was  not  detected. 

Temperature  and  Kelative  HiiaiditY 

Teapereture  and  relative  nuiaidity  (rh)  were  recorded  during  the  survey 
for  several  purposes  related  to  indoor  air  quality  (lAQ): 

I.   In  regard  to  comfort,  excessively  cool  or  wara  teopcratures 

detract  f ran  the  quality  of  the  indoor  envlronaant  and  can  be  tha 
prloary  source  of  occupant  cooplaints.  In  general,  fflaintalnlng  a 
building  teapereture  between  approxlaately  69*F  and  79*F  sbould 
satisfy  tna  majority  of  occupants  (note:  the  lower  end  of  this 
teapereture  range  is  suggested  when  neevier  seasonal  clothing  is 
being  worn  and  the  upper  end  for  lighter  clothing). 
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2.  v«rr  ATT  tir  (t.«..  rtUciv*  hv««lty  6«lai#  iOK)  a«y  csum 
Irrttatian  of  t!»  tr*.  nou.  or  threat  in  scMiclva  i.idividU4la. 
Tnia  tends  to  occur  Cnrtn?  tna  htatin?  saasena  in  buildings 
wittiaut  maidification  and  can  ea  miscaKan  for  azpeaura  to 
m— icai  irritants. 

3.  varr  moist  air  (I. a.,  raiatlvs  nualdlty  in  ezeass  of  70%  Cor 

preloaqao  pariods  of  tlsa)  can  prooota  mlcroolal  ^rovtn. 
contrlbutln?  to  aiiar^y  prebians. 

4.  In  ragard  to  ventilation.  «  wlda  ranga  of  tesparaturc  within  tarn 
saaa  KVKC  zona  may  indieata  balanca  or  coacrol  pre&laaa  also 
affacting  air  clreuiatlea. 

5.  B^esura  iavais  of  forsaidaliyte  «)4  otfiar  voiatila  contaalaaats 
can  fluctuate  dua  to  changss  in  teaparatura  or  hiaidlty, 

Taaparatura  and  rsiatlva  humidity  readings  wars  taksn  on  Oetobar  2t 
30,  19fO.  on  October  29.  19M.  tna  taapsratups  rangad  froa  70*P  to  79*t, 
and  the  relative  humidity  ranged  from  30%  to  60%.  On  octobar  30.  19tO»  ttm. 
temperature  rangad  from  71*P  to  79*P  and  the  raiatlvs  humidity  raogsd  -feeB- 
36%  to  S2%. 

HieraBloloev 

Although  airborne  bacteria  and  fungi  can  be  found  in  virtually  all 
Indoor  anvlronnants.  they  may  present  a  basith  problem  to  sensitive 
individuals  whan  conditions  lead  to  axeasslva  coRcantratloos.  Ttxs  major 
factor  which  can  preoote  accelerated  microbial  growth  in  buildings  is 
twlsture  (dua  to  leaka.  coodansation.  elavatad  htoidity  or  unsanitary  KVRC 
eguipaant).  chronic  periods  of  relatlva  hiaidlty  ovsr  70%  will  alae  prooBta 
exeasaive  microbial  growth  in  buildings.  Tbm  maTlnnnn  humidity  observed  by- 
Blespnerlcs  incorporated  during  this  invastlgatien  tiaa  60%.  Tha  apacifle 
hazards,  if  any.  posed  by  luch  moisturs  are  oaasurad  by  tha  counts  and  types 
of  airborne  bacteria  and  fungi.  Appendix  C  provldaa  a  guide  for 
interpretation  of  the  results  of  microbiological  saopiiog  that  are  shown  in 
Tables  III  and  XV.  Airborne  levels  of  microorganisms,  both  bacteria  and 
£ungi.  were  within  background  levels  in  all  offices.  Asparglllus  fuaigatus* 
a  potantlal  htaan  pathogen,  waa  found  among  fungi  present  at  bacJcground 
levels  in  the  air  of  the  hallway  outside  Room  207B. 

aurfaee  Mterobtai  SMmilna 

surfacs  microbial  wipe  aamples  were  collected  from  various  surfaces 
throughout  tha  building.  Bacterial  concentrations  for  tho  surface  wipes 
ranged  from  0  to  S.SOO  cro/in^.  Pive  of  tho  thirty  samples  had 
concentrations  above  the  guideline  level  of  1.000  CFO/in^.  Bacterial  types 
identified  were  Flavobacterlun.  Actlnoaycatea  and  pseudeoonas.  Pungal 
concentrations  rangad  from  0  to  19.000  CTU/in^.  Fungal  typas  idantlfiad 
Included  spaelea  of  Cladeaporlum.  Penlclllium.  Basldioayeetes.  Altemarla* 
Rhodotorula.  Auraobaaldium.  pusarlum.  gpicoccua.  Mlgrospera.  Botrytis. 
Aapergillus  glaucus.  Curulvaria.  and  tha  potential  hiaan  pathogen 
Aaperglllua  nlger.  Thirteen  of  the  thirty  vlpe  samples  had  concentrations 
above  the  guideline  level  of  1.000  CFU/ln^.  Sea  Appandlz  C  for  explanation. 
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XMpiraoi*  •uspcnttad  partieuUct  BtuurviMncs  rtfar  te  tnt  siuiier  size 
dust  p«fxiclM  in  ilf  t.nat  orxqtiut*  from  amxasijon  »ourc««  «ucn  m 
canatructiaa  work,  nous*  dusti  outald*  air.  coBMSclon.  •nvironmsntai 
toMcee.  And  hcatlnq.  vMittlAtlon.  «nd  air  conditioniA?  (KVKC)   tyvtaaa.     as 
«  point  of  raftnne*.   typical  office  air  aaas  concentration  ranoe  from 
approxlaatalY  10-50  niicrograns  par  cu61e  satar  of  air  (ug/sr)   if  toftacco 
saeca  la  not  prnant.     T^ra  art  no  apaelfic  Indoor  air  quality  itandarda 
for  rtaplrafiia  dust.     Elavatad  iavais  could  ba  profileostie  for  aiiarqic 
Individuals  and  Indleata  cna  prtianca  of  tzessslva  ealsslons  fron  a 
particular  lourea.     Maaaurasants  of  rtsplrsAla  suspandad  particulatas  rangatf 
frea  1-36  uq/a^  In  oeeupiad  araaa  at  tha  tima  of  tasting  wttao  using  a 
hand-hald  aaroaol  aaoltor  vlth  a  sbort  avaraqlng  tiaa  of  1  saeoad.     saa 
Tablaa  X  &  XZ  at  tha  and  of  tha  raport  for  spaelfie  rasults  of  saaplioq.  ud- 
Appandiz  A  for  saapling  and  analytical  mathadoiogias . 

tMrttaidahvda 

seurcas  of  formsldahyda  in  indoor  air  Ineluda  buildiag  matarials  and 
surfaca  flaiahas  (a.g..  prassad  tMod)  and  ctrtaia  otnar  cooauaar  producss. 
Tha  woncpUca  paraissifila  axposura  laval  standard  for  foraaldabyda.  as 
atatad  by  tna  occupational  Safaty  and  Haalth  Adainlstratico  (os»).  is  l 
ppa.    Tha  Aaarieaa  Sociaty  of  Haatiag,  Safrlgaratton  and  Kir  Conditioning 
Enginaars  (AMmg)  has  raeeoaandad  an  indoor  air  quaiitr  guldalina  of 
0.1  ppa.     Poraaldabyda  eoneantratiens  wars  net  dataetad  at  tha  tiaa  of 
aaapiing. 

DlBcuMlan 

Indoor  air  proplaas  can  ba  diseussad  undar  two  catagories: 

1.  tnataal  anvironaant.  and 

2.  air  contaalnants. 

Tha  tharaal  anylronaant  involvas  savaral  variablas  that  causa  rtlativa 
degrata  of  htman  cotfort  or  dlsconrfort.     Thasa  Ineluda  air  taaparatura. 
radiant  ca^aratura  of  aurroundlng  surfacas.  uniformity  and  consistancy  of 
air  taaparatura.  hiaidity.  and  air  aovaaants.     Advarsa  thamal  conditions 
can  atraaa  paepla  and.  in  turn,  affact  tha  quality  and  quantity  of  work 
parfocaad. 


air  coataalnants  ara  introducad  into  a  building  with  outsida  air 
by  mtcnaalcal  vaatllatloo  or  by  uneontroilad  infiltration,     lioaavar.  aioat 
Indoor  pollutants  aaanata  frca  insida  aourcas.  such  as  paopla  and  thalr 
activltias.  buiUltng  aatarials  and  finisnaa.  furnishings,  and  businaas 
machlaaa.     HVMC  systaas.  drains,  pluabing  systaas.  and  poor  coaatructlen  or 
maintananea  practicaa  can  provlda  niehaa  witara  pathoganie  or  alUrgic 
organlsaa  can  eollaet.  naUtlply.   uid  gain  ra-«ntrr  Into  tha  air.     Chronic 
watar  Incursioa  in  tha  building  fostar  gretrth  of  aicroorganlsas.   laading  to 
aggravation  of  aLlarglaa.  saositizatiao.  and  poasihla  infactions.     3pacial 
activity  araaa.  auch  aa  kitchana.  aaoicing  loungas  (or  anywttora  saoteing  aay 
ba  paraltcad).  and  shops  can  contributa  irritants  axad  otnar  contaalnants  to 
tha  air  In  surrounding  spacaa. 
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Sunmr  f India?*  indlcat*  tnat  teaparAtura.  reiativa  numidicy.  car&en 
diozlda.  cartoon  oonoxida.  raipiraoia  suspandad  pacxlcuiacas.  foraaldahyda. 
and  alrbema  mlere&aa  war*  founa  to  ba  within  accaptatoie  or  baeic^round 
ran^aa.  Howavar.  :cw  coneentrBtions  of  Aapar^liius  Cusiqatus.  a  potanti«i 
huBan  patAeqan.  wara  found  in  an  air  saapia  in  ttie  naiiway  outsida  Roes 
207B.  surfaca  baetarial  leva la  axeaadad  guidaiina  consanaus  Xcvaia  of 
1.000  cro/in^  in  ttia  followln?  araas: 

1.  Kooo  207,  rtturn  vant  abova  Barbara  Baria's  daaic. 

2.  Reeo  208.  supply  vanes  aoeva  oaraid  Kanaar't  daaJc  and  Kr.  Aquino's 
daak. 

3.  Supply  vant.  Rooa  40S  caatrai  araa. 

4.  outsida  leea  306. 

Surfaea  funqai  lavais  axeaadad  guidaiina  ievais  of  I. 000  CFU/in^  in  ttis 
followinq  araas: 

1.  Air  supply  not  and  cold  aids. 

2.  Supply  vant  besida  Roea  207/207X  by  door. 

3.  Supply  vant.  Roan  207A  abova  Mrs.  BroMn's  dssk. 

4.  Ratum  vant.  Roeai  207  abova  Barbara  BAria*s  dsslc. 

5.  supply  vant.  Roes  207B. 

6.  Supply  vant.  Roob  208,  cantral  araa  abova  oava  Kilkins'  dask. 

7.  sxtppiy  vant.  Roes  208.  cantral  araa  abova  Garald  Manonay's  dask. 

8.  Supply  vant.  Roea  208  abova  Mr.  Aquino's  dask. 

9.  Supply  vant.  Rooa  lOlA.  Mrs.  Uatfiald's  offics. 

10.  supply  vant.  Room  106A. 

11.  Supply  vant.  Rooa  40S  cantral  araa. 

12.  Siipply  vant.  outsida  Rooa  30C. 

13.  Supply  vant.  outsida  Rooa  30411. 


In  addition,  low  coneantrations  of  Asparqlllus  niqar.  a  potantial  hv 
pathoqan.  wara  idantifiad  in  tna  air  handlar  supply's  hot  sida.  AsparqiUus 
niqar  is  a  potential  huaan  patnoqan  which  can  infect  Individuals  with 
waaxaned  ioauna  ayataaa  (a.q..  chaaotharapy  patients). 

Coneiuslona 

1.   Host  aaaaured  paraaatars  ( taaparatura .  raistiva  huaidity,  carbon 
dioxida,  carbon  nonoxida.  foraaldahyda.  raspirabla  auspandad 
partteulstaa.  and  airboma  nierobaa)  of  tha  indoor  tharasl  and  sir 
pollutant  aspects  of  tha  indoor  environasnt  wara  within  backqreuod 
ra 


2.  Air  flow  circulation  on  tha  Fourth  Floor  is  aarqinal  to  inadaqusts. 

3.  Thouqh  surface  saaplaa  in  aalactad  araas  had  elevated  aicrobisl 
counts,  larqaly  for  funqi.  levels  of  raspirabla  mierobaa  vmn  at 
backqreund  levels  in  all  instances. 

4.  Hierobial  conraaination  of  surfaces,  chough  present,  is  controlled 
froB  an  airboma  perspective  due  to  qanarally  lower  hualditias 
assocUtad  with  the  arrival  of  tha  haatinq  saason:  however,  a 
potantial  for  ineraasad  airborne  counts  is  prssant  in  tha  event 
huaidity  increases  to  or  above  70%,  or  water  leaks/ incursion 
occurs  within  occupied,  affected  araas. 
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5.   TTteuqn  surt'BC*  saapiM  for  =ieroo**  varc  eitvacto  abova  csnMnsus 
9Uid«iln«t  in  13/30  turfoe*  saopias  coiitctM.  tat  prtiuica  of 
miereoM  on  turfacas  la  aoillfiad  by  the  low  bactcfround  itvvis 
prasant  in  air. 

Reegaaandatlona 

1 .  snsura  tnat  ail  supply  And  ratum  vants  art  f raa  f ran  obstructions 
and  bloexaqai. 

2.  Snsura  missln?  eallin?  tiias  ara  rapiacad  late  ealiiaq  tlla  ^ntf 
crscks  on  the  pourtA  rioor  to  loprova  air  clreuistloa  and  pravsnt- 
tbs  tAort  clreulaclOQ  ot  supply  air. 

3.  BStabllab  a  raqular  sehadula  for  inspaetlng  and  ehsnying  KVMC 
flltars. 

4.  Clasa  turf  seas  wltn  alavatad  baetarlsl  and  fuagti  counts  vitA  an 
accsptabla  blocidal  agsat  to  allaiosta  and/or  control  alerooisl 
freirth.  partlculsr  eapAasis  sAould  b«  paid  to  tbs  hot  sids  of  tbM. 
air  handlar.  sinca  a  potantlsi  hiauo  patfiogan  was  found  thsr*. 

5.  Rataat  all  xurfacas  afttr  clasninf/dislnftctloa. 

6.  Sstabllsh  a  ragular  seftadula  for  elaanlng  all  supply  and  ratura 
vants  In  tht  building. 

7.  contlnua  to  0alntain  building  caaparatura  and  raistlva  humidity  . 
within  tna  rangaa  consldarad  comfortabla  by  tha  majority  of 
oeeupantx  (i.e.  69*p  to  79*P  with  a  raUtlva  ntaldity  of  40%  to 
&0%.  A  ralatlva  humidity  of  45%  to  50%  is  consldarad  optimum. 
Saa  ASHIAS  Standard  55-1981.  Kvaidity  control  is  tha  kay  to 
kaapinq  tnvironmantal  fungi  at  background  lavals. 

If  you  nava  any  quaitlons  coneamlng  tha  raport.  plaasa  csil. 

Sinearely, 


Dsvid  TnsBsn 
zadustrial  Hygisnist 

wunir  Niuium      ' 
xndustrisl  Hygianist 


<&jr4}^t 


Ji 


•  ^  J    twh    czh 

sncloaura  v*Wiit»nt'oiracior  i 

DT/JV/L£OimU  Induserlai  Hyflan*^8arvlcas 

''^"  iBwlrocaaantal  Sarvicas  oivisioo 
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Insert  at  paoe  29: 

NEW  BUILDING  SPACE 

Question:   Provide  a  projection  in  the  (new)  lease  as  to  why  you 
need  40,000  more  square  feet,  how  that  square  footage  is  to  be 
utilized,  who  the  landlord  is,  and  how  much  the  square  foot  cost 
is  in  the  (new)  lease.   Also,  the  cost  of  the  old  lease. 

Answer:   In  June  1991,  FinCEN  began  to  explore  the  possibiJity  of 
adding  additional  space  to  the  existing  building  as  well  as 
acquiring  supplemental  space.   The  General  Services 
Administration  (GSA)  was  brought  in  to  FinCEN  for  a  consultation 
meeting  with  the  Director.   At  this  meeting,  GSA  was  questioned 
about  various  options  that  FinCEN  had  in  expanding  its  space  to 
allow  it  to  meet  health  and  safety  requirements  as  well  as  ful- 
fill its  technical  requirements.   GSA  recommended  that  FinCEN 
could  more  economically  lease  new  space  rather  than  refurbishing 
its  existing  location  and  leasing  additional  supplemental  space 
to  augment  its  primary  location.   GSA  also  stated  that  it  would 
be  less  disruptive  to  FinCEN  operations  to  acquire  new  space  and 
the  relative  time  frame  for  acquiring  new  space  would  be  roughly 
the  same  as  refurbishing  the  current  location  and  leasing  appro- 
priate supplemental  space. 

Based  upon  this  meeting  and  advice  by  GSA,  a  determination 
of  needs  for  the  square  footage  was  presented  to  Treasury  and 
then  to  GSA  in  FinCEN' s  Standard  Form  81  and  81A,  Request  for 
Space,  dated  August  1991.   The  required  level  of  space  was  deter- 
mined by  the  then  current  and  projected  staffing  levels  of 
FinCEN.   This  included  a  FY  1992  FinCEN  staffing  level  of 
approximately  235  persons,  plus  a  contractor  support  staff  of 
approximately  35  persons  (for  the  Department  of  Justice  Asset 
Forfeiture  Project  and  technical  development  support) ,  an  antici- 
pated rotational  "TDY"  detail  of  up  to  7  persons  from  various  Law 
Enforcement  agencies  for  the  purpose  of  a  proposed  Artificial 
Intelligence  Targeting  program,  and  an  anticipated  long-term 
detail  of  25  persons  to  be  funded  by  the  Organized  Crime  Drug 
Enforcement  Task  Forces  (OCDETFs) .   (See  attached  Appendix  C.) 

The  present  building  itself  was  not  selected  by  FinCEN. 
GSA  conducted  the  competitive  process  for  the  building  acquisi- 
tion.  Settles  Associates,  a  contractor  selected  and  commissioned 
by  GSA,  completed  a  space  requirements  analysis  without  identify- 
ing a  specific  building.   Under  the  direction  of  the  GSA  Leasing 
Branch,  a  Solicitation  for  Offers  (SFO)  went  out  requesting  up  to 
62,700  net  usable  square  feet.   Three  responses  to  the  final  bid 
request  were  received.   After  almost  a  year,  on  September  2, 
1992,  the  SFO/Lease  was  signed  by  Prudential  Insurance  Company 
and  fully  ratified  by  GSA  National  Capital  Region  on  October  21, 
1992. 
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The  building  owner,  Prudential  Insurance  Company,  hired 
Settles  Associates  to  prepare  Design  Intent  Drawings  (DID)  for 
the  FinCEN  space.   Upon  contract  award,  and  its  subsequent  survey 
of  the  layout  of  the  building  selected,  it  was  apparent  to 
Settles  Associates  that  FinCEN  would  not  fit  properly  (i.e.,  on 
one  single  floor)  in  the  space  identified  and  selected  by  GSA 
because  the  building  has  an  unusual  shape  with  support  columns  21 
feet  apart  instead  of  the  normal  24  -  26  feet  apart.   This  cre- 
ated architectural  barriers  and  a  loss  of  economy  in  space  design 
(in  GSA  terminology  -  inadequate  circulation)  that  would  not  per- 
mit FinCEN  to  occupy  one  single  floor  in  the  Prudential  building. 
This  required  that  GSA  acquire  additional  space  on  a  separate 
floor  of  the  building.   Without  acquiring  additional  space  on 
another  floor,  FinCEN  organizations  would  have  been  fragmented  to 
the  point  of  splitting  not  only  offices,  but  divisions. 

By  requesting  additional  square  feet  on  the  third  floor 
(along  with  1,500  square  feet  of  basement  storage  space),  no 
FinCEN  organization  would  have  to  be  split,  and  ideal  security 
arrangements  could  be  implemented  on  the  second  floor  (minimum  of 
Secret  level  for  all  operational  offices)  and  the  third  floor 
(maximum  of  Confidential  level  for  Resource  Management  on  a  floor 
shared  with  other  tenants)  . 

GSA  indicated  on  September  16,  1992,  that  they  would  support 
this  proposal. 

During  the  planning  stages  of  the  building,  items  considered 
in  its  Space  Requirements  Report  included  special  technical  areas 
required  for  a  Criminal  Referral  Data  Base  (a  FinCEN  reimbursable 
Program  with  six  Federal  Regulatory  agencies),  along  with  areas 
set-aside  for  FinCEN' s  proposed  Artificial  Intelligence  Program, 
Autoquery  and  Text  Based  Retrieval  Programs. 

While  its  previous  building  was  predominately  general  office 
space,  the  present  location  includes  approximately  25  percent 
(25%)  of  special  purpose  area.   The  Arlington  location  provided  a 
total  of  31,676  sq.  ft.  of  space,  broken-out  as  follows:   28,350 
sq.  ft.  of  general  space  (GSA  does  not  provide  a  distinction 
between  usable  office  space  and  other  general  areas  such  as  pri- 
vate corridors,  meeting  rooms,  etc.);  2,525  sq.  ft.  of  storage 
space;  and  801  sq.  ft.  of  special  purpose  space.   The  present 
location  provides  51,952  sq.  ft  of  office  space  (which  includes 
approximately  1,500  square  feet  of  space  for  extraordinary  circu- 
lation), 1,418  sq.  ft.  of  storage  space,  and  17,111  sq.  ft.  of 
special  purpose  space  for  areas  such  as  Secure  Communication 
Center  (SCO ,  Network  Information  Center,  LAN  equipment  closets 
and  centers,  conference,  training,  technical  maintenance  and 
storage  rooms,  UPS  and  associated  storage  battery  facility,  and 
health  facility.   At  the  previous  location,  FinCEN  was  required 
to  purchase  conference  room  space  for  almost  all  meetings  and 
briefings.   (See  attached  Appendix  D.) 
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Although  FinCEN  recognized  that  it  required  a  larger  space 
to  accommodate  the  organization,  the  original  request  was  for  an 
amount  that  was  less  than  what  was  finally  negotiated  and  pro- 
vided by  GSA  for  our  present  location.   As  noted  previously,  some 
of  this  space  is  attributed  to  overcoming  the  unique  architec- 
tural design  of  the  building  occupied,  including  areas  for 
extraordinary  circulation.   (Although  the  gross  space  is  larger 
than  previously  occupied,  the  net-usable  space  is  consistent  with 
GSA  space  requirements  whereas  it  represents  the  total  square 
footage  allowed  by  the  Federal  Property  Management  Regulation, 
including  support  space.) 

FinCEN  asked  for,  and  was  subsequently  provided  with,  allow- 
ances via  a  waiver  due  to  its  high  technology  items  such  as  com- 
puter workstations  that  required  dual  monitors  and  additional 
computer  hardware,  UPS  and  its  associated  battery  storage,  sup- 
plemental air  conditioning,  LAN  servers,  etc.   An  additional 
amount  of  space  was  provided  on  a  separate  floor  due  to  the  lay- 
out of  the  building  as  noted  previously. 

On  average,  the  present  location  provides  approximately 
160  square  feet  per  person.   The  previous  building  provided 
approximately  75  square  feet  per  person,  on  average,  based  upon  a 
best-guess  estimate  of  the  usable  office  space.   Although  the 
square  footage  allotted  each  individual  slightly  exceeds  the 
threshold  amount  specified  under  the  Federal  Property  Management 
Regulation  (153  sq.  ft.  per  person),  this  is  calculated  by  allow- 
ing 125  square  feet  per  person  plus  22  percent  support  space  per 
person.   (125  sq.  ft.  x  .22  =  153  Sq.  ft.  per  person.) 

The  annual  Standard  Level  Users  Charge  (SLUC)  for  the 
Arlington  location  was  $871,111.32.   The  SLUC  for  the  present  lo- 
cation has  been  determined  by  GSA  to  be  $1,537,677.98.   Notwith- 
standing the  increase  in  space,  the  Government  is  in  fact  paying, 
on  average,  22  percent  (22%)  less  per  square  foot  at  FinCEN' s 
present  location.   ($24.99/sq.  ft.  vs.  $31.75/sq.  ft.) 
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APPENDIX  C 
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Mr.  HOYER.  Mr.  Lightfoot. 

Mr,  Lightfoot.  Thank  you,  Mr.  Chairman. 

REQUIRED  RESOURCES 

Mr.  Lightfoot.  Good  morning.  I  apologize  for  being  late,  but  we 
were  out  demonstrating  to  the  world  now  not  to  do  traffic. 

I  would  like  to  associate  myself  with  the  Chairman's  questions 
on  FTEs.  I  think  that  is  important  that  we  get  as  crystal  clear  a 
picture  as  we  can  of  where  these  folks  are  and  where  they  come 
from,  because  it  is,  as  the  Chairman  said,  a  real  confusing  issue 
to  most  people  and  I  think  if  everybody  is  singing  from  the  same 
piece  of  music,  it  makes  it  easier  to  understand. 

I  don't  argue  with  your  point  of  the  value  of  bringing  people  in 
from  other  agencies.  With  what  you  have  to  do,  it  adds  a  good  bit 
of  expertise  and  probably  eliminates  a  layer  of  bureaucracy,  which 
makes  the  whole  thing  work  much  better. 

Your  request  is— other  than  raises  and  inflation,  is  basically  the 
same  as  last  year's  numbers 

Ms.  HOCHBERG.  That  is  correct. 

Mr.  Lightfoot  [continuing].  If  I  am  reading  this  correctly.  It 
looks  to  me  like  your  work  load  is  higher,  at  least  it  has  the  poten- 
tial to  be  higher,  particularly  with  this  age  of  new  technology 
which,  what  is  current  today  will  be  outdated  tomorrow  and  very 
obsolete  by  next  week. 

That  also  works  to  the  benefit  of  the  criminal  element  as  well  as 
they  try  to  put  together  different  schemes  and  so  on,  and  put  to- 
getner  some  pretty  complex  financial  scams  or  whatever  you  want 
to  call  it.  How  do  you  think  you  can  handle  that  on  the  same 
amount  of  money? 

LEVERAGING  RESOURCES 

Ms.  HoCHBERG.  We  are  going  to  try  to  be  more  efficient,  no  ques- 
tion about  it.  We  have  looked  at  the  budget  and  the  number  of  re- 
quests coming  to  FinCEN.  What  FinCEN  is  in  the  process  of  doing 
right  now  is  making  some  difficult  priority  decisions,  as  well  as  im- 
plementing certain  programs  so  that  some  of  the  time  that  is  spent 
on  State  and  local  law  enforcement  requests  can  be  handled  by 
them  directly  to  the  extent  possible  under  the  law. 

FinCEN  is  trying  to  use  cutting-edge  technology  to  the  greatest 
extent  possible.  It  is  implementing  two  new  programs  to  try  to  en- 
able the  analysts  to  produce  much  greater  output  with  the  same 
number  of  people. 

There  are  several  technological  developments  like  auto  query  and 
text  base  retrieval  systems,  and  I  would  be  happy  to  describe  them. 
What  auto  query  will  do,  and  it  is  just  about  ready  to  go  on  line 
now,  is  allow  an  analyst  with  a  fewer  number  of  key  strokes  to  do 
the  same  kind  of  querying  of  all  of  the  different  databases  that  now 
takes  multiple  efforts;  thus  the  more  routine  analjrtical  functions 
will  be  able  to  be  done  through  automation  and  the  same  number 
of  analysts  will  then  be  able  to  spend  more  of  their  person  hours 
on  the  more  complex,  truly  analytical  and  innovative  thoughtful 
analysis  for  FinCEN.  That  is  the  goal. 

Mr.  Lightfoot.  Simplify  path  names  and  all  those  types  of 
things. 
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Ms.  HOCHBERG.  We  basically  want  the  analysts  really  analyzing, 
not  just  doing  routine  data  entry  functions. 

REIMBURSABLE  DETAILEES 

Mr.  LiGHTFOOT.  I  guess  we  are  all  obviously  concerned  with 
budgeting  and  trjring  to  hold  the  line  on  dollars,  but  at  the  same 
time  we  want  people  to  have  the  tools  they  need  to  do  the  job  that 
they  are  charged  to  do.  It  is  not  fair  to  ask  you  to  do  something 
and  then  not  give  you  the  people  or  the  equipment  to  do  it  with. 

With  the  detailees  that  are  coming  in,  are  their  salaries  charged 
to  the  agency  that  they  represent,  like  you  got  two  people  from  the 
FBI? 

Mr.  McGruder.  Yes. 

Mr.  LiGHTFOOT.  You  do  not  pay  that? 

Mr.  McGruder.  No,  we  do  not. 

Mr.  LiGHTFOOT,  Has  there  been  any  thought  of  having  the  agen- 
cies that  use  your  services  possibly  reimburse  you  for  some  of  these 
services? 

Mr.  McGruder.  That  has  been  looked  at.  We  concluded  that  we 
get  more  resources  out  of  agencies  this  way.  We  have  free  access 
to  their  databases,  and  it  would  cost  us  more  in  the  long  run  if  we 
had  a  charge  back  system  than  in  the  way  we  are  doing  it  now, 
our  having  direct  access  to  their  databases. 

computer  access 

Mr.  LiGHTFOOT.  Currently  you  can  punch  into  FBI  or  whoever? 

Mr.  McGruder.  We  access  all  agency  databases  that  we  have  an 
MOU  with.  We  do  not  have  one  with  the  FBI.  We  have  MOU's  with 
Secret  Service,  ATF,  Customs.  We  also  have  agreements  with  IRS, 
DCIS,  and  Postal  Inspection  Service,  among  others,  and  their 
databases. 

Ms.  HoCHBERG.  Gretting  one  with  the  FBI  is  a  top  priority  for 
this  year  and,  as  I  mentioned  before,  you  were  in  the  room.  Assist- 
ant Secretary  Noble  has  met  with  FBI  Director  Free,  and  they  are 
discussing  the  potential  to  get  FinCEN  access  to  the  same  FBI  data 
that  the  FBI  is  now  sharing  with  the  DEA. 

databases 

Mr.  LiGHTFOOT.  This  is  more  of  a  technical  question  but  of  these 
various  databases  that  are  available,  are  they  all  compatible  in 
terms  of  being  the  same  kind  of  computer  language,  same  systems, 
or  are  they  all  different? 

Do  you  have  to  have  different  interfaces  to  work  with  different 
ones? 

Ms.  HoCHBERG.  I  can't  get  into  the  technological  discussion  with 
you,  although  we  certainly  can  provide  that  to  you.  Our  goal  is  to 
get  the  technology  that  will  enable  all  of  the  different  data  sources 
to  be  combined  and  used  at  FinCEN  in  a  way  that  makes  retrieval 
and  analysis  the  most  efficient  possible.  That  is  FinCEN's  plan  for 
going  forward. 

It  is  really  necessary.  As  it  is  now,  the  databases  are  searched 
independently  of  each  other  and  FinCEN  is  trying  to  utilize  the 
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technology  to  enable  information  in  different  databases  to  be  linked 
and  analyzed. 

Mr.  LiGHTFOOT.  That  is  one  of  the  problems  around  here.  We 
have  got  a  lot  of  information  that  even  Members  of  Congress  have 
access  to,  but  they  are  different  systems  and  a  lot  of  the  different 
contractors  don't  even  know  how  to  explain  how  to  use  their  own 
systems,  which  I  find  is  criminal,  but  I  was  into  our  system  the 
other  night  and  I  found  a  couple  services  in  there  I  would  like  to 
have. 

It  is  available,  but  the  vendor  that  distributes  it  doesn't  know 
how  to  make  it  work.  So  the  other  side  of  the  argument,  I  guess 
I  would  lean  toward  personally  is  that  you  have  the  capability  of 
accessing  these  different  systems  rather  than  standardizing  them 
because  if  they  are  all  the  same  system  and  some  hacker  oreaks 
in,  they  have  got  the  whole  enchilada  so  to  speak,  whereas  if  they 
are  separate,  tney  have  to  access  different  ones,  and  if  you  have  got 
the  codes  to  get  into  different  ones  or  the  computer  capabilities  to 
do  that,  I  think  it  would  be  a  security  consideration,  but — anyway, 
I  just  am  concerned  that  you  all  can  do  the  job  that  you  need  to 
do  with  the  funding  that  is  available,  and  I  think  the  Chairman 
and  this  committee  is  very  cooperative  in  trjdng  to  help  you  where 
we  can,  and  we  certainly  want  to  make  sure  you  have  got  the  tools 
to  do  what  you  are  charged  to  do. 

Ms.  HOCHBERG.  We  appreciate  that. 

SETTING  PRIORITIES 

What  we  are  trying  to  do  is  refine  and  prioritize  what  we  do. 
FinCEN  may  not  be  able  to  do  every  single  query  that  comes  in 
from  every  remote  location  on  every  case,  but  what  FinCEN  is 
doing  is  ranking  cases  by  importance  £ind  obviously  making  Fed- 
eral law  enforcement  its  top  priority,  but  it  is  doing  it  without  arti- 
ficial jurisdictional  boundaries  to  provide  information  to  everybody. 

Also  we  expect  information  from  everybody  that  uses  our  system 
and  therefore  completing  the  MOU  process  is  a  vital  achievement 
for  FinCEN. 

FINANCIAL  CRIME 

Mr.  LiGHTFOOT.  I  guess  you  basically  concentrate  on  money  laun- 
dering, but  are  vou  into  monitoring  credit  card  scams  and  that  sort 
of  thing  as  well? 

Ms.  HocHBERG.  All  financial  crime. 

Mr.  LiGHTFOOT.  All  financial  crime  comes  under  your  umbrella. 
How  would  you  rank  that  at  this  point  in  time? 

Ms.  HoCHBERG.  Credit  card  fraud,  very  important.  It  is  a  high 
priority.  The  Secret  Service,  as  you  know,  is  also  within  our  juris- 
diction, and  I  expect  I  will  be  back  in  a  few  weeks  talking  about 
their  programs. 

Mr.  HOYER.  Friday. 

Ms.  HoCHBERG.  Friday,  yes,  sir. 

Mr.  LiGHTFOOT.  If  you  are  going  to  be  the  Doc,  you  are  going  to 
have  to  make  your  hair  a  little  frizzy,  you  got  to  start  wearing  an 
earring,  but  you  are  all  right. 

Thank  you,  very  much. 

Ms.  HOCHBERG.  Thank  you. 
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Mr.  LiGHTFOOT.  Thank  you,  Mr.  Chairman. 

OFFSHORE  MONEY  LAUNDERING 

Mr.  HOYER.  Have  successful  money  laundering  prosecutions  in 
the  United  States  led  criminals  to  launder  their  profits  elsewhere 
like  Latin  America  and  Europe?  Are  we  driving  them  offshore? 

Ms.  HOCHBERG.  Whenever  you  successfully  prosecute  money 
launderers,  money  being  fungible,  ships  to  the  easiest  other  place. 
What  we  are  doing  is  working  internationally  with  all  of  the  coun- 
tries in  the  world  that  are  responsive  to  our  pleas.  FinCEN  is  very 
active  with  the  financial  action  task  force  and  a  lot  of  other  inter- 
national organizations  so  that  the  responsible  community  of  the 
world  is  jointly  attacking  the  money  laundering  problem. 

Also,  if  the  profits  are  made  here,  they  need  to  escape  from  the 
United  States,  and  we  do  have  systems  in  place  to  detect  money 
leaving  our  borders,  getting  laundered  elsewhere,  and  sometimes 
placed  back  in  the  United  States. 

Mr.  HoYER.  I  take  it  the  key  phrase  is  the  responsible  parties 
internationally. 

Ms.  HocHBERG.  That  is  correct. 

INTERNATIONAL  ACTIVITIES 

Mr.  HOYER.  What  countries  are  least  responsible  and  do  we  sus- 
pect the  most  money  laundering  is  occurring  at  this  time? 

Ms.  HoCHBERG.  I  am  not  in  a  position  to  in  an  open  hearing,  ad- 
dress those  countries  that  do  not  participate  as  much  as  others  in 
the  fight  against  money  laundering.  It  is  a  fluid  process.  We  do, 
through  the  Financizd  Action  Task  Force,  prioritize  those  countries 
that  are  at  the  highest  importance  for  anti-money  laundering  ef- 
forts worldwide,  and  I  would  be  glad  to  meet  with  you  privately 
and  discuss  with  you  our  projections  and  where  we  think  we  need 
Third  World  outreach  programs. 

Mr.  HOYER.  Is  it  limited  to  the  Third  World? 

Ms.  HoCHBERG.  No.  That  was  probably  too  strong  a  statement. 
We  believe  the  outreach  and  education  programs  need  to  go  world- 
wide. The  problem  exists  everywhere. 

The  United  States  has  a  major  amount  of  money  laundering 
going  on  here.  It  is  the  source  of  probably  the  largest  drug  proceeds 
in  the  world,  drug  user  and  the  profits  from  it. 

Europe  is  rapidly  gaining  ground,  but  a  large  amount  of  drug 
proceeds  are  generated  here  which  means  a  lot  of  the  cash  starts 
out  here  that  needs  to  be  laundered.  The  other  area  that  is  growing 
is  non-drug  money  laundering,  which  is  estimated  that  roughly  40 
percent  of  all  money  laundering  is  non-drug  money.  So  it  is  just  as 
important  to  maintain  vigilance. 

Mr.  HoYER.  What  are  the  primary  sources  of  that  money? 

Ms.  HOCHBERG.  It  is  all  kinds  of  fraud  from  counterfeiting  to 
trade  fraud.  There  was  just  a  recent  Customs  case  involving  a  huge 
fraud  in  Japgin  where  there  was  a  sale  of  golf  club  memberships, 
something  like  10  times  the  number  that  were  said  to  be  sold  were 
in  fact  sold.  The  scam  was  done  in  Japan  and  the  funds  were  lay- 
ered and  then  placed  ultimately  in  U.S.  real  estate,  and  we, 
through  customs,  participated  with  the  Japanese  government  in 
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fighting  that  case,  aind  in  fact  the  case  has  been  successfully  re- 
solved. 

The  properties  have  been  seized  and  the  proceeds  are  going  to  as 
much  as  possible  be  brought  back  to  make  as  many  victims  in 
Japan  compensated  as  possible. 

Mr.  HOYER.  The  golf  club  was  supposedly  here  in  the  United 
States? 

Ms.  HOCHBERG.  No,  in  Japan.  I  believe  that  is  the  case,  and 
there  was  supposed  to  be  sort  of  a  limited  offering  of  golf  club 
memberships,  and  they  sold  many  multiples  of  what  they  were  sup- 
posed to  sell. 

I  would  like  to  be  able  to  get  back  to  you  to  verify  that  it  was 
in  fact  in  Japan  as  opposed  to  another  location.  We  will  get  back 
to  you  if  I  am  incorrect.  I  know  that  the  ultimate  real  estate  pur- 
chased by  the  con  artists,  a  good  chunk  of  that  is  in  the  United 
States  and  was  seized  here. 

Mr.  HOYER.  I  don't  think  that  is  necessarily  important  for  you  to 
pursue  that,  unless  someone  else  on  the  Committee  wants  to  pur- 
sue that  incident. 

How  heavily  involved  in  the  counterfeiting  question  does  FinCEN 
become? 

Mr.  McGruder.  We  have  nothing,  no. 

FINANCIAL  CRIME  ENFORCEMENT 

Mr.  HOYER.  How  many  Federal  agencies  become  involved  in  en- 
forcement activities  related  to  financial  crimes?  You  indicated  you 
had  14  agencies  represented  in  your  work  force  as  detailees. 

Mr.  McGruder.  That  is  correct. 

Mr.  Hover.  But  how  many  agencies,  if  you  know,  and  if  not,  per- 
haps you  want  to  submit  it  for  the  record,  do  you  interface  with  in 
terms  of  carrying  out  your  responsibilities  and  duties? 

Mr.  McGruder.  I  can  give  you  the  major  ones,  Mr.  Chairman, 
but  I  would  like  to  submit  a  complete  list  to  you  for  the  record. 
IRS,  Customs,  DEA,  FBI,  and  Secret  Service  are  involved  in  inves- 
tigating some  frauds.  The  Postal  Inspection  Service  will  also  get  in- 
volved in  some,  and  I  would  have  to  give  the  others  to  you  at  a 
later  date.  Those  are  the  major  ones. 

Mr.  Hoyer.  When  you  say  Secret  Service  somewhat,  apparently 
a  limited  basis,  but  aren't  they — they  have  undertaken  new  respon- 
sibilities over  the  last  few  years.  This  committee  became  involved 
in  that.  This  became  somewhat  of  a  dispute. 

Ms.  Hochberg.  Secret  Service  has  a  detailee  at  FinCEN  and  in 
addition,  FinCEN  cooperates  with  all  the  banking  regulators  in  set- 
ting up  the  criminal  referral  database  to  evaluate  them  and  short- 
ly, when  the  computer  program  is  ready,  which  is  being  prepared 
by  the  Fed,  would  be  able  to  scan  in  all  the  criminal  referrals  that 
are  filed  by  all  the  different  banking  institutions  to  their  regu- 
lators, will  all  go  into  FinCEN  and  be  available  from  its  database. 

[The  information  follows:] 
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AGENCIES  INTERFACING  WITH  FinCEN 

Question:   How  many  agencies  do  you  interface  with  in  terms  of 
carrying  out  your  responsibilities  and  duties?   How  many  Federal 
agencies  become  involved  in  enforcement  activities  related  to 
financial  crimes? 

Answer:   FinCEN  interfaces  with  law  enforcement  agencies  in  many, 
different  ways.   First,  it  has  agreements  for  information  sharing 
and  access  with  15  federal  agencies  and  with  a  law  enforcement 
agency  -  as  state-wide  coordinator  -  in  each  of  the  50  states  and 
the  District  of  Columbia.   Also,  FinCEN' s  staff  includes 
detailees  from  many  of  the  same  federal  agencies  with  whom  it  has 
information  sharing  agreements,  and  its  work  involves  close  coor- 
dination with  the  programs  of  those  agencies,  most  importantly 
with  the  U.S.  Customs  Service  and  Internal  Revenue  Service,  DEA, 
the  Secret  Service,  the  Postal  Inspection  Service,  and  the  U.S. 
Marshals  Service.   FinCEN  also  provides  extensive  assistance  to 
the  FBI,  an  agency  with  which  it  does  not  have  an  information 
agreement  at  present,  and  has  provided  assistance  on  an  on-going 
basis  to  the  SEC  and  the  bank  regulators.   It  is  building  a  data 
base  for  the  six  agencies  that  supervise  federally-insured  finan- 
cial institutions,  and  it  also  works  with  components  of  the 
intelligence  community  in  appropriate  cases. 

Second,  FinCEN  provides  a  service  to  agencies  as  customers 
for  particular  FinCEN  products.   It  provided  case  support  to  over 
150  different  agencies  in  the  last  fiscal  year  (including  the 
agencies  listed  above,  as  well  as  other  federal,  state  and  local 
agencies,  and  several  non-United  States  enforcement  agencies) , 
and  its  strategic  reports  and  general  analytical  studies  are  cir- 
culated to  a  wide  audience  in  government.   Moreover,  it  has  pro- 
vided staff  assistance  for  various  governmental  initiatives 
involving  not  only  enforcement  agencies  but  programs  of  the 
Departments  of  the  Treasury  and  State  aimed  at  combating  interna- 
tional money  laundering. 

Of  course,  financial  crime  is  a  very  broad  term.   In  the 
case  of  money  laundering,  for  example,  18  U.S.C.  section  1956 
articulates  close  to  one  hundred  "specified  unlawful  activities" 
that  can  given  rise  to  money  laundering  as  well  as  direct  sub- 
stantive charges;  bank  regulatory  agencies  will  also  likely 
become  involved  in  instances  of  money  laundering  relating  to 
insured  institutions. 
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As  the  definition  of  financial  crime  is  expanded,  the  work 
of  additional  agencies  becomes  directly  relevant.   The  SEC,  for 
example,  is  responsible  for  investigations  of  securities  fraud, 
in  which  the  Justice  Department  and  the  U.S.  Attorneys  Offices, 
as  well  as  the  FBI,  can  also  play  a  major  role;  the  FBI  and  the 
Secret  Service  investigate  financial  institution  fraud;  and  the 
Secret  Service  also  deals  with  various  aspects  of  computer  fraud, 
credit  card  fraud,  and  counterfeiting.   Procurement  fraud  may  be 
investigated  by  the  FBI,  the  IRS  (indirectly)  or  the  Defense 
Criminal  Investigative  Service.   Various  Departmental  Inspector 
Generals  may  investigate  program  fraud  in  the  agencies  under 
their  respective  jurisdictions. 

FinCEN  is  a  leader  in  building  systems  and  data  bases  to 
combine  information  from  various  agencies  in  a  format  that  per- 
mits its  personnel  to  analyze  information  from  various  sources  on 
a  real-time  basis.   These  systems  enhance  FinCEN' s  ability  to ^ 
coordinate  investigations  of  financial  crimes  by  the  many  agen-' 
cies  to  which  such  investigations  are  potentially  relevant. 
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AGENCY  COORDINATION 


Mr.  HOYER.  Is  there  a  need  for  greater  coordination  or  is  there 
pretty  good  coordination  now? 

Mr.  McGruder.  I  think  there  is  pretty  good  coordination  now 
among  most  of  the  agencies.  One  of  the  things  FinCEN  has  been 
able  to  do  is  cross  all  boundaries  because  it  doesn't  have  interest; 
jurisdictional  FinCEN  doesn't  have  its  own  investigative  authority. 
As  a  result,  we  are  able  to  bring  everyone  together  and  do  more 
coordination  and  I  think  we  have  been  successful  in  that. 

[The  information  follows:] 
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SPACE  NEEDED  FOR  COMPUTER  DATABASE 

Question:   Indicate  in  your  response  on  the  need  for  the  addi- 
tional 40,000  square  feet  or  39,000  square  feet  (in  your  new 
building) ,  what  component  of  that  square  footage  is  allocated  to 
your  database  (to  your  expanded  computer  capability) . 

Answer:   Approximately  10,000  square  feet  is  attributable  to 
database  operations  and  usage.   This  number  includes  the  Network 
Information  Center,  LAN  equipment  closets.  Operations  Center  and 
increased  general  office  space  for  persons  requiring  dual  com- 
puter monitors  and  other  hardware  used  to  access  the  databases. 
The  need  for  these  special  purpose  areas  is  generated  by  FinCEN's 
mission  and  its  state-of-the-art  technological  approach  to  pro- 
viding financial  intelligence  and  its  need  to  conduct  conferences 
and  briefings  to  the  law  enforcement  community. 

Areas  necessary  for  the  conduct  of  its  expanding  mission, 
not  available  to  FinCEN  in  the  previous  location  include:   LAN 
rooms;  several  centralized  file/work  rooms;  classified  document 
control  center;  operations  center;  network  information  center; 
tape  storage;  UPS  and  storage  battery  facility;  equipment  mainte- 
nance and  storage  room;  telephone  system  rooms;  mail,  shipping/ 
receiving  room;  graphics  area;  legal/training  library;  imprest 
fund  secured  area;  secure  personnel  file  room;  copy  production 
areas;  video  conference  center;  employee  lounge;  Secured  Communi- 
cations Center  and  conference  area;  public  reception  area;  and 
health  unit  (which  is  anticipated  to  be  shared  by  other  Federal 
agencies  in  the  immediate  area  with  negotiations  for  Memorandums 
of  Understanding  and  cost  sharing  presently  underway) . 
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ALLOCATION  OF  INFORMATION 

Mr.  HOYER.  Because  you  don't  have  investigative  authority,  how 
do  you  decide  to  whom  to  allocate  information  that  you  gather, 
FBI,  DEA,  Customs? 

Mr,  McGruder.  It  depends  on  the  t3rpe  of  investigation  that  is 
being  done.  A  decision  is  made  on  that  basis  and  not  on  any  other 
basis  as  far  as  our  providing  information  to  agencies. 

Mr.  HOYER.  I  am  not  sure  I  understand  that.  If  you  have  some 
information  that  is  generated  by  your  activities  and  by  your 

Mr.  McGruder.  By  our  own  activities,  okay. 

Mr.  HOYER.  You  come  in  and  you  make  an  analysis  or  your  peo- 
ple make  an  analysis  that  there  is  some  information  here  that 
needs  to  be  followed  up  on,  how  do  you  make  a  decision  as  to  who 
gets  the  information  or — who  tasks  the  various  different  agencies 
because  you  don't  have  the  investigative  responsibility  to  carry  out 
furthering  the 

Mr.  McGruder.  That  depends  on  what  agency  has  the  lead  on 
that  particular  type  of  investigation  and  that  is  the  way  it  is  done. 

JURISDICTIONAL  ISSUES 

Mr.  HOYER.  Okay,  have  there  been  any  jurisdictional  problems 
involved? 
Mr.  McGruder.  We  have  not  had  any. 

CHANGING  role 

Mr.  Hoyer.  How  do  you  see  FinCEN's  role  in  the  money  launder- 
ing investigations  evolving  from  its  inception  to  now  to  the  future? 
Do  you  see  changes? 

Mr.  McGruder.  With  our  current  ability  and  improving  our  elec- 
tronic capabilities,  it  is  going  to  allow  us  to  do  more  in  those  areas. 
It  is  going  to  allow  us  to  respond  to  requests  from  different  agen- 
cies much  faster  and  with  more  information. 

As  we  get  into  dealing  with  other  agencies,  like  State  and  local 
agencies,  we  will  get  information  from  them  as  well  as  give  it,  and 
this  will  allow  us  to  do  more  coordinating,  consolidation,  and  to 
keep  agencies  from  having  to  do  a  lot  of  duplication. 

When  we  search  a  database  and  find  there  is  duplication,  that 
is  we  find  that  there  is  another  agency  working  on  the  same  either 
individual  or  organization,  we  can  put  those  two  agencies  together 
so  that  they  can  work  together. 

DUPLICATE  INVESTIGATIONS 

Ms.  HOCHBERG.  FinCEN  has  even  found  instances  where,  within 
the  same  law  enforcement  agency,  there  are  queries,  questions 
coming  in  from  two  different  offices  that  involve  the  same  targets 
where  those  offices  may  not  have  previously  known  their  own  coun- 
terparts were  working  the  same  matter. 

By  its  central  location  and  its  ability  not  just  to  access  commer- 
cial law  enforcement  databases  but  to  store  the  queries,  the  ques- 
tions that  come  in,  FinCEN  is  able  to  know  who  is  looking  at  what 
and  tell  the  left  hand  what  the  right  hand  is  doing.  It  is  performing 
a  very  valuable  function  in  that  way.  And  we  hope  it  will  even  get 
better  once  the  analysis  gets  under  way. 
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Mr.  HOYER.  Do  you  have  specific  examples  of  where  that  has  oc- 
curred? I  know  you  don't  have  it  today,  but  that  would  be  impor- 
tant to  see  where  duplication  is  occurring  and  eliminate  it. 

Ms.  HOCHBERG.  We  can  provide  that,  both  with  respect  to  the 
same  agency  and  with  respect  to  different  agencies.  We  don't  by 
any  means  mean  to  criticize.  This  is  a  value  function  that  is  being 
provided  to  law  enforcement.  Often  times,  what  looks  like  a  local 
crime  may  in  fact  be  a  nationwide  or  international  crime,  but  any 
particular  office  or  indeed  £iny  U.S.  Attorneys  office  will  only  see 
the  local  piece  of  it.  It  is  vitally  important  to  know  that  the  same 
thing  may  be  going  on  on  both  coasts  or  even  internationally. 

[The  information  follows:] 
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COORDINATION  OF  SAME  AGENCY'S  INVESTIGATIONS 

Question:  Provide  specific  examples  of  where  FinCEN  has  received 
requests  from  two  different  offices  within  the  same  agency  on  the 
same  targets  and  has  helped  coordinate  their  investigations. 

Answer:   FinCEN' s  records  reflect  that  FinCEN  was  able  to  apprise 
officials  of  the  same  agency  requesting  information  on  the  same 
individual  in  at  least  86  cases. 

For  example,  in  the  summer  of  1993,  FinCEN  received  a 
request  for  information  on  a  drug  trafficking  subject  from  a  rep- 
resentative of  a  Federal  agency  in  South  Florida.   This  same  sus- 
pect had  also  been  the  subject  of  an  inquiry  received  by  FinCEN 
from  the  same  agency  in  Georgia  one  month  prior.   In  another 
instance,  FinCEN  received  requests  for  information  on  the  same 
subject  from  two  large  offices  of  the  same  Federal  agency  located 
in  different  States. 


COORDINATION  OF  DIFFERENT  AGENCIES'  INVESTIGATIONS 

Question:   Provide  the  number  of  cases  in  which  coordination  was 
provided  to  different  agencies  who  were  asking  about  the  same 
subjects. 

Answer:   FinCEN' s  records  reflect  there  were  78  different  agen- 
cies (32  State  and  46  Federal)  in  which  requests  were  made  on  the 
same  individual  and  FinCEN  was  able  to  foster  the  communication 
link  for  coordination  of  these  agencies'  investigations.   In 
addition,  there  are  hundreds,  if  not  thousands,  of  cases  in  which 
a  subject  of  an  inquiry  was  found  in  the  databases  of  other  agen- 
cies; thus,  necessitating  coordination  of  investigations. 

For  example,  in  the  spring  of  1993,  FinCEN  received  a 
request  for  analytical  support  from  a  law  enforcement  agency  in 
the  southeastern  U.S.   The  suspects  under  investigation  were 
engaged  in  laundering  drug  proceeds  between  the  U.S.  and  Europe. 
During  the  course  of  examining  the  various  databases,  FinCEN  ana- 
lysts discovered  records  in  the  criminal  database  of  another  law 
enforcement  agency.   The  subject  was  of  interest  to  this  second 
agency  for  the  same  allegation.   FinCEN  put  the  two  investigators 
from  different  agencies,  who  were  investigating  the  same  suspect, 
in  contact  with  one  another. 
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Mr.  HoYER.  If  a  U.S.  Attorney  has  a  case  in  New  Jersey,  for 

instance 

Ms.  HOCHBERG.  I  knew  I  shouldn't  have  opened  that  up- 


Mr.  HOYER.  This  is  not  a  confirmation  hearing  of  course. 

Ms.  HoCHBERG.  Thank  Goodness. 

Mr.  HOYER.  But  then  you  do  pretty  well.  That  wouldn't  be  a 
problem.  Would  you  be  able  to  key  into  a  database  to  see  whether 
or  not  a  local  case  may  relate  to  something  nationally  or  inter- 
nationally? 

Ms.  HoCHBERG.  You  can  certainly  be  sure  that  in  any  case  that 
originates  in  the  U.S.  Attorneys  office  in  New  Jersey,  and  I  believe 
this  would  be  true  in  most  of  the  U.S.  Attorneys  offices  that  heindle 
the  sophisticated  financial  crime  cases,  that  the  law  enforcement 
bureaus  that  do  the  investigative  work  for  the  U.S.  Attorneys  will 
either  on  their  own  or  certainly  with  direction  from  these  specific 
Assistant  U.S.  Attorneys  early  on  and  often  check  in  with  FinCEN 
to  be  sure  that  they  have  the  latest  information  on  the  target  and 
to  find  out  whether  someone  in  California  is  looking  at  a  piece  of 
the  same  case. 

You  need  to  do  that  to,  avoid  duplication,  and  see  if  it  is  a  much 
larger  fraud  than  you  see. 

I  used  FinCEN  very  early  on  in  one  of  my  big  bank  fraud  cases. 
I  don't  want  to  go  into  details.  This  is  before  I  had  my  current  job. 

Mr.  Hover.  For  the  record  also  if  you  would  provide  statistics  on 
prosecutions  and  convictions  for  money  laundering  at  the  State  and 
Federal  levels  over  the  last  several  years  in  which  FinCEN  has 
played  a  role. 

[The  information  follows:] 

Statistics  on  Prosecutions 

Question.  Provide  statistics  on  prosecutions  and  convictions  for  money  laundering 
at  the  State  and  Federal  levels  over  the  last  several  years  in  which  FinCEN  has 
played  a  role. 

Answer.  Presently  FinCEN  does  not  have  access  to  the  information  necessary  to 
answer  this  question.  However,  we  anticipate  implementing  an  extended  customer 
feedback  follow-up  procedure,  which  will  lend  itself  to  capturing  this  value  added 
information. 

LEGISLATION 

Mr.  Hover.  Mr.  McGruder,  do  you  have  recommendations  for 
changes  in  subsequent  legislation  that  would  facilitate  your  money 
laundering  investigations?  Are  there  any  legal  things,  legal  stric- 
tures that  confront  your  office? 

Mr.  McGruder.  One  of  the  things  I  think,  Mr.  Chairman,  would 
be  the  Form  8300  provision  that  is  now  pending. 

Ms.  Hochberg.  This  is  the  ability — part  of  law  enforcement  ef- 
forts are  being  hampered  by  our  inability  to  access  and  disseminate 
all  of  the  form  8300s  that  are  filed  with  large  cash  transactions  in- 
volving goods  rather  than  through  financial  institutions.  This  is  the 
IRS  data. 

Nobody,  to  our  knowledge,  opposes  this.  We  are  finding  ways  to 
get  it  done  so  the  IRS  can  provide  and  FinCEN  can  provide  access 
to  all  law  enforcement.  If  someone  spends  over  $10,000  on  a  car, 
that  form  is  filed,  there  is  a  form  8300,  that  is  just  as  important 
to  us  to  know  as  if  somebody  brought  in  over  $10,000  to  the  teller's 
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cage^e  would  like  to  be  able  to  disseminate  that  information 

mI:  HochberI-  YeT"  "^'  ^'"'''^  ^^^^  ^^  ^  ^^^'  "^^^^ 

Mr.  LiGHTFOOT.  You  said  over  $10,000 

Ms.  HOCHBERG.  I  am  sorry.  Cash,  yes.  Thank  you 

wilf  mn.'^""'"''^"'*  ^^""^  ^  ^'"""^  °°^  ^^^^  ^^^  ^l^'OO^  ^^^y  that 

FiS^'^FM^Tlf  •  ^""^  Light^oot,  do  you  have  any  more  questions  on 
FmCEN?  I  have  a  lot  of  questions  and,  Mr.  McGruder,  I  am  going 
to  present  them  to  you.  You  can  respond  to  them  for  the  record 
but  I  want  to  try  to  accommodate  Ms.  Hochberg  ' 

do^hat        ''''''''''•  ^^''  ^'■'  ^^^"^^'  FinCEN  would  be  happy  to 
[The  questions  submitted  for  the  record  follow:] 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

PERFORMANCE  MEASURES 

Question:   FinCEN's  clients  are  federal,  state  and  local  law 
enforcement  agencies.   Its  product  is  tactical  information  and 
strategic  analysis  of  financial  and  law  enforcement  information. 

—  How  do  you  obtain  feedback  from  your  clients? 

Answer:   The  feedback  process  begins  the  moment  a  case  is 
assigned  to  an  analyst  and  continues  throughout  the  actual 
research  support  FinCEN  staff  provide  to  every  investigation. 
Each  request  for  a  FinCEN  Intelligence  Report  is  assigned  to  an 
analyst.   One  of  the  first  steps  the  analyst  takes  is  to  contact 
the  requester  by  phone  and  ask  pertinent  questions  about  the 
case.   This  approach  is  helpful  in  two  ways. 

First,  a  "customer  relationship"  is  established  and  the 
requester  gets  a  "point  of  contact"  at  FinCEN.    He/she  can  fol- 
low the  progress  of  the  report  and,  occasionally,  provide  new 
direction  before  the  final  version  of  the  report  is  issued. 
Second,  the  contact  gives  the  FinCEN  analyst  the  background  of 
the  case.   The  analyst  is  then  better  equipped  to  carry  out  a 
full  and  pertinent  search. 

Contact  is  generally  continued  throughout  the  length  of  the 
analyst's  work  on  the  case.   This  prevents  the  analyst  from 
researching  avenues  which  are  not  of  concern  to  the  case  agent, 
and  it  ensures  that  the  case  agent  gets  all  the  information 
he/she  feels  is  important  to  the  case. 

Every  report  issued  by  FinCEN  contains  a  slightly  tailored 
feedback  form  and  a  self-addressed  return  envelope.  If  warranted, 
analysts  may  call  the  case  agent  after  sufficient  time  has  passed 
to  find  out  if  any  search  warrants,  arrests,  seizures,  prosecu- 
tions or  forfeitures  have  taken  place.   In  the  event  that  a  pro- 
ject is  new,  or  a  case  is  large  or  complex  enough  to  require  on- 
site  support,  (one  day  to  many  months) ,  feedback  is  obtained  ver- 
bally and  information  about  the  case  or  suggestions  on  approach 
are  incorporated  directly  into  the  FinCEN  report  during  the 
research  and  writing. 

FinCEN  receives  approximately  21  per  cent  return  of  the  cus- 
tomer feedback  forms  that  are  routinely  included  with  each  dis- 
seminated tactical  report.   Less  than  1  per  cent  of  those 
returned  responses  indicates  that  the  information  provided  by 
FinCEN  did  not  help  in  the  investigation.   FinCEN  routinely  makes 
inquiries  on  any  negative  response.   Virtually  all  customers  so 
queried  indicate  that  the  information,  or  confirmed  absence  of 
information,  was  appreciated,  but  that  it  simply  led  to  no  par- 
ticular investigative  progress.   The  vast  majority  of  response 
forms  that  FinCEN  receives  are  highly  laudatory  of  FinCEN's 
efforts  and  data. 
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FinCEN  gathers  client  feedback  on  its  strategic  publications 
by: 

-  attaching  formatted  feedback  forms  (see  attached  copy)  to 
each  intelligence  report; 

-  monitoring  incoming  requests  for  specific  reports  or 
placement  on  our  publications  dissemination  list;  and, 

-  responding  to  incoming  requests  on  24-hour  publications 
hot-line. 

In  addition,  a  project  is  underway  to  place  FinCEN  strategic 
reports  onto  the  Treasury  Enforcement  Communications  System. 
Once  established,  the  project  will  allow  FinCEN  to  monitor  feed- 
back by  tracking  the  number  of  queries  on  each  report. 

FEEDBACK  FORMS 

V 

Question: 

—  Do  you  have  structured  questions  or  do  you  ask  for  open-ended 

feedback? 

Answer:   FinCEN  seeks  both  structured  and  open-ended  feedback  on 
each  intelligence  report.  Structured  feedback  is  gathered  by  pro- 
viding a  list  of  specific  questions  on  quality  and  use  of  each 
report.   Open-ended  feedback  is  solicited  with  a  general 
"comments"  response  section  on  each  report. 

Feedback  forms  are  designed  to  elicit  information  about  each 
report's  impact,  value  and  structure.   Specific  information  is 
requested  about : 

The  supported  case:  Is  it  ongoing;  has  it  been  referred  to 
someone  else?  In  the  event  of  a  pro-active  FinCEN  report:  Was  a 
case  opened  based  on  our  report;  has  it  been  referred  to  someone 
else,  etc.? 

Open-ended  feedback  is  requested  about: 

The  impact  or  value  of  the  report:   Was  the  information  use- 
ful, timely,  thorough? 

If  the  report  was  not  valuable,  why  not? 

Suggestions  for  improvement. 
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ATTACHMENT 

FINANCIAL  CRIMES  ENFORCEMENT  NETWORK  (FinCEN) 

2070  Chain  Bridge  Road,  Vienna,  VA   22182   (703)905-3777 

OFFICE  OF  STRATEGIC  ANALYSIS 


Receiving  Office: 
Report  # : 
Report  Title: 


Report  Date: 


RECEIVING  OFFICE  PLEASE  RESPOND  TO  THE  FOLLOWING  QUESTIONS: 


Knowledge  of 


Action  Taken: 
(please  check 
all  that  apply) 


[  ]   Information  not  previously  known 
[  ]   Information  previously  known  but  report  of 
additional  value.   (See  Below)  Other  source 

of  this  information  

[  ]   Information  previously  known  and  FinCEN 
report  was  of  no  additional  value. 

[  ]   Report  contributed  to  resource/  personnel 
allocation  decision  by  management. 

[  ]   Report  contributed  to  decision  to  create 
special  program  and/or  alter  anti-money 
laundering  programs. 

[  ]   Report  used  for  instruction  purpose  (e.g., 
incorporated  into  courses  on  money  launder- 
ing, curriculum  adapted  to  include  report 
information . 

[  ]   Report  information  used  for  orientation/ 
briefing  purposed  (for  agents,  analysts) 

[  ]   Report  forwarded  to  

[  ]   Report  will  be  used  for  one  or  more  of  the 
above  actions. 

[  ]   No  current  action;  report  filed  for  future 
reference . 

[  ]   No  action  taken,  report  destroyed. 

[  ]   Other  (please  specify)  


Content  of  this  Report: 

Narrative 

Statistics 

Recommendations 

Received  by: 


Appropriate 

[  ] 
[  ] 
[  ] 


Expand 

[  ] 
[  ] 
[  ] 


Shorten 

[  ] 

[  ] 


Name  (print  or  type)      Title 

Date  Received:  Telephone  #:  

Comments:         
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Question: 

—  If  your  clients  are  dissatisfied,  is  there  any  other  place 

they  can  go  for  the  same  information? 

Answer:   Other  Federal  law  enforcement  agencies  have  access  to 
their  own  in-house  databases  and  may  have  commercial  databases  in 
some  locations.   However,  to  our  knowledge,  no  other  Federal 
agency  has  as  much  data  available  from  as  many  sources  as  does 
FinCEN. 

For  example,  state  and  local  agencies  desiring  Bank  Secrecy 
Act  data  can  get  information: 

—  through  FinCEN, 

—  through  agreements  negotiated  with  Treasury's  Office  of 
Financial  Enforcement,  or 

—  through  joint  investigations  involving  the  IRS  or  U.S. 
Customs  Service. 

The  unique  value  of  FinCEN  is  the  blending  of  commercial,  law 
enforcement  and  financial  information  that  is  readily  available 
in  one  place.   FinCEN  has  the  most  comprehensive  collection  of 
enforcement  and  regulatory  databases,   access  to  Treasury's 
Financial  Database  and  a  broad  array  of  commercially  available 
systems.   Other  agencies  do  not  have  this   single,  e.g.  "one-stop 
shopping",  source  for  all  of  these  systems  that  is  available  at 
FinCEN.   Moreover,  providing  information  is  FinCEN' s  mission, 
rather  than  a  by-product  of  a  direct  enforcement  responsibility. 

Also,  many  strategic  reports  generated  by  FinCEN  are  issued 
in  "official  use  only"  and  "non-official  use  only"  versions. 
Accordingly,  FinCEN' s  strategic  products  are  available  to  a  much 
wider  audience,  including  bank  regulatory  agencies,  state  and 
local  law  enforcement  agencies,  and  the  financial  community. 

CHANGES  RESULTING  FROM  FEEDBACK 

Question: 

—  Can  you  give  examples  of  instances  in  which  you  changed  proce- 
dures in  response  to  constructive  feedback? 

Answer:   FinCEN  has  periodically  made  changes  in  procedures, 
which  have  increased  customer  satisfaction  and  streamlined 
office  work  flow,  based  on  constructive  feedback  it  has  received. 
Some  changes  are: 

1.  Feedback  forms  for  each  type  of  report  have  been  peri- 
odically updated  to  ensure  that  useful  information  is  being  col- 
lected in  the  most  efficient  manner. 

2.  Report  formats  have  been  altered  for  ease  of  comprehen- 
sion in  the  case  of  large  or  complex  investigations. 
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3.  Both  written  and  verbal  feedback  have  helped  in  a  gen- 
eral way  to  fine-tune  our  manner  of  response. 

4.  A  major  effort  has  been  made  through  staff  training  and 
reinforcement  by  FinCEN  supervisors  to  increase  analyst  contact 
with  requesters. 

5.  Customers,  who  have  received  FinCEN  products  or  heard  of 
FinCEN  capabilities,  have  begun  asking  for  new  types  of  products. 
This  information  is  used  in  long  term  planning  by  FinCEN  where 
new  areas  of  focus  are  required  or  when  extremely  large  projects 
are  undertaken. 

In  the  past,  cases  assigned  were  worked  as  a  total  package, 
that  is  to  say,  FinCEN  staff  conducted  full  database  research  and 
analysis  on  each  individual  and  business  requested/identified. 
We  found  however,  that  in  many  cases,  the  requester  does  not 
need,  nor  do  they  desire  full  work-up  on  each  and  every  subject. 
Rather,  in  many  instances,  they  want  only  peripheral  research 
conducted  on  what  they  considered  to  be  secondary  targets  yet 
they  want/need  in-depth  research  and  analysis  conducted  on  tar- 
gets they  considered  primary  to  their  investigation.   FinCEN, 
therefore,  responded  by  going  to  a  "case-by-case  profile 
response".   This  procedure  requires  FinCEN  to  contact  each 
requester  upon  receipt  of  the  case  to  determine  the  type  and 
nature  of  investigative  support  required. 

FinCEN  has  found  that  by  tailoring  our  investigative  support 
to  the  specific  needs  of  the  field,  our  response  time  has  sig- 
nificantly decreased  in  many  of  our  cases.   At  the  same  time  we 
are  able  to  effectively  spend  more  time  in  providing  better,  in- 
depth  support  to  longer  term  investigations. 

Also,  FinCEN  has  often  changed  its  procedures  and  priorities 
in  response  to  customer  feedback  on,  or  need  for,  its  strategic 
products.   For  example,  the  FinCEN  strategic  reports  listed  below 
resulted  directly  from  specific  requests  or  identification  of 
areas  within  the  area  of  money  laundering  that  required  atten- 
tion.  Based  on  feedback,  the  primary  criticism  of  strategic 
reports  was  the  inability  of  FinCEN  to  reach  a  wider  audience.  As 
a  result,  the  Strategic  Analysis  Office  has  instituted  a  number 
of  procedures  to  expand  its  audience  and  assist  the  proper 
authorities  in  the  detection,  prevention  and  prosecution  of 
financial  crime. 

Appearing  below  is  a  representative  sample  of  the  Office  of 
Strategic  Analysis'  reports  created  as  a  result  of  customer  feed- 
back or  need: 

-  FinCEN  Trends  -  a  quarterly  publication  sent  to  the  bank- 
ing and  regulatory  communities.  Current  distribution  is  over 
16,000.  The  goal  of  Trends  is  to  improve  the  utility  and  applica- 
tion of  the  Bank  Secrecy  Act  by  providing  timely  intelligence  on 
financial  crime  and  Title  31  compliance; 
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-  FinCEN  UPDATE  -  a  quarterly  publication  issued  to  law 
enforcement  and  policy  makers.   Current  distribution  of  Update  is 
over  2,000.  This  publication  provides  articles  and  statistical 
summaries  on  issues,  such  as  credit  card  fraud,  money  laundering 
by  the  Call  Cartel,  insurance  fraud,  currency  flows  and  money 
laundering  by  check  cashiers  and  money  transmitters; 

-  State  Money  Laundering  Assessments  -  reports  detailing 
regional  vulnerabilities,  suspect  industries  and  businesses  and 
enforcement  or  legislative  initiates  that  might  curtail  money 
laundering  in  a  given  area.  These  reports  are  presented  to  state 
enforcement,  policy  and  legislative  officials  and  resulted  in  the 
enactment  of  legislation  in  the  area  of  money  laundering; 

-  Country  Profiles  -  reports  outlinin--^  the  money  laundering 
situation  in  the  subject  country.  These  reports  are  provided  to 
foreign  policy-makers  working  on  international  treaties,  training 
programs  and  policy  programs.  To  date,  over  40  money  laundering 
profiles  have  been  produced  and  demand  for  additional  profiles 
and  updated  reports  continues; 

-  Investigative  Guideline  to  Wire  Transfers  -  a  comprehen- 
sive overview  of  money  laundering  via  electronic  transfer  systems 
including  recommendations  to  curtail  such  activity. 

-  Federal  Reserve  Currency  Flow  Trends  -  Analysis  the  cur- 
rency flows  in  the  United  States. 

-  Jamaican  Organized  Crime  -  an  examination  of  crime  by 
Jamaican  gangs;  and, 

-  An  Assessment  of  Narcotics  Related  Money  Laundering  -  a 
detailed  breakdown  of  the  various  methods,  common  indications  and 
proposed  solutions  to  drug  based  money  laundering. 

INCENTIVES  FOR  PROVIDING  QUALITY  SERVICE 

Question: 

—  What  are  the  incentives  for  FinCEN  analysts  to  provide  quality 

service? 

Answer:   FinCEN' s  stated  aim  is  to  be  of  the  greatest  benefit  to 
the  greatest  number  of  customers  possible,  given  budgetary  and 
human  constraints.   This  philosophy  is  handed  down  to  every  ana- 
lyst in  several  ways. 

First,  every  FinCEN  training  session  is  built  around  the 
idea  that  reporting  should  be  comprehensive  and  concise. 

Second,  every  FinCEN  report  is  reviewed  by  the  branch  chief 
and  the  division  chief  before  being  approved  for  issuance.  Cor- 
rections, exclusions  or  inclusions  are  made  by  the  analyst  to 
bring  the  report  in  line  with  division  guidelines. 
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Third,  the  Employee  Performance  Appraisal  System  (EPAS) 
calls  for  bi-annual  meetings  between  every  analyst  and  his  or  her 
branch  chief.   Professional  attitude,  courtesy,  thoroughness,  and 
timeliness  are  measured  in  the  EPAS.   A  lack  of  any  of  these 
attributes  on  the  part  of  the  analyst  is  discussed  and  both  the 
branch  chief  and  the  analyst  look  for  ways  to  correct  or  improve 
that  area. 

Fourth,  timeliness  has  become  a  performance  measure  for 
FinCEN  and,  therefore,  for  every  analyst,  as  set  down  in  the 
FinCEN  Strategic  Plan. 

REIMBURSEMENTS  AND  FEES 

Question:   Why  should  FinCEN  provide  its  services  for  free  to 
other  agencies? 

Answer:   FinCEN  does  not  charge  for  specific  reports,  except 
under  cooperative  arrangements  that  call  for  dedication  of  spe- 
cial resources,  for  example  FinCEN' s  arrangements  with  the 
Justice  Asset  Forfeiture  Program.   FinCEN  has  always  operated  as 
a  cooperative  enterprise.   However,  it  is  exploring  expanding 
ways  to  cost-share  with  its  clients. 

FinCEN  deals  primarily  with  agencies  that  give  it  free 
access  to  their  information  -  trading  analysis  for  information  is 
a  direct  form  of  charge.   Also,  FinCEN' s  total  complement  of 
staff  includes  some  42  non-reimbursable  detailees,  as  of  March  1, 
1994  -  many  of  whom  are  senior  special  agents  from  other  Treasury 
or  Justice  bureaus.   These  individuals  are  crucial  in  setting 
FinCEN' s  program  and  case  priorities. 

In  addition,  FinCEN  has  emphasized  cost  sharing  for  specific 
projects  as  appropriate.   It  has  requested  and  received  resources 
from  the  OCDETF  and  HIDTA  programs  and  the  Department  of  Defense 
(which  has  an  interest  in  FinCEN' s  technology  applications),  and 
it  has  raised  funds  by  charging  agencies,  such  as  the  Justice 
Asset  Forfeiture  Program,  for  specific  tasks  and  by  building 
capacities  such  as  the  Criminal  Referral  Data  Base  in  part  with 
funds  from  the  user  regulatory  agencies. 

However,  FinCEN  does  not  charge  for  individual  intelligence 
reports  (except  under  specific  programs  that  call  for  dedication 
of  special  resources)  for  several  reasons.   A  unit  charge  would 
seriously  reduce  the  availability  of  FinCEN' s  services  in  a  way 
that  would  not  be  linked  to  the  value  of  that  service.   Unit 
charges  are  made  even  more  difficult  by  the  fact  that  most  agen- 
cies are  not  themselves  budgeted  or  authorized  to  pay  for  prod- 
ucts on  a  unit  basis.   Any  attempt  by  FinCEN  to  charge  those 
agencies,  which  provide  FinCEN  with  staff  or  information  on  a 
non-reimbursable  basis,  would  have  to  offset  these  charges  to 
take  into  account  the  value  of  the  resources  they  provide  free  to 
FinCEN. 
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Under  Project  Gateway,  which  is  FinCEN's  principal 
initiative  to  automate  and  greatly  expand  support  for  the  states, 
FinCEN  plans  to:   (1)  provide  states  with  the  capability  to 
perform  direct,  on-line  research  of  Treasury's  financial  database 
(thus  reducing  the  manpower  at  FinCEN  currently  expended  on  this 
process) ;  (2)  open  to  support  from  the  states  by  permitting  them 
to  furnish  detailees  to  serve  on  the  FinCEN  staff;  and  (3) 
provide  states  with  direct,  on-line  commercial  database  research 
capability  for  which  an  automated  "charge-back"  system  would  be 
developed. 

VALUE  OF  COOPERATION 

Question:   Rather  than  accept  money,  FinCEN  often  accepts  free 
analysts  and  data  bases  as  barter  for  its  services, 
-r  Can  you  assign  a  dollar  value  to  this  cooperation? 

Answer:   The  cooperative  sharing  of  law  enforcement  information 
is  invaluable  to  agencies'  investigations.   Each  agency's  inves- 
tigative data  does  not  exist  anywhere  else  except  with  the  origi- 
nating agency.   Such  investigative  information  is  considered  the 
most  important  resource  of  the  agency  and  very  seldom  shared  with 
others  except  under  special  circumstances,  such  as  formal  task 
forces  and  other  cooperative  efforts.   In  fact,  some  federal 
agencies  are  prohibited  by  law  from  sharing  their  information  and 
others  refuse  to  share  investigative  information  for  a  variety  of 
reasons.   Consequently  no  amount  of  money  will  create  or  develop 
another  source  for  the  information. 

FinCEN  has  always  been  a  cooperative  enterprise. 
Non-reimbursable  personnel  from  other  agencies  and  their 
data  bases  are  provided  by  participating  agencies  to  enhance 
intelligence  and  expertise  sharing.   Bartering  of  database 
services,  personnel  services  and  expertise  were  not  the  models 
until  FinCEN  was  conceived  and  established.   The  concept  of 
shared  resources  by  the  agencies  that  have  a  Memorandum  of 
Understanding  with  FinCEN  was  seen  as  an  attempt  to  cooperate  and 
avoid  duplication  of  effort  in  the  fight  against  financial  and 
narcotics  money  laundering  and  violent  crime. 

Question: 

—  How  much  more  would  the  Congress  have  to  appropriate  if  such 

cooperative  efforts  did  not  exist? 

Answer:   As  of  March  1,  1994,  a  total  of  42  non-reimbursable 
detailees  from  other  Federal  agencies  are  working  at  FinCEN. 
Some  agencies  are  in  the  process  of  providing  additional 
detailees,  which  should  bring  the  total  to  approximately  50. 
Congress  would  have  to  appropriate  approximately  $5  million  if 
this  cooperative  effort  did  not  exist. 
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Question : 

—  Should  FinCEN  support  be  tied  directly  to  information  and  per- 
sonnel sharing? 

Answer:   FinCEN  produces  a  product  for  the  Government  agencies 
that  use  its  resources.   It  has  been  a  cooperative  venture.   To 
begin  to  charge  for  information  that  in  the  past  has  been  freely 
shared  would  raise  certain  questions.   Should  FinCEN  charge  back 
or  rebate  an  agency  when  its  information  is  shared  with  others? 
Or  will  FinCEN  be  the  only  agency  that  charges  for  information? 
If  some  agencies  are  more  able  to  pay  than  others,  will  smaller 
or  State  and  local  agencies  be  denied  access  on  the  basis  of 
their  inability  to  pay?   While  FinCEN  is  constantly  exploring  the 
possibility  of  mission  related  charges  or  charge  backs  to  other 
agencies  as  part  of  its  support,  it  is  clear  that  we  must  move 
cautiously  in  this  area. 

Question:   Are  any  particular  agencies  getting  disproportionately 
more  out  of  FinCEN  given  their  level  of  commitment  in  people  and 
data? 

Answer:   Historically,  the  Federal  Bureau  of  Investigation  has 
consistently  been  among  the  top  five  users  of  information  avail- 
able through  FinCEN.   The  FBI's  current  level  of  commitment  in 
people  is  three  detailees  (one  agent,  two  analysts)  assigned  to 
FinCEN. 

MEETING  INCREASED  DEr4AND  FOR  SERVICES 

Question:   Is  the  budget  request  sufficient  to  satisfy  demand  for 
your  services? 

Answer:   In  keeping  with  the  Administration's  policy,  FinCEN  is 
trying  to  become  more  efficient  by  prioritizing  workload  and 
using  cutting-edge  technology  to  the  extent  possible.   FinCEN  is 
in  the  process  of  implementing  new  programs,  i.e.  auto  query  and 
text  based  retrieval  systems,  which  will  allow  a  much  greater 
output  with  the  same  number  of  people. 
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Question:   What  has  been  the  growth  in  demand  for  your  service 
over  time? 

Answer:   Increase  in  requests  for  FinCEN's  Tactical  Support  are 
reflected  in  the  chart  below.   It  reflects  the  percentage  of 
increase  and  actual  numbers  of  requests  processed  by  FinCEN;  and 
the  numbers  of  Federal  and  State  agencies  FinCEN  supported  from 
FY  1990-Fy  1993. 


FY*1990 

Pr'1991 

%lnc. 

Pr'1992 

%  Inc. 

FY  1993 

%inc. :; 

Total  Requests 
Processed 

1,281 

3,468 

170.73% 

3,696 

6.57% 

5,290 

43.13% 

Federal  Agencies 
Supported 

29 

58 

100.00% 

82 

41.38% 

93 

13.41% 

State  and  Local 
Agencies  Supported 

5 

31 

520.00% 

50 

01.29% 

64 

28  00% 

Total  Agencies 
Supported 

34 

89 

161.70% 

132 

48.31% 

157 

18.94% 

*  FinCEN  was  established  on  April  25,  1990. 

Also,  appearing  below  is  a  summary  of  products  generated  by 
FinCEN's  Office  of  Strategic  Analysis,  which  indicates  the  growth 
in  demand  for  these  strategic  products: 

Financial  Crimes  Enforcement  Network 

Work  Products*  Issued  by  Office  of  Strategic  Analysis 

FY  1990  -  FY  1993 


Time  Period 

Work  Products 
Issued 

Self-Initiated 

Requested  by 
Other  Agency 

1990 

8 

2 

6 

1991 

104 

37 

67 

1992 

155 

54 

101 

1993 
Through  07/31/93 

143 

34 

109 

Total 

410 

127 

283 

*  A  work  product  is  written  material  in  the  form  of  an  ana- 
lytic report,  response  to  a  query  requiring  research  and 
analysis,  or  information  developed  for  educational  or  training 
purposes . 
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IMPACT 

Question:  Have  successful  money  laundering  prosecutions  in  the 
United  States  led  criminals  to  launder  their  profits  elsewhere, 
like  Latin  America  and  Europe? 

Answer:   According  to  authorities  in  Europe,  Latin  America,  the 
Caribbean  and  a  number  of  Asian  Nations,  money  laundering  activ- 
ity in  these  regions  has  increased  in  response  to  case  activity 
in  the  United  States.   Federal  authorities  estimate  that,  of  the 
$348  billion  U.S.  dollars  in  circulation  as  of  September  1993, 
one-half  to  two-thirds  may  be  held  overseas  or  in  underground 
economies.   The  movement  of  illicit  proceeds  from  the  U.S.  to 
foreign  destinations  to  avoid  detection,  seizure  and  forfeiture 
actions  is  also  evidenced  by  the  participation  of  nations  such  as 
the  United  Kingdom,  France,  Australia  and  Germany  in  the  Finan- 
cial Action  Task  Force,  various  INTERPOL  working  groups  and  other 
international  anti-money  laundering  initiatives. 

Question:   If  so,  what  can  the  U.S.  do  about  it? 

Answer:   The  U.S.  could  attempt  to  curtail  the  international 
movement  and  laundering  of  criminally  based  money  by: 

o  Becoming  more  involved  in  international  efforts  against 
money  laundering; 

o  Devoting  more  attention  and  resources  to  outbound  currency 
interdiction  operations  in  the  U.S.; 

o  Continuing  to  conduct  currency  flow  analysis  from  the  U.S. 
to  suspect  money  laundering  centers  throughout  the  world; 

o  Continuing  to  analyze  the  problem  from  a  strategic  perspec- 
tive and  to  provide  the  resulting  intelligence  to  the  proper 
authorities; 

o  Encouraging  non-member  countries  to  participate  in  interna- 
tional anti-money  laundering  working  groups  and  organiza- 
tions; 

o  Continuing  to  educate  the  banking  community  on  the  misuse  of 
wire  transfer  systems  and  other  common  methods  used  for  the 
international  movement  of  criminally  based  monies  from  the 
United  States. 
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AGENCIES  INTERFACING  WITH  FinCEN 

Question:   How  many  Federal  agencies  become  involved  in  enforce- 
ment activities  related  to  financial  crimes?   Is  there  a  need  for 
greater  coordination? 

Answer:   FinCEN  is  a  leader  in  building  systems  and  databases  to 
combine  information  from  various  agencies  in  a  format  that  per- 
mits its  personnel  to  analyze  information  from  various  sources  on 
a  real-time  basis.   These  systems  enhance  FinCEN' s  ability  to 
coordinate  investigations  of  financial  crimes  by  the  many  agen- 
cies who  are  involved  in  enforcement  activities  related  to  finan- 
cial crimes . 

FinCEN  interacts  with  these  other  law  enforcement  agencies 
in  many,  different  ways.   First,  it  has  agreements  for  informa- 
tion sharing  and  access  with  15  federal  agencies  and  with  a  law 
enforcement  agency  -  as  state-wide  coordinator  -  in  each  of  the 
50  states  and  the  District  of  Columbia.   Also,  FinCEN' s  staff 
includes  detailees  from  many  of  the  same  federal  agencies  with 
whom  it  has  information  sharing  agreements,  and  its  work  involves 
close  coordination  with  the  programs  of  those  agencies,  most 
importantly  with  the  U.S.  Customs  Service  and  Internal  Revenue 
Service,  DEA,  the  Secret  Service,  the  Postal  Inspection  Service, 
and  the  U.S.  Marshals  Service.   FinCEN  also  provides  extensive 
assistance  to  the  FBI,  an  agency  with  which  it  does  not  have  an 
information  agreement  at  present  (but  hopes  to  in  the  near 
future) ,  and  has  provided  assistance  on  an  on-going  basis  to  the 
SEC  and  the  bank  regulators.   It  is  building  a  data  base  for  the 
six  agencies  that  supervise  federally-insured  financial 
institutions,  and  it  also  works  with  components  of  the 
intelligence  community  in  appropriate  cases. 

Second,  FinCEN  provides  a  service  to  agencies  as  customers 
for  particular  FinCEN  products.   It  provided  case  support  to  over 
150  different  agencies  in  the  last  fiscal  year  (including  the 
agencies  listed  above,  as  well  as  other  federal,  state  and  local 
agencies,  and  several  non-United  States  enforcement  agencies) , 
and  its  strategic  reports  and  general  analytical  studies  are  cir- 
culated to  a  wide  audience  in  government.   Moreover,  it  has  pro- 
vided staff  assistance  for  various  governmental  initiatives 
involving  not  only  enforcement  agencies  but  programs  of  the 
Departments  of  the  Treasury  and  State  aimed  at  combating  interna- 
tional money  laundering. 

Of  course,  financial  crime  is  a  very  broad  term.   In  the 
case  of  money  laundering,  for  example,  18  U.S.C.  section  1956 
articulates  close  to  one  hundred  "specified  unlawful  activities" 
that  can  given  rise  to  money  laundering  as  well  as  direct  sub- 
stantive charges;  bank  regulatory  agencies  will  also  likely 
become  involved  in  instances  of  money  laundering  relating  to 
insured  institutions. 
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As  the  definition  of  financial  crime  is  expanded,  the  work 
of  additional  agencies  becomes  directly  relevant.   The  SEC,  for 
example,  is  responsible  for  investigations  of  securities  fraud, 
in  which  the  Justice  Department  and  the  U.S.  Attorneys  Offices, 
as  well  as  the  FBI,  can  also  play  a  major  role;  the  FBI  and  the 
Secret  Service  investigate  financial  institution  fraud;  and  the 
Secret  Service  also  deals  with  various  aspects  of  computer  fraud, 
credit  card  fraud,  and  counterfeiting.   Procurement  fraud  may  be 
investigated  by  the  FBI,  the  IRS  (indirectly)  or  the  Defense 
Criminal  Investigative  Service.   Various  Departmental  Inspector 
Generals  may  investigate  program  fraud  in  the  agencies  under 
their  respective  jurisdictions. 

UNIQUE  ROLE 

Question:   What  do  you  see  as  FinCEN's  unique  role  in  money  laun- 
dering investigations?   How  do  you  see  FinCEN's  role  evolving  in 
the  future? 

Answer:   FinCEN  was  created  to  serve  a  variety  of  anti-money 
laundering  goals,  but  the  overall  strategy  was  to  centralize  the 
intelligence  data  and  thereby  bring  focus  and  coordination  to  law 
enforcement  efforts.   We  believe  FinCEN's  uniqueness  lies  in  its 
status  as  an  independent,  multi-agency  organization  devoted 
solely  to  those  ends. 

FinCEN's  independence  is  especially  crucial  -  it  is  a  major 
component  of  FinCEN's  earned  reputation  as  an  "honest  broker"  of 
information  in  the  sometimes  parochial  world  of  law  enforcement. 
Because  FinCEN  has  no  direct,  primary  investigative  jurisdiction 
of  its  own,  it  has  been  able  to  gain  access  from  a  single  loca- 
tion to  perhaps  the  largest  collection  of  law  enforcement,  finan- 
cial, and  commercial  databases  in  the  law  enforcement  community. 
In  addition,  by  virtue  of  its  now  operational  artificial  intelli- 
gence system,  FinCEN  evaluates  every  single  Bank  Secrecy  Act  fil- 
ing for  indication  of  suspicion  -  the  first  time  such  an  evalu- 
ation has  been  made. 

FinCEN  gives  us  the  opportunity  to  combine  information  and 
an  independent  perspective.   It  can  provide  a  key  element  in 
developing  Treasury  strategies  to  deal  with  money  laundering  and 
enforcement  efforts  against  related  financial  crimes.   But,  it 
needs  to  be  carefully  shaped  as  it  reaches  its  maturity.   Our 
strategic  planning  is  addressing  a  number  of  issues,  most  impor- 
tantly prioritization,  completion  of  FinCEN's  information  archi- 
tecture, and  the  relationship  between  case  support  and  strategic 
products,  that  can  help  that  process. 
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As  we  progress  into  the  future,  FinCEN  will  continue  to  pro- 
vide assistance  to  our  customer  base.   The  increase  in  computer 
technology  available  at  FinCEN  coupled  with  the  increased  access 
to  information,  affords  FinCEN  the  opportunity  to  provide  assis- 
tance in  a  more  thorough  and  efficient  manner.   With  the  new 
technology,  we  anticipate  reaching  a  paperless  environment.   The 
increased  information  base  further  affords  FinCEN  to  more  effi- 
ciently attain  one  of  its  objectives,  that  is  to  track  and  report 
the  latest  trends  and  patterns  in  money  laundering  and  other 
financial  crimes  for  both  tactical  and  strategic  purposes.   We 
also  anticipate  that  FinCEN  will  be  tasked  more  frequently  by 
agencies  to  provide  valuable  information  which  could  impact  on, 
among  other  things,  enforcement  and  regulatory  strategies  and 
resource  allocations. 


STATISTICS  ON  PROSECUTIONS 

Question:   Please  provide  statistics  on  prosecutions  and  convic- 
tions for  money  laundering  at  the  State  and  Federal  levels  over 
the  last  several  years. 

Answer:   Presently,  FinCEN  does  not  have  access  to  the 
information  necessary  to  answer  this  question.   However,  we 
anticipate  implementing  an  extended  customer  feedback  follow-up 
procedure,  which  will  lend  itself  to  capturing  this  value  added 
information. 

LEGISLATIVE  PROPOSALS 

Question:   Do  you  have  recommendations  for  changes  in  substantive 
legislation  that  would  facilitate  money  laundering  investiga- 
tions? 

Answer:   The  Treasury  Department  is  on  record  as  supporting 
expanded  access  and  dissemination  authority  for  information 
reported  to  the  Internal  Revenue  Service  about  cash  transactions 
in  businesses  other  than  financial  institutions.   These  reports 
(on  Form  8300)  can  be  a  crucial  part  of  the  financial  picture  of 
a  money  laundering  network.   The  reports  were  available  to  FinCEN 
and  other  Federal  law  enforcement  agencies  for  four  years  ending 
in  November  1992,  when  enabling  legislation  lapsed. 

Also,  Assistant  Secretary  Noble's  testimony  before  Chairman 
Neal's  House  Banking  Subcommittee  on  Financial  Institution  Super- 
vision in  a  hearing  last  year  on  HR  3235,  Anti-Money  Laundering 
legislation,  and  before  Chairman  Riegle's  Senate  Banking  Commit- 
tee's March  15,  1994,  hearing  on  S  1664,  the  Senate's  version  of 
this  legislation,  outlined  Treasury's  general  position  on  matters 
relating  to  money  laundering,  and  work  is  going  forward  on  a  num- 
ber of  relevant  proposals  in  connection  with  the  pending  anti- 
crime  legislation  and  the  completion  of  the  work  of  the 
Treasury's  Money  Laundering  Task  Force. 
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Of  course,  the  Ratzlaff  decision  of  the  Supreme  Court  sev- 
eral weeks  ago  is  a  subject  of  intense  study  by  the  Treasury 
Department  concerning  the  impact  of  that  decision  on  money 
laundering  investigations. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  CONGRESSMAN  WOLF 

MONITORING  EXPORTS  FROM  CHINA 

Question:   Could  FinCEN  be  used  in  any  capacity  to  monitor  the 
exporting  of  goods  from  China  produced  by  forced  labor? 

Answer:   FinCEN  works  constantly  with  the  U.S.  Customs  Service, 
which  is  one  of  its  largest  customers.   It  has  assisted  the  U.S. 
Customs  Service  in  a  wide  variety  of  cases,  including  trade 
cases,  and  it  would  certainly  be  available  to  provide  whatever 
assistance  it  could  to  investigations  of  illegal  importation  of 
goods  produced  by  forced  labor.   It  could  be  especially  useful  in 
cases  in  which  money  laundering  from  potentially  identified 
importers  was  suspected. 

As  we  understand  it,  "monitoring"  of  the  export  of  goods 
from  China  would  depend  on  detailed  access  to  Chinese  government 
and  commercial  documents,  and  we  know  of  no  electronic  source  for 
such  documents.   We  understand  that  the  Customs  Service  maintains 
detailed  files  of  incidents  of  possible  violations  of  this  sort 
reported  to,  or  uncovered  by.  Customs,  and  FinCEN  has  access  to 
at  least  some  of  those  materials. 

LENGTH  OF  INVESTIGATIONS 

Question:   How  long  does  your  average  investigation  take?   Could 
you  provide  some  examples  using  cases  from  the  Appendix  to  your 
testimony? 

Answer:   FinCEN' s  Operations  Center  responds  to  requests  from 
investigative  agencies  with  database  research  that  requires  lit- 
tle analysis  of  the  information  provided,  and  the  response  is 
provided  on  a  quick-turn  around  basis.   On  the  other  hand, 
FinCEN' s  Narcotics  Division  and  Office  of  Financial  Crimes  pro- 
vide a  product  that  is  primarily  analysis  of  the  information  pro- 
vided, typically  including  extensive  narrative  and  link  charts  in 
the  response.   Response  time  varies  depending  on  the  amount  of 
information  and  complexity  of  the  analysis  that  is  requested. 

In  FY  1993,  FinCEN  processed  a  total  of  5,290  requests.   Of 
these,  84%  were  typically  responded  to  within  14  calendar  days. 
The  remaining  requests  were  processed  on  a  first-in/first-out 
basis  generally  within  30  calendar  days. 
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FinCEN's  analytical  projects  can  last  as  little  as  one  month 
or  more  than  a  year,  with  individual  intelligence  reports  being 
issued  throughout  the  length  of  the  project.   In  many  cases,  a 
long  period  of  research  is  required  to  produce  targets,  after 
which,  reports  are  generated  depending  on  the  number  and  apparent 
value  of  the  targets.   For  example,  one  Justice-Treasury  project 
now  being  conducted  took  over  a  year  to  be  approved  by  all  par- 
ties.  The  research  generated  more  than  1,000  possible  targets, 
each  of  which  has  to  be  reviewed.   Taken  in  batches,  the  targets 
are  given  a  cursory  review  by  FinCEN  in  order  to  help  the  cooper- 
ating agencies  prioritize  the  targets.   After  being  prioritized, 
the  targets  are  referred  to  other  FinCEN  analysts  for  creating 
individual  intelligence  reports. 

In  implementing  the  FinCEN  Artificial  Intelligence  System, 
projects  have  been  developed  which  are  essentially  blueprints, 
adaptable  to  any  state,  region  or  agency  which  might  request  cer- 
tain types  of  support. 

In  addition,  long-term  on-site  support,  (6  to  12  months), 
has  been  undertaken  by  FinCEN  on  occasion,  with  the  condition 
that  financial  support  be  supplied  by  the  requesting  agency. 
Also,  the  concept  of  sending  "jump  teams"  to  support  extremely 
large  investigations  is  being  tested  by  FinCEN.    If /when  this 
practice  is  formally  adopted,  teams  will  be  put  together  based  on 
the  particular  needs  of  the  investigators,  the  nature  of  the 
investigation,  and  available  FinCEN  expertise. 

DATABASE  INFORMATION  SECURITY 

Question:   How  is  the  security  of  the  information  in  your  data- 
base insured? 

Answer:   The  first  level  of  security  is  that  of  physical  secu- 
rity.  The  building  and  FinCEN  offices  are  controlled  by  card 
readers  as  well  as  24-hour  armed  guards.   All  data  servers  are  in 
a  controlled  and  environmentally  conditioned  network  information 
center.   Access  to  this  area  is  limited  to  FinCEN  computer  staff. 

Data  lines  coming  into  FinCEN's  system  are  restricted  to  a 
limited  number  of  secure  access  (secure  ID)  lines.   Outgoing 
lines  are  being  migrated  to  a  controlled  modem  pool. 
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All  FinCEN  employees  have  had  a  full-field  background  inves- 
tigation.  Only  those  employees  with  a  need  to  have  access,  which 
is  a   limited  number,  may  access  the  database.   Access  to  the 
network  is  by  log-in  name  and  password.   Access  to  the  database 
requires  a  second  log-in  procedure.   A  security  server  is  on 
order  which  will  further  insure  enforcement  of  restrictions  by 
individual,  time  of  access,  and  area  of  access.   The  new  version 
of  the  Sybase  database  management  software  is  C2  compliant,  which 
includes  audit  trail  capabilities.   Strict  information  dissemina- 
tion guidelines  are  followed  to  further  protect  the  security  and 
integrity  of  the  information. 

Backup  procedures  for  our  database  have  also  been  estab- 
lished to  include  routine  on-site  and  off-site  storage  of  backed- 
up  data. 
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TREASURY  FORFEITURE  FUND 

Mr.  HOYER.  You  want  to  testify  next  on  the  Forfeiture  Fund? 

Introductory  Remarks 

Ms.  Hochberg.  Yes,  Mr.  Chairman.  Thank  you. 

Mr.  Hoyer.  Ms.  Hochberg,  you  can  proceed.  Again,  I  know  Sec- 
retary Noble  was  going  to  be  here  with  us  but  I  know  he  had  to 
travel.  So  if  you  want  to  proceed  on  the  Forfeiture  Fund. 

Ms.  Hochberg.  Thank  you,  Mr.  Chairman.  I  already  have  intro- 
duced you  to  Mr.  Munoz  who  is  the  Assistant  Secretary  of  Manage- 
ment. To  his  right  is  Dave  Rivait  from  the  Treasury  Forfeiture 
Fund  and  to  my  left  is  Charles  Brisbin,  who  is  Acting  Director  of 
the  Treasury  Forfeiture  Fund. 

I  am  pleased  to  announce  that  we  will  soon  be  getting  Mr. 
Brisbin's  talents  back  at  the  Main  Treasury  building  to  help  us 
with  our  other  law  enforcement  programs  where  he  has  been  the 
Director  of  Law  Enforcement.  Mr.  Noble  has  appointed  Jan 
Blanton  as  permanent  Director  of  the  Treasury  Forfeiture  Fund. 
She  will  start  work  on  March  7.  Ms.  Blanton,  a  career  Internal 
Revenue  Service  (IRS)  criminal  investigator  has  held  a  variety  of 
managerial  positions  within  the  IRS  Criminal  Investigation  Divi- 
sion. From  1993  to  the  present  she  has  been  Executive  Assistant 
to  the  Assistant  Regional  Commissioner  for  criminal  investigations 
of  the  IRS  up  in  New  York. 

I  personally  met  with  her  several  months  ago  to  discuss  the  IRS 
money  laundering  efforts  as  well  as  FinCEN  and  the  Forfeiture 
Fund.  She  has  a  lot  of  experience  and  we  believe  she  will  be  able 
to  hit  the  ground  running.  We  will  introduce  her  to  your  staff  when 
she  is  on  board. 

The  Office  of  the  Assistant  Secretary  for  Enforcement  is  respon- 
sible for  certain  matters  related  to  the  Treasury  Forfeiture  Fund 
and  as  Mr.  Munoz  will  tell  you,  there  are  certain  matters  relating 
to  financial  management  that  are  the  duties  of  the  Office  of  Man- 
agement of  the  Treasury  Department.  The  Office  of  Enforcement 
sets  seizure  and  forfeiture  policy  for  the  fund,  coordinates  the 
fund's  programs  and  policies  with  Department  of  Justice,  makes 
sure  that  there  is  proper  implementation  of  policy  with  respect  to 
maintenance,  storage  and  disposal  of  seized  and  forfeited  assets, 
governs  disbursements  from  the  Treasury  Forfeiture  Fund  and 
monitors  those  funds  distributed  to  Treasury  law  enforcement  to 
ensure  their  appropriate  use. 

ASSET  FORFEITURE  AS  A  LAW  ENFORCEMENT  TOOL 

As  you  know,  asset  forfeiture  has  always  been  an  important  law 
enforcement  tool  and  we  believe  that  it  has  continued  usefulness 
in  the  fight  against  criminal  activity.  In  order  to  ensure  that  use- 
fulness, and  in  realizing  the  Forfeiture  Fund's  importance  as  an  ef- 
fective weapon  against  crime,  however,  it  is  important  that  we 
never  disregard  the  fundamental  rights  of  affected  individuals. 

We  believe  that  the  program  as  a  whole  has  honored  those  rights 
and  will  continue  to  do  so.  All  of  those  individuals  within  Treasury 
with  the  responsibility  for  this  program  know  the  importance  of  re- 
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specting  the  rights  of  individuals  during  implementation  of  the 
asset  forfeiture  program. 

FUND  DESCRIPTION 

The  fund  was  established  as  a  special  fund.  Special  funds  have 
separate  receipt  and  expense  accounts  and  are  earmarked  by  law 
for  a  specific  purpose.  There  are  two  accounts  for  paying  fund  ex- 
penses. A  permanent  indefinite  and  an  annual  appropriation. 
Broadly  speaking,  the  permanent  indefinite  appropriation  is  avail- 
able for  purposes  relating  to  specific  seizures. 

The  annual  appropriation  is  enacted  in  the  Treasury  Appropria- 
tions Act  and  represents  a  congressional  limitation  on  the  use  of 
the  proceeds  of  seized  and  forfeited  assets  for  purposes  more  gen- 
erally related  to  the  forfeiture  program.  In  addition,  31  United 
States  Code,  9703(b)(5)  is  a  special  category  of  the  permanent  in- 
definite authority.  These  funds  are  available  to  the  Secretary  of  the 
Treasury  without  any  further  action  by  Congress  for  Federal  law 
enforcement  related  purposes  of  the  Treasury  law  enforcement  or- 
ganizations. The  source  of  these  Section  (b)(5)  funds  is  asset  shar- 
ing pa3anents  from  the  Department  of  Justice  and  the  U.S.  Postal 
Service. 

These  payments  represent  Treasury's  share  of  forfeited  proceeds 
from  Justice  and  Postal  Service  cases  that  include  work  done  with 
a  Treasury  law  enforcement  agency's  participation. 

USE  OF  FUNDS 

Ms.  HOCHBERG.  The  funds  in  the  Treasury  Forfeiture  Fund  are 
extremely  important  to  Treasury.  For  example,  it  has  provided  us 
with  up  to  $9.1  million  to  jump  start  the  Treasury  Department's 
anti-violent  crime  initiatives  just  announced  last  month  by  Sec- 
retary Bentsen. 

For  fiscal  year  1995,  the  request  for  discretionary  expenses  of  the 
fund  is  $15  million,  which  represents  a  $17.5  million  reduction 
from  fiscal  year  1994  levels. 

It  is  likely  that  expenses  for  equipment  and  joint  operations  with 
local  law  enforcement  will  be  reduced.  However,  recurring  costs  for 
contract  employees  who  assist  in  processing  forfeiture  transactions 
will  be  maintained,  as  will  funding  for  such  things  as  the  Consoli- 
dated Asset  Tracking  System  (CATS)  that  you  will  hear  more 
about.  That  is  often  referred  to  by  the  acronym  CATS  by  law  en- 
forcement people. 

We  also  expect  that  the  total  Forfeiture  Fund  resources  spent  on 
State  and  local  law  enforcement  will  be  maintained  at  roughly  con- 
stant levels. 

The  1995  budget  includes  a  new  provision  mandating  a  transfer 
to  the  general  fund  of  $15  million,  which  will  be  used  to  help  meet 
broader  Administration  goals  for  other  priority  programs  of  the 
Treasury  Department.  T^is  transfer  will  be  made  from  deposits 
and  not  from  appropriated  funds. 

This  concludes  my  prepared  statement,  and  I  would  like  to  intro- 
duce you  to  Greorge  Muiioz,  who  has  a  prepared  statement  with  re- 


123 

spect  to  the  Forfeiture  Fund,  and  then  we  would  be  glad  to  take 
your  questions. 

Mr.  HOYER.  Thank  you. 

[The  prepared  statement  and  budget  justifications  follow:] 
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STATEMENT  OF  FAITH  S.  HOCHBERG 

Deputy  Assistant  Secretary 
(Law  Enforcement) 

Appropriations  Hearing  on  the  Treasury  Forfeiture  Fund 

Before  the  House  Committee  on  Appropriations 

Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 

Thank  you  Mr.  Chairman.    As  the  Deputy  Assistant  Secretary  for  Law 
Enforcement,  I  have  supervisory  responsibility  for  day-to-day  policy  management  and 
budget  formulation  of  the  Treasury  Forfeiture  Fund  and  its  Executive  Office  staff.    With 
me  today  are  George  Mufioz,  Assistant  Secretary  for  Management,  who  is  primarily 
responsible  for  the  Fund's  financial  management  and  budget  execution,  as  well  as  Charles 
Brisbin,  Acting  Director  of  the  Executive  Office  for  Asset  Forfeiture,  and  David  Rivait, 
Associate  Director  of  the  Executive  Office  for  Asset  Forfeiture.    I  have  a  brief  prepared 
statement,  and  then  we  will  respond  to  any  questions. 

As  the  Deputy  Assistant  Secretary  for  Law  Enforcement,  my  office  is  chiefly 
responsible  for  the  following  matters  related  to  the  Treasury  Forfeiture  Fund: 

1 
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•         setting  seizure  and  forfeiture  policy  for  Treasury  law  enforcement 
organizations; 


• 


• 


coordinating  Treasury  seizure  and  forfeiture  programs  with  those  of  the 
Department  of  Justice; 

ensuring  the  proper  implementation  of  policy  regarding  the  maintenance, 
storage  and  disposal  of  both  seized  and  forfeited  assets; 


•  making  all  determinations  regarding  disbursements  from  the  Treasury 
Forfeiture  Fund;  and, 

•  monitoring  those  fiinds  distributed  to  Treasury  law  enforcement  and  others 
to  ensure  their  appropriate  use. 

I  approach  these  responsibilities  ever  mindful  of  the  fact  that  asset  forfeiture  has  been  an 
important  law  enforcement  tool  available  to  the  United  States  since  the  earliest  days  of 
our  republic.    Correspondingly,  I  recognize  that  the  continued  usefulness  of  asset 
forfeioire  against  criminal  activity  is  directly  related  to  the  level  of  public  trust  and 
confidence  in  the  integrity  of  these  programs.    In  this  vein,  1  aim  to  ensure  that  the 
Treasury  forfeimre  program,  in  realizing  its  potential  as  an  effective  weapon  against 
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crime,  never  disregards  the  rundaniental  rights  of  affected  individuals. 

I.   Forfeiture  Fund  Budget  Structure 

As  background  for  the  committee,  the  Treasury  Forfeiture  Fund  was  established  as 
a  special  fund.    Special  funds  consist  of  separate  receipt  and  expenditure  accounts  and  are 
earmarked  by  law  for  a  specific  purpose.    The  Forfeiture  Fund  has  two  accounts  for 
paying  Fund  expenses  -  a  permanent  indefinite  and  an  annual  appropriation.    Broadly, 
the  permanent  indefinite  appropriation  is  available  for  purposes  related  to  specific 
seizures.    The  annual  appropriation  is  enacted  in  the  Treasury  Appropriations  Act  and 
represents  a  Congressional  limitation  on  the  use  of  the  proceeds  of  seized  and  forfeited 
assets  for  purposes  more  generally  related  to  the  forfeiture  program. 

Annual  Appropriation 

The  annual  appropriation,  at  the  discretion  of  the  Secretary,  may  be  used  for 
several  purposes,  including  the  following: 

•  Purchase  of  evidence  and  information; 

•  Equipment  for  Treasury  Enforcement  bureaus; 

•  Equipment  for  State  or  local  law  enforcement  agencies; 

•  Expenses  of  State  and  local  law  enforcement  officers  that  are  incurred  in  joint 
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operations  with  Treasury; 

Training; 

Printing; 

Contract  services  to  identify  assets; 

Contract  services  to  account  for  or  process  forfeitures;  and 

Contract  services  related  to  the  storage,  transportation,  protection,  or  destruction 

of  drugs. 


Permanent  Indefinite  Authority 

Generally,  all  personnel  and  administrative  expenses  associated  with  the  operations 
of  the  Fund  are  paid  from  the  permanent  indefmite  appropriation.    The  Treasury 
Forfeiture  Fund  Act  authorizes  these  expenses  to  be  paid  without  further  action  by 
Congress.    Such  expense  categories  include  the  following: 


All  proper  expenses  of  seizure; 

Contract  services; 

Payment  of  liens  and  mortgages  against  forfeited  property; 

Remission  and  mitigation  expenses; 

Equitable  sharing  payments  made  to  Federal,  State,  and  local  law  enforcement 

agencies  and  foreign  countries;  and 

The  services  of  experts  and  consultants. 
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In  addition  to  the  categories  of  permanent  indefinite  authority  just  cited.  31  U.S.C. 
§  9703(b)(5)  is  a  special  category  of  permanent  indefinite  authority.    These  funds  are 
available  to  the  Secretary,  without  further  action  by  Congress,  for  Federal  law 
enforcement  related  purposes  of  Treasury  law  enforcement  organizations.    The  source  of 
section  (b)(5)  funds  is  asset  sharing  payments  from  the  DeparUnent  of  Justice  and  the 
U.S.  Postal  Service.    The  Treasury  Forfeiture  Fund  receives  payments  from  Justice  and 
the  Postal  Service  representing  Treasury's  share  of  forfeiture  proceeds  from  Justice  and 
Postal  Service  cases  that  included  a  Treasury  enforcement  agency's  participation. 

Importantly,  these  (b)(5)  funds  will  be  used  in  FY  1994  to  support  Secretary 
Bentsen's  Anti-Violent  Crime  Initiative  announced  in  January.    Up  to  $5.9  million  will  be 
provided  to  the  Bureau  of  Alcohol,  Tobacco,  and  Firearms  to  support  initiatives 
associated  with  implementation  of  the  Brady  Bill  and  increased  Federal  firearms  licensing 
compliance  efforts,  and  to  assist  in  automation  efforts  related  to  firearms  information. 
We  expect  that  Section  (b)(5)  funds  will  be  used  for  similarly  innovative  purposes  in  FY 
1995,  filling  new  funding  priorities  in  vital  Treasury  enforcement  programs. 

II.  FY  1994  Discretionary  Funding 

\ 

The  Assistant  Secretary  for  Enforcement  is  responsible  for  the  Treasury  Forfeiture 
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Fund's  budget  formulation.    The  Fund's  spending  is  governed  by  a  detailed  financial 
plan.    A  preliminary  financial  plan  for  FY  1994  was  approved  on  September  2,  ami  a 
revised  plan,  which  should  be  adequate  for  Fund  operations  until  late  in  the  year,  was 
approved  in  January. 

Approved  funding  to  date  includes  $6  million  allocated  for  the  Consolidated  Asset 
Tracking  System  (CATS)  being  developed  jointly  with  the  Department  of  Justice;  $7 
million  for  contract  services;  $7  million  for  equipment  to  assist  Treasury  law  enforcement 
bureaus;  $4  million  for  payments  to  local  law  enforcement  agencies  for  jomt  operations 
with  Treasury;  $3  million  for  the  purchase  of  evidence  and  information;  and  $2  million 
for  the  U.S.  Coast  Guard. 

Of  those  projects  funded  in  FY  1994,  notable  is  $3.2  million  for  laboratory 
equipment  associated  with  ATF's  Ballistic  Identification  System.    This  equipment  uses 
lasers  and  sophisticated  computer  technology  to  match  bullets  used  in  drug  cases  and 
other  violent  crimes.    This  technology  will  be  of  tremendous  assistance  to  ATF  and  local 
law  enforcement  authorities  in  dealing  with  gangs  and  other  violent  crime  problems. 

III.    FY  1995  Request 

The  FY  1995  request  for  discretionary  expenses  of  the  Treasury  Forfeiture  Fund  is 


130 


$15  million,  a  reduction  of  $17.5  million  from  the  FY  1994  enacted  level.    With  $15 
million  appropriated  for  discretionary  expenses  in  FY  1995.  it  is  likely  that  expenses  for 
equipment  and  joint  operations  with  local  law  enforcement  will  be  reduced.    However, 
recurring  costs  for  contract  employees  who  assist  in  processing  forfeiuire  transactions  will 
be  maintained,  as  will  funding  for  the  further  development  of  the  Consolidated  Asset 
Tracking  System  (CATS).    In  addition,  the  total  Forfeiture  Fund  resources  spent  on  State 
and  locals  will  be  roughly  the  same  for  FY  1994  and  FY  1995. 

The  1995  budget  includes  a  new  provision  mandating  a  transfer  to  the  General 
Fund  of  $15  million  to  help  meet  broader  Administration  goals  by  making  scarce  funds 
available  for  other  priority  programs  of  the  Treasury  Department.    This  transfer  will  be 
from  deposits  and  not  appropriated  funds. 

The  new  transfer  provision,  together  with  the  reduction  of  $J^.^million  in 
discretionary  resources,  will  result  in  total  savings  frora^T'Y  1994  of  $32.5  million.    The 
FY  1995  budget  proposal  will  restore  a  funding  level  consistent  with  the  President's  FY 
1994  request. 

This  concludes  my  prepared  statement.    I  would  be  pleased  to  answer  any 
questions  the  committee  may  have. 
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Mr.  HOYER.  Mr.  Munoz,  welcome  to  the  committee.  I  am  glad  to 
hear  from  you. 

Opening  Statement  of  Mr.  Munoz  '^ 

Mr.  Munoz.  Thank  you. 

Good  morning,  Mr.  Chairman  and  Members  of  the  subcommittee. 
I  am  pleased  to  appear  before  you  today  as  you  consider  the  fiscal 
year  1995  budget  request  for  the  Treasury  Forfeiture  Fund.  The 
Fund's  primary  purpose  is  to  consolidate  all  Treasury  asset  forfeit- 
ures under  one  Fund,  controlled  by  the  Secretary,  to  be  used  to  pay 
or  reimburse  expenses  related  to  seizures  of  property  involved  in 
criminal  activity. 

The  Assistant  Secretaries  for  Enforcement  and  Management 
each  have  responsibilities  with  respect  to  the  Fund.  My  office  pri- 
marily is  responsible  for  financial  management  and  budgetary  exe- 
cution. This  includes: 

Overseeing  financial  execution  of  the  Fund's  budget; 

Providing  appropriate  financial  direction,  advice  and  technical 
assistance  related  to  the  administration  of  the  Fund; 

Accounting  for  the  Fund's  assets; 

Recording  and  reporting  financial  transactions;  and 

Establishing  appropriate  financial  management  controls. 

These  activities  are  accomplished  through  the  Office  of  Asset 
Forfeiture  Financial  Management,  which  reports  directly  to  me. 

There  are  several  challenges  facing  the  Treasury  Forfeiture 
Fund.  The  agencies  participating  in  the  Fund  have  diverse  mis- 
sions and  separate  management  systems.  We  are  aware  of  certain 
weaknesses  associated  with  the  operation  of  the  Fund's  participat- 
ing bureaus  in  the  areas  of  recording,  tracking  and  safeguarding 
seized  property.  We  are  working  diligently  with  the  affected  bu- 
reaus to  establish  corrective  action  plans  to  address  these  prob- 
lems. 

On  the  pK)sitive  side,  however,  I  am  pleased  to  report  that  the 
Fund  received  an  unqualified  or  a  clean  opinion  on  the  audit  of  its 
fiscal  year  1993  financial  statements  prepared  under  the  Chief  Fi- 
nancial Officers  Act. 

Mr.  Chairman,  as  the  Department's  CFO,  I  am  committed  to  es- 
tablishing and  maintaining  sound  financial  management  practices 
for  the  Treasury  Forfeiture  Fund  and  throughout  the  Department. 
I  am  also  personally  committed  to  achieving  the  goals  articulated 
in  the  Government  Performance  and  Results  Act  of  1993  by  estab- 
lishing meaningful  performance  indicators  that  will  accurately  as- 
sess whether  we  are  successful  in  accomplishing  our  mission.  My 
vision  is  for  the  Treasury  Forfeiture  Fund  to  set  the  standard  for 
sound,  effective  financial  management  that  focuses  on  performance 
and  results. 

This  concludes  my  prepared  statement. 

Mr.  HOYER.  Thank  you  very  much,  Mr.  Munoz. 

FY  1995  REPORT 

Your  mandatory  expenditures  go  up  $2.5  million,  while  your  dis- 
cretionary funds  in  your  budget  are  decreased  by  $17.5  million; 
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and,  therefore,  your  total  in  the  Forfeiture  Fund  is  reduced  by  $15 
million  overall.  Is  that  correct? 

Mr.  MUNOZ.  That  is  correct. 

Mr.  HOYER.  Okay.  Now,  Ms.  Hochberg,  you  mentioned  in  your 
statement  the  discretionary  expenditures  for  equipment  and  joint 
operations  with  local  law  enforcement  will  be  reduced.  You  also 
mentioned  in  your  testimony  how  valuable  these  resources  were  in 
1994  for  ATF  laboratory  equipment.  Why  did  the  administration 
decide  to  cut  this  amount? 

Ms.  Hochberg.  I  can't  tell  you  the  reasoning  process  behind  the 
specific  amount.  The  discretionary  category  as  a  whole  was  re- 
duced. 

Now,  there  are  clearly  other  important  Treasury  programs  that 
are  going  to  be  funded  out  of  the  $15  million  transfer.  Treasury  is 
heavily  committed  to  law  enforcement.  What  this  reduces  is  those 
particular  components  that  the  Fund  money  can  be  used  for  within 
the  Fund.  But  the  transfer  of  dollars  does  not  take  it  out  of  the 
Treasury.  It  will  be  used  for  other  important  Treasury  goals,  and 
many  of  those  goals  are  law  enforcement  goals. 

SUPPORT  OF  STATE  AND  LOCAL  LAW  ENFORCEMENT 

Mr.  HOYER.  Now,  with  respect  to  joint  operations  with  local  law 
enforcement  agencies,  the  dollars  there  are  being  reduced.  Do  we 
expect  the  activity  to  be  reduced? 

Ms.  Hochberg.  Well,  we  certainly  hope  that  we  will  continue  to 
work  with  them. 

I  should  note,  Mr.  Chairman,  that  that  is  one  area  in  which 
there  is  a  curious  anomaly  in  the  law,  and  that  is,  that  particular 
category  for  our  counterpart  funds.  The  Justice  fund  is  actually  in 
the  permanent  in  definite  authority  and  would,  therefore,  be  unaf- 
fected by  changes  in  the  funding  levels  for  the  discretionary  au- 
thority. 

Mr.  HOYER.  So  what  you  are  saying,  on  the  Justice  side,  that  is 
a  mandatory? 

Ms.  Hochberg.  Correct.  And  on  the  Treasury  side,  it  is  discre- 
tionary. Our  discretionary  funds  have  been  cut.  That  is  an  area  of 
the  law  in  which  there  is  a  disparity  in  the  two  laws  affecting  the 
two  funds. 

Mr.  Brisbin.  Also,  if  I  may,  Mr.  Chairman,  a  major  amount  of 
money  that  goes  to  support  State  and  local  agencies  is  in  the  form 
of  asset  sharing  with  those  agencies  that  participate  with  our  bu- 
reaus in  law  enforcement  efforts.  That  amount  will  not  be  going 
down.  The  estimated  amount  for  that  is  in  the  range  of  $98  million. 

Ms.  Hochberg.  Asset  sharing  is  in  the  mandatory  column. 

Mr.  Hover.  Okay.  But  that  does  not  deal  with  joint  operations? 
That  minimum  is  their  share  of  the  take? 

Mr.  Brisbin.  That  is  not  payment  for  specific  expenses  of  an  indi- 
vidual operation,  right. 

Mr.  Hover.  Mr.  Lightfoot. 

Mr.  Lightfoot.  Mr.  Chairman,  I  know  we  are  trying  to  wrap  up 
here  in  a  hurry.  I  just  have  some  concern  that  it  looks  like,  at  least 
on  the  surface,  the  effort  towards  local  law  enforcement  is  being  re- 
duced, and  I  am  not  sure  that  that  is  a  proper  way  to  go. 
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Ms.  HOCHBERG.  Overall,  at  Treasury,  there  is  no  reduction  what- 
soever in  the  effort  to  work  with  local  law  enforcement.  It  is  ex- 
tremely important  to  us.  Putting  a  lot  of  new  policemen  on  the 
street  is  important  to  us.  And  the  Federal  Law  Enforcement  Train- 
ing Center  is  going  to  be  working  on  innovative  programs  to  help 
train  them. 

Treasury-wide,  there  is  a  strong  commitment  to  working  with 
local  law  enforcement  £ind  indeed  the  asset  sharing  that  is  so  im- 
portant to  state  and  locals  does  not  look  like  it  is  going  to  be  re- 
duced at  all.  What  we  are  really  talking  about  here  is  one  category 
in  the  discretionary  funding  area  that  may  be  affected  by  the  fact 
that  the  discretionary  funding  component  is  being  dropped  by  a  sig- 
nificant number  of  dollars. 

It  would  be,  I  think,  disingenuous  of  me  to  sit  here  and  see  a 
particular  category  cut  in  half  and  not  acknowledge  that  something 
will  be  cut.  We  are  going  to  have  to  find  places  to  handle  that  re- 
duction. 

Mr.  LiGHTFOOT.  But  you  are  not  going  to  reduce  your  commit- 
ment to  local  law  enforcement  then? 

Ms.  HoCHBERG.  No,  Treasury-wide,  it  is  not.  We  can't  do  law  en- 
forcement in  this  country  without  State  and  locals.  They  far  out- 
number Federal  law  enforcement.  Treasury  has  some  of  the  law  en- 
forcement components  that  I  am  most  proud  of  working  closely 
with  State  and  locals  without  any  difficulties.  State  and  local  law 
enforcement  agencies  really  do  appreciate  a  lot  of  the  work  of  our 
bureaus. 

Mr.  LiGHTFOOT.  Yes,  well,  I  just  want  to  reiterate.  I  would  cer- 
tainly— if  there  is  any  indication  that  that  effort  is  being  reduced 
in  any  way  or  form,  I  will  protest  loudly,  because  I  certainly  agree 
that  that  is  where  the  front  lines  are,  and  you  folks  provide  a  very 
important  backup  for  that  to  make  it  all  happen. 

Ms.  HocHBERG.  We  are  going  to  do  everything  we  can  to  con- 
tinue to  do  that. 

Mr.  LiGHTFOOT.  Okay.  Thank  you,  Mr.  Chairman. 

Mr.  HOYER.  Thank  you. 

Mr.  Visclosky. 

ASSET  MANAGEMENT 

Mr.  Visclosky.  Mr.  Chairman,  thank  you  very  much. 

Mr.  Munoz,  sifter  spending  all  that  time  in  Boston,  I  am  happy 
you  ended  up  in  Chicago. 

Just  a  couple  questions  on  the  Forfeiture  Fund.  Apparently,  prior 
audits  of  a  couple  of  forfeiture  funds  found  that  there  were  sub- 
stantial differences  between  the  value  attached  to  the  assets  prior 
to  the  sale  and  the  amounts  of  monies  received  once  those  prop- 
erties were  sold.  Are  you  aware  of  the  results  of  those  audits? 

Mr.  MUNOZ.  Yes.  Tliere  was  an  indication  in  the  audit  that  this 
area  needs  to  be  looked  at  as  part  of  the  whole  process  that  these 
seized  £issets  go  through,  the  valuation,  tracking,  inventory  and  the 
finding  when  they  finally  get  liauidated  and  turned  into  cash. 

I  am  not  disturbed  too  much  by  the  difference  of  valuation  at  the 
time  of  seizure  and  the  final  liquidation  into  cash  that  gets  into  the 
Forfeiture  Fund.  In  the  first  instance,  it  is  a  valuation  as  is.  There 
are  always  differences  as  to  how  you  value  something. 
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In  some  instances,  we  acquire  assets  that  are  an  ongoing  busi- 
ness, such  as  a  golf  course  in  one  instance.  And  there  are  discrep- 
ancies as  to  valuation. 

And  what  is  most  disturbing,  however 

Mr.  VISCLOSKY.  May  I  ask,  who  makes  the  valuation  initially? 
Your  department? 

Mr.  MuNOZ.  No,  our  department  would  not  do  it.  Ultimately,  we 
pass  on  the  evaluation. 

At  the  time  of  acquisition,  depending  on  where  it  occurred,  there 
is  a  contract  done  in  terms  of  when  the  asset  gets  seized.  The  con- 
tractor has  different  formulas  depending  on  what  kind  of  assets  are 
seized. 

Mr.  HoYER.  Can  I  interrupt  you  one  second?  I  apologize. 

If  you  have  any  questions  of  Ms.  Hochberg,  perhaps  you  could 
ask  them.  She  has  to  leave  in  just  a  few  minutes. 

Mr.  ViSCLOSKY.  No. 

Mr.  Hover.  Okay. 

Mr.    Lightfoot,    did   you    have   any   further   questions   for   Ms. 
Hochberg? 
Mr.  Lightfoot.  No. 

Mr.  Hover.  Mr.  Muiioz,  you  are  staying,  aren't  you? 
Mr.  MuNOZ.  Yes,  I  am. 

Mr.  Hover.  And,  Mr.  Brisbin,  you  are  staying? 
Mr.  Brisbin.  Certainly. 

FUNDS  TO  STATE  AND  LOCAL  LAW  ENFORCEMENT 

Mr.  Lightfoot.  May  I  just  get  her  to  comment  on  the  question 
I  asked  earlier  on  Mr.  Noble's  statement?  He  said  it  is  likely  ex- 
penses for  equipment  in  joint  operations  with  local  law  enforcement 
will  be  reducea.  When  he  was  talking  about  that,  I  just  want  to 
make  sure  that  we  have  got  the  air  clear,  that  that  is  not  going 
to  happen. 

Ms.  Hochberg.  I  cannot  sit  here  and  say  that  there  will  be  no 
reductions.  If  the  whole  discretionary  fund  is  being  dropped  by  a 
certain  amount,  we  are  going  to  have  to  make  some  hard  choices 
on  how  we  use  those  dollars. 

That  is  not  to  say  that  loced  law  enforcement  will  not  receive  sig- 
nificant sums  of  money  from  the  fund.  We  project  that  something 
like  $98  million  will  go  to  the  State  and  local  authorities  through 
asset  sharing.  These  sums  are  for  assistance  to  us  in  joint,  ongoing 
law  enforcement  operations  in  which  assets  have  been  seized. 

We  will  still  be  asking  for  their  support  and  asking  them  to  work 
with  us.  We  will  have  fewer  dollars  with  which  to  pay  them  as  long 
as  that  category  remains  in  our  discretionary  column. 

If  there  were  any  chsinges  in  the  law  that  made  the  Treasury  and 
Justice  funds  mirror  each  other,  so  Treasury's  joint  operations  cat- 
egory was  on  the  mandatory  side  the  way  it  is  for  the  Justice  fund, 
then,  obviously,  it  wouldn't  be  affected  as  much.  The  way  it  stands 
now,  we  have  that  discrepancy  between  the  two  funds. 

Mr.  Lightfoot.  All  right.  Thank  you. 

WACO  memorial  service 

Mr.  Hover.  Ms.  Hochberg,  as  you  leave  for  the  memorial  service, 
I  would  ask  you  to  express  mine  and  I  know  Mr.  Lightfoot's  and 
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the  committee's  continuing  expressions  of  sympathy  to  the  families 
of  the  four  officers  who  lost  their  lives. 

I  want  to  make  a  comment  with  respect  to  the  Attorney  Gren- 
eral's  comments.  I  didn't  see  Secretary  Bentsen's  comments,  if  he 
made  them. 

It  is  my  view  that,  in  fact,  the  jury  did  find  that  criminal  activity 
was  occurring  within  the  parameters  of  the  Branch  Davidians' 
headquarters  there  in  Waco.  The  convictions  were  for  man- 
slaughter. It  is  very  difficult  for  juries  when  they  don't  have  direct 
testimony  as  to  the  firing  of  the  gun  or  something — this  was  a  con- 
fused situation  at  best — to  make  the  judgment  that,  in  fact,  the  in- 
dividuals committed  the  crimes.  But  there  is  no  doubt  in  my  mind 
that  there  were  crimes  being  committed  in  there. 

Furthermore,  there  is  no  doubt  in  my  mind  that  Koresh  and  his 
followers  had  no  intent  of  peacefully  allowing  entry  of  our  agents 
and  complying  with  the  law,  and  that,  in  fact,  they  were  breaking 
the  law  by  having  in  their  possession  and  under  their  control  weap- 
ons and  explosives  that  are  clearly  illegal. 

I  think  there  has  been  lot  of  speculation  as  to  the  fact  that  the 
government  lost,  and  we  lost  four  brave  people,  and  I  wish  you 
would  express  to  the  families  and  to  the  men  and  women  in  ATF 
that  we  are  strongly  supportive  in  their  continuing  efforts. 

Ms.  HOCHBERG.  I  appreciate  your  remarks.  And,  as  you  put  it 
very  eloquently,  there  were  guilty  verdicts.  This  was  not  a  loss, 
other  than  a  tragic  loss  of  four  agents,  who  no  verdict  can  bring 
back  to  us,  and  I  oelieve  that  your  comments  are  shared  by  the  At- 
torney General  and  the  Secretary  of  the  Treasury. 

Mr.  HOYER.  Thank  you. 

Ms.  HocHBERG.  Thank  vou,  Mr.  Chairman. 

Mr.  HOYER.  Mr.  Visclosky. 

VALUATION  OF  ASSETS 

Mr.  Visclosky.  Forfeiture.  On  the  valuation,  you  mentioned  that 
you  weren't  really  concerned  about  the  difference  in  valuation  from 
the  time  of  seizures  and  disposal? 

Mr.  MuNOZ.  I  am  saying  I  understand  that  there  are  differences 
in  the  valuation  process. 

What  is  most  disturbing,  what  does  concern  me,  is  if  the  dif- 
ference in  valuation  had  to  do  with  the  time  lapse  in  converting 
that  asset  into  a  forfeiture.  Also,  if  it  had  to  do  with  how  it  was 
managed  in  the  process  and  whether  it  was  correctly  handled.  I 
think  that  can  cause  as  much  difference  in  value  as  just  the  pure 
valuation  formula. 

That  is  the  finding  that  would  be  most  disturbing,  and  one  that 
the  Forfeiture  Fund  right  now  is  in  the  process  of  trjdng  to  improve 
with  its  tracking  system  of  those  assets. 

Mr.  Visclosky.  I  assume  you  feel  you  have  some  direct  control 
over  how  an  asset  is  managed  once  it  is  secured.  The  time  frame, 
I  assume,  would  be  more  a  fluid  situation  if  you  have  unique  as- 
sets, ongoing  businesses.  Is  there  much  you  can  do  about  that? 

Mr.  MuNOZ.  There  really  is.  In  a  good  management  system,  there 
is  a  judgment  call,  whether  you  dispose  of  the  assets  quicker  or 
whether  you  kept  them  for  better  economic  times  before  you  sell 
them.  Those  are  judgment  calls  that  we  have  contractors — we  hire 
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contractors  to  handle  that.  We  ought  see  whether  those  judgment 
calls  are  good  or  bad. 

This  is  a  brand-new  area.  Although  Treasury  has  been  involved 
with  forfeitures,  it  has  only  been  since  September  of  1992  that  it 
is  all  in  one  fund.  So  we  are  trying  to  make  sure  that  we  have  uni- 
form standards  to  evaluate  how  the  management  of  assets  is  going. 

Mr.  VISCLOSKY.  Any  sense  as  to  what  I  should  look  for  next  yesir 
when  you  come  back  as  to  whether  or  not  improvements  or  changes 
have  been  made  and  whether  those  changes  have  a  positive  im- 
pact? 

Mr.  MUNOZ.  Yes,  sir.  I  think  an  area  that  we  all  should  look  to 
is  whether  there  are  improvements  in  turnaround  time,  how  long 
is  the  holding  period  for  assets,  and  some  sort  of  study,  even  if  it 
is  on  a  random  basis,  of  whether  assets  are  being  managed  in  a 
way  that  yields  us  the  highest  value. 

But  in  the  definition  of  value,  it  is  important  to  consider  not  only 
converting  the  asset  into  cash,  but  also  the  value  in  terms  of  timeli- 
ness so  it  doesn't  clog  up  our  books  and  just  additional  work  for 
the  contractors. 

Mr.  VisCLOSKY.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  HOYER.  All  right. 

Mr.  Lightfoot,  did  you  have  any  additional  questions? 

Mr.  Lightfoot.  No,  sir. 

FORFEITURE  FUND  FTE 

Mr.  Hover.  How  many  employees  are  there  at  the  Forfeiture 
Fund?  Mr.  Brisbin,  perhaps  you  are  the  proper  persons  to  answer 
that  question. 

Mr.  Brisbin.  Yes,  sir.  Right  now,  I  believe  we  have  21  people  on 
board  and  four  liaisons  from  our  bureaus,  one  each  from  Customs, 
ATF,  IRS  and  Secret  Service. 

Mr.  Hoyer.  You  consider  those — ^when  you  say  liaisons,  are  thev 
detailed  to  the  Forfeiture  Fund  or  are  they  simply  interfaced  with 
the  Forfeiture  Fund? 

Mr.  Brisbin.  They  are  interfaced  with  the  Forfeiture  Fund  and 
with  a  little  bit  of  difference  from  individual  to  individual.  They 
generally  spend  about  half  of  their  time  at  the  Forfeiture  Fund  and 
half  of  the  time  at  their  parent  bureau  working  on  issues  related 
to  the  Forfeiture  Fund. 

Mr.  HOYER.  Okay.  But  you  have— 21  people  or  21  FTEs? 

Mr.  Brisbin.  No.  There  are  21  people  that  are  physically  there, 
counting  the  two  directors. 

Mr.  HoYER.  Any  reduction  in  that? 

Mr.  Brisbin.  No,  sir. 

Mr.  Hoyer.  So  you  have  21  in  1994;  you  expect  21  in  1995. 
Where  are  you  physically  housed?  In  the  Treasury? 

Mr.  Brisbin.  No.  We  are  at  999  E  Street,  right  at  10th  and  E, 
the  Federal  Election  Commission  Building.  They  occupy  the  bulk  of 
it. 

Mr.  HOYER.  Okay.  Have  you  had  any  discussions — did  you  have 
discussions  with  0MB  or  with  Treasury  in  terms  of  the  mix  as  it 
relates  to  discretionary  and  mandatory? 

Mr.  Brisbin.  I  haven't,  no. 

Mr.  HoYER.  You  wouldn't  participate  in  that  at  all? 
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Mr.  Brisbin.  No,  sir. 

Mr.  HOYER.  Dovou  believe  it  makes  any  difference? 

Mr.  Brisbin.  The  difference  between  discretionary  and  manda- 
tory? 

Mr.  Hoyer.  I  mean,  I  know  there  is  a  difference  between  discre- 
tionary and  mandatory,  but  in  terms  of  the  operation  of  your  office 
it  doesn't  make  any  difference,  does  it? 

Mr.  Brisbin.  Not  significantly,  no. 

ASSET  SHARING 

Mr.  Hoyer.  Do  you  get  involved  in  the  determination  of  asset 
sharing? 

Mr.  Brisbin.  Only  to  the  extent  that  on  large  asset  sharing  situa- 
tions that  require  the  approvsd  of  the  Assistant  Secretary  for  En- 
forcement, we  would  conduct  the  review  and  make  any  comments 
that  we  feel  appropriate.  Other  than  that,  our  participation  in  the 
asset  sharing  process  is  simply  to  track  it  and  to  make  sure  that 
the  process  moves  from  the  seizure  to  the  disposition  of  the  asset 
to  the  sharing.  And  Mr.  Mufioz's  and  Mr.  Cillers'  shop  ensures  us 
that  the  budget  execution  takes  place,  that  the  check  is  cut. 

Mr.  Hoyer.  Mr.  Mufioz,  is  the  final  decision  yours?  I  guess  the 
final  decision  is  the  Secretary's,  but  do  you  make  that  decision  or 
is  it  made  in  a  different  level  or  does  Mr.  Noble? 

Mr.  MUNOZ.  It  would  be  made  by  Mr.  Noble. 

Mr.  Hoyer.  He  would  make  that  determination? 

Mr.  MUNOZ.  Yes.  But,  excuse  me,  I  don't  want  to  be  misleading. 
Those  decisions  really  don't  arise  at  the  Assistant  Secretary's  level. 
I  don't  know  if  you  want  to  expound. 

Mr.  Brisbin.  Right.  To  the  extent  that  yes-or-no  decisions  or  de- 
cisions on  percentage  of  asset  sharing  are  made 

Mr.  Hoyer.  Let's  say  DEA,  Maryland  State  Police  and  the  Prince 
George's  County  Police  are  jointly  involved  in  a  raid.  ATF  is  in- 
volved in  it  as  well,  let's  say.  How  do  you  determine — and  assets 
in  the  amount  of  a  million  dollars,  for  the  sake  of  argument,  are 
seized.  Five  agencies  involved,  three  Federal — FBI,  ATF  and 
DEA — and  two  State.  How  do  vou  diwy  up  the  pot? 

Mr.  Brisbin.  Well,  generally  what  happens  is  the  agents  who 
were  in  the  field  who  were  actually  working  on  the  investigation 
and  their  supervisors  would  make  an  initial  determination  as  to 
what  sharing  would  be  equitable  based  on  the  extent  to  which  each 
agency  participated  in  the  case.  This  would  then  be  sent  up  to  the 
appropriate  approval  level,  depending  on  what  the  asset  sharing 
actually  is  for,  with  the  recommendation;  and  the  approval  would 
be  made  based  on  the  amount  of  the  asset  sharing. 

As  Mr.  Mufioz  mentioned,  the  only  actual  decisions  that  the  As- 
sistant Secretary  for  Enforcement  would  make  are  on  asset 
sharings  in  excess  of  a  million  dollars,  and  then  within  each  bu- 
reau there  are  a  variety  of  decision  approval  levels,  depending  on 
how  the  bureau  wants  to  structure  it. 

Mr.  Hoyer.  Let's  say  this  was  10  million,  rather  than  a  million, 
and  that  decision  process  allocated  60  to  the  Feds,  20  to  the  State 
and  20  to  the  county.  Let's  say  the  State  disagreed  with  that.  Let's 
say  the  State  believed  it  had  spent  hundreds  of  hours  of  investiga- 
tory work  and  had  given  that  information  to  DEA,  FBI  and  ATF, 
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and,  as  a  result,  they  were  able  to  successfully  carry  out  the  arrest 
and  seizure.  What  is  the  appeal  process  if  there  is  a  disagreement 
between  the  participating  jurisdictions?  How  is  that  resolved? 

Mr.  Brisbin.  Again,  this  would  work  itself  up  through  exactly  the 
same  chain  of  command  ladder,  with  the  supervisors  at  the  first 
level  discussing  it,  trying  to  work  it  out,  raising  it  up  to  the  special 
agent  in  charge,  chief  of  police,  sheriff,  the  head  of  the  agency  level. 
And  then  r£iising  it,  if  necessary,  from  there  to — within  a  bureau, 
I  would  expect  within  ATF  or  Customs  it  would  go  to  the  assistant 
commissioner  in  charge  of  operations  in  the  domestic  arena. 

From  there,  it  could  go  to  the  bureau  head;  and  from  there,  I 
would  be  very  surprised  to  ever  see  a  situation  like  this  rise  to  the 
departmental  level. 

Mr.  HOYER.  Yes.  I  don't  ask  that  question  out  of  any  complaints 
that  I  have  gotten  from  any  local  law  enforcement  officials  or  State 
agencies  that  there  has  been  an  inappropriate  disbursement  of  for- 
feited funds. 

Mr.  Brisbin.  Even  within  the  Treasury  Department  the  Sec- 
retary has  taken  such  a  strong  stance  on  the  importance  of  good 
relationships  and  involvement  with  State  and  local  agencies  that  I 
would  expect  that  if  something  ever  got  really  out  of  hand  these 
agencies  would  have  access  to  the  Secretary. 

Mr.  HOYER.  What  is  the  level  of  assets  that  have  been  seized 
jointly  and  what  was  the  distribution?  Do  you  have  that  informa- 
tion? If  not,  can  you  present  that  for  the  record? 

Mr.  Brisbin.  The  level  of  assets  seized,  I  don't  have.  I  believe 
that  we  are  anticipating 

Mr.  HOYER.  Dollar  value,  in  other  words. 

Mr.  Brisbin.  [continuing].  In  the  range  of  $98  million  in  fiscal 
year  1994.  And  that,  of  course,  depends  on 

Mr.  Hover.  Does  it  relate  to  the  $227  million? 

Mr.  Brisbin.  Yes,  sir. 

Mr.  HoYER.  Okay.  So  of  that  sum,  227,  almost  half,  about  45  per- 
cent, is  subject  to  disbursement  to  local  jurisdictions? 

Mr.  Brisbin.  Yes,  sir.  I  think,  in  fact,  about  40  percent  of  the  en- 
tire Treasury  Forfeiture  Fund  is  spent  in  that  arena. 

DISTRIBUTION  OF  ASSET  SHARING  BY  STATE 

Mr.  HoYER.  Could  you  in  very  simple  form — provide  an  asset- 
sharing  breakdown  for  the  States  and  for  any  other  jurisdictions. 
And,  again,  I  don't  want  you  to  have  your  people  take  a  long  time 
to  create  this. 

Mr.  Brisbin.  This  won't  be  a  problem. 

Mr.  HoYER.  Good.  Let  us  have  it. 

[The  information  follows:] 

The  following  information  is  page  IV-l  of  the  January  31,  1994  Treasury  Inspec- 
tor General  Report,  "Depairtment  of  the  Treasury  Forfeiture  Fund,  Annual  Financial 
Statement,  Year  Ended  September  30,  1993." 
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DEPARTMENT  OF  THE  TREASURY  FORFEITURE  FUND 

Asset  Sharing  Summarized  by  State  and  U.S.  Territories 

For  the  year  ended  September  30.  1993 

(Dollars  in  thousands) 

(Unaudited) 


State 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Louisiana 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nevada 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

South  Carolina 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

Total 


Currency  Value 

Propenv  Value 

S       291 

38 

9 

870 

311 

17 

43 

23,010 

26 

50 

- 

9.853 

97 

213 

13 

2 

- 

27 

3 

1,482 

8 

36 

45 

68 

- 

17 

7 

1.132 

32 

34 

- 

1.550 

75 

32 

15 

66 

- 

92 

- 

1,110 

- 

17 

211 

28.400 

308 

236 

44 

7 

- 

60 

- 

40 

4 

60 

- 

20 

30 

38 

7 

4 

- 

17,650 

145 

12 

5 

2 

- 

122 

7 

100 

5 

$  86,729 

1,479 

Summarized  above  are  the  currency  and  property  values  of  assets  forfeited  and  shared  with  state 
and  local  agencies  and  U.S.  territories  participating  in  the  seizure.  This  supplemental  schedule  is 
not  a  required  part  of  the  financial  statements  of  the  Depanment  of  the  Treasury  Forfeiture  Fund. 
Information  in  this  schedule  represents  assets  physically  transferred  during  the  year  and  therefore 
does  not  agree  with  total  assets  shared  with  state  and  local  agencies  in  the  financial  statements.  In 
addition,  the  above  numbers  do  not  include  the  adjustment  to  present  property  distributed  at  net 
realizable  value. 
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Mr.  HOYER.  Well,  let  me  ask  you  something.  Is  there  a  difference 
between  mandatory  and  discretionary  payments  to  States  and  local 
governments?  If  so,  what  is  that  distinction? 

Mr.  Brisbin.  Only  to  the  extent  that  certain — the  payments  for 
certain  things  can  come  out  of  the  discretionary  side  of  the  fund, 
and  payments  for  other  things  can  come  out  of  the  mandatory  side 
of  the  fund.  I  think  there  is  a  whole  list  of  things  that  by  statute 
now  come  out  of  the  discretionary  side.  Over  time  is  one  that  comes 
to  mind  right  off  the  top. 

Mr.  HoYER.  Comes  out  of — can  come  out  of  discretionary? 

Mr.  Brisbin.  That  comes  out  of  discretionary,  yes,  sir. 

Mr.  HOYER.  Although  salaries  are  mandatory? 

Mr.  Brisbin.  For  State  and  locals,  it  is  compensation  for  any  ex- 
penses that  the  State  and  local  agency  actually  incurs  in  participat- 
ing in  the  investigation.  So  it  would  encompass  anything  that  they 
make  up  as  their  list  of  costs  for  that  particular  investigation. 

Asset  sharing,  on  the  other  hand,  which  is  by  far  the  larger  dol- 
lar amount,  is  simply  a  proportional  share  of  any  assets  that  are 
seized  and  forfeited  as  a  result  of  the  investigation. 

Mr.  HoYER.  Okay. 

Mr.  Lightfoot,  any  additional  questions? 

Mr.  Lightfoot.  No,  sir. 

Mr.  HoYER.  Mr.  Visclosky. 

Mr.  Visclosky.  I  am  fine,  Mr.  Chairman. 

Mr.  HOYER.  I  have  some  other  questions  for  the  record  that  we 
will  give  to  you.  Mr.  Mufioz  or  Mr.  Brisbin — I  am  not  sure — can  an- 
swer those.  Good. 

[The  questions  submitted  for  the  record  follow:] 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COlVfMnTFK 
SrORINfi  OF  FY  1995  REQUF^ST 


QUESTION; 

The  Committee  understands  that  the  $17.5  million  cut  to  discretionary 
appropriations,  together  with  the  $15  million  mandatory  transfer  to  the  General  Fund, 
provide  a  total  of  $32.5  million  in  discretionary  savings. 

►•         The  Committee  understands  that  the  net  effect  of  these  transactions  would  be  to 
reduce  discretionary  expenditures  by  $17.5  million  and  increase  mandatory 
authority  by  $2.5  million.    Is  this  correct? 

►         What  provisions  of  the  Budget  Enforcement  Act  govern  this  scoring  convention? 


ANSWER: 

Yes.   The  net  effect  of  the  transactions  proposed  in  the  President's  Budget,  all  else 
being  equal,  would  be  to  decrease  the  Fund's  discretionary  authority  by  $17.5  million  and 
increase  permanent  mandatory  authority  by  $2.5  million  (the   latter  figure  is  actually 
somewhat  different  because  of  changes  in  end  of  year  balances).   This  result  flows 
naturally  from  the  statutory  construction  of  the  Fund:  decreases  in  discretionary  authority 
create  increases  in  mandatory  authority. 

The  specific  proposal  to  transfer  $15  million  from  mandatory  authority  to  the 
General  Fund  creates  discretionary  savings  because  it  is  an  action  taking  place  in  the 
appropriations  process.    The  logic  underlying  this  scoring  is  that  without  such  an  action, 
total  Federal  spending  and  the  deficit  would  be  $15  million  higher. 

Section  250  of  the  Gramm-Rudman-Hollings  Act  (P.L.  99-177,  as  amended) 
governs  the  scorekeeping  conventions  associated  with  these  transactions.    Gramm- 
Rudman-Hollings  was  amended  by  the  Budget  Enforcement  Act  (BEA)  of  1993.    Under 
scorekeeping  principles  employed  since  1990,  any  change  to  organic  legislation  in  an 
annual  appropriations  bill  that  changes  direct  spending  will  be  scored  against  the 
discretionary  caps,  rather  than  having  a  PAYGO  effect.    The  1995  proposal  to  transfer 
$15  million  is  a  change  to  the  Fund's  organic  authority.    Thus,  the  savings  is  scored 
against  the  discretionary  cap. 

Specifically,  scorekeeping  rule  #3  applies  in  this  case.    This  is  one  of  the 
guidelines  used  by  OMB  and  CBO  and  was  published  in  the  Joint  Statement  of  Managers 
for  the  Omnibus  Budget  Reconciliation  Act  of  1990,  which  included  the  BEA  as  Title  13. 
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In  part,  this  rule  reads: 

Substantive  changes  to  or  restrictions  on  entitlement  law  or  other  mandatory 
spending  law  in  appropriations  bills  will  be  scored  against  the  Appropriations 
Committee  section  302(b)  allocations  in  the  House  and  the  Senate  except  for  those 
savings  provisions  that  are  to  be  enacted  by  an  authorizing  committee  pursuant  to 
the  Budget  Summit  Agreement. 
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1995  ALI.OCATIONS 


QUESTION: 

Please  provide  a  detailed  FY  1995  proposed  allocation  for  the  discretionary 
resources  of  the  Fund.   The  allocation  should  include,  but  not  be  limited  to,  the  following 
categories: 

»•  Assistance  to  State  and  Local  law  enforcement 

*■  Purchase  of  evidence  and  information 

►■  Agency  seizure-related  expenses 

►■  Contract  services,  consultants  and  training 

►  Investigative  equipment 

»■  Consolidated  Assets  Tracking  System  (CATS) 


ANS5YER: 

Allocations  from  the  Treasury  Forfeiture  Fund  in  FY  1995  will  be  made  pursuant 
to  a  financial  plan  which  will  be  approved  by  the  Assistant  Secretary  for  Enforcement  in 
late  August  or  early  September  1994.   The  financial  plan  will  be  based  on  the  analysis  of 
detailed  budget  requests  and  revenue  estimates  submitted  by  Treasury  enforcement 
bureaus  during  the  late  spring  and  early  summer.   Consequently,  there  is  currently  no 
proposed  allocation  by  bureau,  project,  and  activity  for  FY  1995. 

Based  on  funding  plans  developed  for  the  President's  FY  1994  Budget  of 
$15  million,  an  approximate  allocation  for  FY  1995  is  highlighted  below.    This  allocation 
will  change,  based  on  specific  Treasury  bureau  requests  for  FY  1995  resources. 

S  Millions 

Assistance  to  State  and  Lxxal  law  enforcement  3.0 

Purchase  of  evidence  and  inforoiation  1.5 

Agency  seizure-related  expenses  1-5 

Contract  services,  consultants  and  training  3.0 

Investigative  equipment  2.5 

Consolidated  Assets  Tracking  System  (CATS)  Ul 

Total         $15.0 
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TREASURY  FORFEITIHtE  FUND  ANNUAL  REPORT 


QUESTION: 


Section  (F)  of  Public  Law  102-393  requires  the  Secretary  to  transmit  to  the 
Congress  a  report  on  the  Treasury  Forfeiture  Fund  by  February  1,  1994.    What  is  the 
status  of  that  report? 


The  reporting  requirements  of  Section  (F)  have  been  satisfied  by  Treasury 
Inspector  General  report  number  OIG-94-048,  entitled,  "Department  of  the  Treasury 
Forfeiture  Fund  Annual  Financial  Statements  for  Year  Ended  September  30,  1993."   This 
report  was  prepared  pursuant  to  the  Chief  Financial  Officers  Act  of  1990.    It  has  been 
submitted  to  the  Secretary  and  to  the  Congress,  and  has  been  forwarded  to  the  Treasury- 
Postal  Appropriations  Subcommittee  under  separate  cover. 
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VALUE  OF  GOODS:  SEIZED  vs.  FORFEITED 


QUESTION: 

Please  provide  a  comparison  for  FY  1990,  1991,  and  1992  of  the  value  of  goods 
other  than  cash  seized  versus  the  value  forfeited.     Please  explain  the  discrepancies 
between  the  two. 


Data  for  FV  1990,  1991,  and  1992  concerning  a  comparison  of  the  value  of 
property  forfeited  versus  the  value  of  the  same  property  when  it  was  seized  is  being 
analyzed.    Information  which  will  address  the  Subcommittee's  inquiry  will  be  provided 
when  the  data  analysis  is  complete. 

With  respect  to  discrepancies  between  evaluations,  'seizure  value",  otherwise 
known  as  "appraised  value",  and  "forfeiture  value"  variances  are  attributed  primarily  to 
four  factors: 

»■  Valuation  Methodology:    The  methodology  for  appraising  property  associated  with 

the  Treasury  Forfeiture  Fund  is  based  upon  law  and  agency  policy.    In  the  case  of 
the  U.S.  Customs  Service,  the  appraisal  methodology  is  based  on  law.    The  other 
Treasury  law  enforcement  agencies  appraise  merchandise  based  on  agency  policy 
and  the  use  of  independent  third  party  appraisers.    The  Fund's  national  seized 
property  contractor  does  not  provide  the  appraised  value  for  merchandise,  but  does 
provide  a  fair  market  value  based  on  their  expertise  and  knowledge  of  what  the 
same  or  similar  merchandise  has  sold  for  historically.    Appraisals  of  seized 
merchandise  may  vary  for  the  same  merchandise  because  of  the  appraiser's 
experience  and  numerous  interpretive  evaluations.    Therefore,  appraised  values  can 
vary  with  fair  market  values  in  a  number  of  ways.    The  contractor  uses  formulas, 
historical  sales  experience,  and  independent  third  party  appraisals  to  determine  the 
fair  market  value.    This  results  in  variances  in  the  fair  market  value  based  on  the 
type  of  merchandise,  the  condition,  and  the  market  for  the  particular  type  of  asset. 

►  Timing:    The  appraised  value  may  be  different  from  the  sale  or  auction  value 

based  on  fair  market  conditions  at  the  time  of  the  sale,  which  cannot  be  predicted 
at  the  time  of  the  appraisal.    The  value  of  an  asset  can  depreciate  while  it  is  going 
through  the  forfeiture  process. 
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Economic  Factors:   The  variance  between  seizure  value  and  forfeiture  value  may 
be  more  pronounced  when  the  economy  is  in  a  low-growth  stage. 

Type  of  Asset:  Economic  conditions  and  timing  will  affect  various  types  of  assets 
differently.  Luxury  items,  such  as  jewelry  and  vessels,  will  devalue  at  a  different 
rate  than  cars  and  homes. 
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U.S.  vs.  JAMES  DANIEL  GOOD 


QtJESTION: 

A  December  1993  court  decision,  in  the  U.S.  vs.  James  Daniel  Good,  found  that 
seizing  agencies  must  show  a  relationship  between  a  crime  and  the  property  to  be  seized 
prior  to  the  seizure.   What  is  the  impact  of  this  decision  on  the  level  and  difficulty  of 
forfeitures? 


ANSWER: 

The  Good  case  will  not  have  a  major  impact  on  the  level  or  difficulty  of 
forfeitures.    It  has  always  been  the  law  that  agencies  must  show  a  connection  between  the 
criminal  activity  and  the  property  to  be  seized.    The  Good  case  simply  added  a 
requirement  that  the  Government  must  have  exigent  circumstances  if  real  property  is 
seized  without  an  adversarial  hearing.    Such  a  requirement  has  been  the  law  in  the  Ninth 
Circuit  for  a  number  of  years,  and  it  has  not  caused  significant  problems  for  law 
enforcement. 

There  are  a  number  of  options  in  lieu  of  seizure  that  are  available  to  law 
enforcement  such  as  lis  pendens,  arresting  the  property  and  letting  the  occupants  remain 
in  the  property  after  inventory,  or  seeking  an  ex  parte  hearing  for  the  Government  to 
present  its  need  to  seize  the  property.    A  survey  of  the  law  enforcement  forfeiture 
community  revealed  that  few  if  any  difficulties  will  be  encountered  as  a  result  of  the 
Good  decision. 
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RKIMBimSEMENT  OF  CRIMINAL  INVESTIGATIONS 


fa)    QUESTION: 

The  Department  of  Justice  does  not  allow  for  the  reimbursement  of  funds  expended 
during  the  normal  course  of  a  criminal  investigation,  regardless  of  whether  the  object  of 
the  investigation  was  a  person  or  property. 

•■         Does  Treasury  include  costs  incurred  as  part  of  the  criminal  investigation,  such  as 
investigator's  salaries,  travel,  and  operating  costs  as  eligible  for  reimbiu-sement? 

ANSWER: 

The  Fund  does  not  reimburse  for  expenses  incurred  during  the  normal  course  of  a 
criminal  investigation.    However,  under  the  Fund's  permanent  authority  (31  U.S.C.  § 
9703(a)(1)),  an  investigative  cost  leading  to  a  seizure  is  an  authorized  use  of  forfeiture 
funds.   Such  costs  may  include  travel  expenses.   Other  operational  costs  are  paid  by  the 
Fund  only  to  the  extent  that  they  are  necessitated  by  the  particular  investigation  that  lead 
to  a  seizure.    As  a  policy  matter,  the  salaries  of  persons  participating  in  investigations  is 
not  an  authorized  expense. 

(h)   QUESTION; 

►  Does  Treasury  use  these  funds  to  :   (1)  pay  overtime  for  State  or  local  law 

enforcement  officials,  (2)  pay  overtime  for  Federal  officials,  and  (3)  augment  any 
local.  State,  or  Federal  salaries? 

ANSWER: 

Overtime  for  State  and  local  enforcement  officers  is  an  authorized  expense  from 
the  Fund's  annual  appropriation  under  31  U.S.C.  §  9703(2)(G).   Overtime  for  Federal 
officials  may  be  paid  under  the  Fund's  permanent  authority  (31  U.S.C.  §  9703(a)(1))  as 
an  investigative  expense  leading  to  a  specific  seizure.   As  for  augmenting  local.  State,  or 
Federal  salaries,  other  than  overtime  costs,  salaries  associated  with  criminal  investigations 
involving  seizures  and  forfeitures  are  not  paid  by  the  Fund. 
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APPROPRIATIONS  REQUEST:    CIVT  IN  DISCRKTIONARY 


QUESTION: 

You  mentioned  in  your  statement  that  discretionary  expenditures  for  equipment  and 
joint  operations  with  local  law  enforcement  will  be  reduced.    You  also  mentioned  in  your 
testimony  how  valuable  these  resources  were  in  1994  for  ATF  laboratory  equipment. 
Why  did  the  administration  decide  to  cut  this  appropriation? 


ANSWER: 

Although  less  will  be  spent  on  discretionary  activities  of  the  Fund,  this  reduction  is 
viewed  as  necessary  to  achieve  an  overall  level  of  savings  in  the  Department's  FY  1995 
budget.    This  spending  reduction  of  $17.5  million,  together  with  the  proposed  transfer  of 
$15  million  to  the  General  Fund,  will  result  in  total  savings  from  FY  1994  of 
$32.5  million.    These  savings  will  be  available  to  fund  other  priorities  within  the 
Treasury  Department. 
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APPROPRIATIONS  REQUEST:    TRANSFER  TO  GKNKRAL  FUND 


QUESTION: 

The  budget  request  includes  a  $15  million  transfer  from  the  Forfeiture  Fund  to  the 
General  Fund.    Why  is  it  better  to  move  surpluses  to  the  General  Fund  rather  than  allow 
them  to  accumulate  and  be  used  later  for  law  enforcement? 


The  total  impact  of  the  transfer  and  its  budget  scoring  implications  should  be 
considered.    Since  the  transfer  is  credited  as  discretionary  savings,  it  creates  more  room 
relative  to  the  spending  caps  for  discretionary  programs.   These  funds,  therefore,  will  be 
available  for  appropriation  through  any  of  the  thirteen  regular  appropriations  acts, 
including  funding  provided  for  law  enforcement  through  the  Commerce,  Justice,  State 
Appropriations  Act  and  the  Treasury  Appropriations  Act. 
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MANDATORY  v.  DISCRETIONARY  EXPENDITURES 


(A\   QIJF^STION; 

Many  of  the  distinctions  between  mandatory  and  discretionary  expenditures  appear 
arbitrary.    For  example,  expenditures  for  the  destruction  of  narcotics  and  payments  for 
certain  contract  employees  are  "discretionary",  while  the  salaries  of  staff  and  the  majority 
of  payments  to  states  are  considered  "mandatory".    Please  summarize  for  the  Committee 
the  difference  between  mandatory  and  discretionary  expenditures  and  the  underlying 
reasons  for  this  difference. 


ANSWER: 

As  the  Committee  noted,  although  there  are  a  few  expense  categories  that  seem  to 
be  mandatory,  the  statute  defines  them  as  discretionary.    The  underlying  logic  for 
discretionary  and  mandatory  categories  is  as  follows: 

•  Discretionary  Expenses  -  These  expenses  are  authorized  in  the  annual  Treasury 

Appropriations  Act  and  are  associated  with  activities  more  generally  related  to  the 
forfeiture  program.    Such  expenses  enhance  Treasury's  ability  to  conduct 
investigations  which  lead  to  seizures  and  forfeitures.   These  categories  include: 

Purchase  of  evidence  and  information. 

Equipment, 

State  and  local  costs  for  joint  operations  with  Treasury, 

Training, 

Printing,  and 

Certain  contract  services. 

Mandatory  Expenses  ~  These  exjjenses  are  authorized  under  the  Fund's  permanent 
authority.    Generally,  these  costs  are  closely  related  to  the  storage,  maintenance, 
and  disposal  of  specific  assets  seized  and  forfeited  by  Treasury  law  enforcement 
bureaus.    These  categories  of  expenses  include: 

►  All  proper  expenses  of  seizure, 

*■  Contract  services  related  to  the  maintenance  and  disposal  of  assets. 


» 
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Payments  of  liens  and  mortgages  against  forfeited  property. 

Remission  and  mitigation  expenses. 

Equitable  sharing  payments  made  to  Federal,  State,  and  local  law 
enjforcement  agencies,  and 

The  services  of  experts  and  consultants  who  assist  in  appraising  seized 
property. 


(h)   QUESTION: 

Is  the  distinction  between  mandatory  and  discretionary  different  for  the  Justice 
Forfeiture  Fund?   Is  there  a  good  reason  for  differences  between  the  two? 


ANSWER: 

Yes.   Spending  authorities  for  the  two  funds  are  different.   In  formulating  the  1992 
legislation  that  created  the  Treasury  Forfeiture  Fund,  the  statute  was  designed  to  make 
Treasury  and  Justice  expense  categories  effectively  the  same.   However,  during  that  same 
session  of  Congress,  a  separate  bill  was  enacted  making  technical  corrections  to  the 
Justice  Forfeiture  Fund  statute.   This  second  bill  was  drafted,  without  taking  account  of 
how  the  Treasury  bill  would  amend  the  Justice  statute.   As  a  consequence  of  these  two 
separate  bills  both  amending  the  Justice  statute,  two  categories  that  are  discretionary  for 
Treasury  became  mandatory  for  Justice.   These  two  categories  are: 

•  Payments  necessary  and  directly  related  to  seizure  and  forfeiture  program  expenses 
for: 

»         The  purchase  or  lease  of  automatic  data  processing  systems, 

►  Training, 

•■         Printing,  and 

►  Contracting  services  directly  related  to  (1)  the  identification  of  forfeitable 
assets,  (2)  die  processing  of  and  accounting  for  forfeitures,  and  (3)  the 
storage,  maintenance,  protection,  and  destruction  of  controlled  substances. 

•  The  payment  of  overtime  salaries,  travel,  fuel,  training,  equipment,  and  other 
similar  costs  of  State  or  local  law  enforcement  ofTicers  that  are  incurred  in  joint 
law  etiforcement  operations  with  Treasury. 
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(c)    QUESTION: 


Are  there  items  that  you  would  recommend  reclassifying  from  discretionary  to 
mandatory?  How  about  from  mandatory  to  discretionary?  Is  there  a  need  for  further 
legislation  to  clarify  the  distinctions  between  the  two? 


Enacting  essentially  identical  mandatory  and  discretionary  expense  categories  for 
the  two  Forfeiture  Funds  would  be  one  way  of  increasing  consistency  between  the  Justice 
Department  and  Treasury  .    This  could  be  accomplished  by  moving  the  two  Treasury 
discretionary  categories  previously  cited  to  the  mandatory  side  of  the  Treasury  Fund. 
Such  a  change  would  require  legislation,  and  would  have  Budget  Enforcement  Act 
implications.    If  enacted  in  an  authorization  bill,  these  changes  would  generate  PAYGO 
costs.    If  enacted  in  an  appropriations  bill,  the  amount  reclassified  would  be  scored 
against  the  bill,  and  in  subsequent  years,  the  discretionary  cap  would  be  lowered. 
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ASSISTANCE  TO  STATE  AND  LOCAI.  GQVERNMKNTS 


QUESTION: 

How  does  the  Treasury  determine  the  level  of  asset  sharing  with  State  and  local 
governments  under  the  permanent  authority?   What  is  the  difference  between  mandatory 
and  discretionary  payments  to  State  and  local  governments? 


Under  the  Fund's  permanent  authority,  proceeds  of  a  seizure  may  be  shared  with 
State  and  local  law  enforcement  agencies.   The  amount  shared  reflects  the  degree  of  a 
local  agency's  participation  in  a  case  that  resulted  in  a  forfeimre.    The  exact  sharing 
percentage  is  determined  based  on  the  recommendations  of  Treasury  agents,  along  with 
input  from  the  local  agency  and  in  some  cases  the  U.S.  Attorney.    In  forfeiture  cases 
where  the  forfeited  property  is  valued  at  $1,000,000  or  more,  and  in  all  cases  involving 
the  transfer  of  real  property,  the  Assistant  Secretary  (Enforcement)  determines  the  amount 
of  the  equitable  share. 

Discretionary  payments  to  State  and  local  governments  are  not  related  to  the  value 
of  a  particular  forfeiture.    Rather,  these  payments  cover  overtime  salaries  and  various 
other  operational  costs  that  are  incurred  by  local  agencies  through  their  joint  participation 
in  Treasury  investigations. 
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ASSET  MANAGEMENT 


QUESTION: 

Prior  audits  of  the  Customs  Forfeiture  Fund,  the  precursor  to  the  Treasury  Fund, 
noted  substantial  differences  between  the  value  of  assets  seized  and  the  value  actually 
received  when  it  is  disposed.    Are  you  familiar  with  those  findings?   Do  you  plan  to 
make  changes  in  asset  management  to  prevent  loss  of  value? 


ANSlilX: 


Yes.   We  are  familiar  with  such  findings.    However,  while  we  recognize  the 
concerns  of  the  Committee  and  auditors  in  this  area,  we  believe  that  the  issue  is 
one  of  a  misunderstanding  of  "appraisal"  statistics  that  are  cited. 

The  U.S.  Customs  Service  is  required,  by  law  and  regulation,  to  make  a 
determination  of  "Appraised  Value"  at  the  time  of  seizure.    This  appraisal  is  often 
imprecise  and  may  have  little  direct  relationship  to  the  "Fair  Market  Value" 
(FMV).    FMV  is  that  value  an  asset  may  have  in  a  market  where  there  is  a  willing 
buyer  and  a  willing  seller.    The  "Appraised  Value"  is  a  determination  of  value  in 
accordance  with  law  and  regulation,  and  its  purpose  or  value  is  in  accordance  with 
the  intent  of  the  law.    FMV  is  determined  some  time  after  seizure,  but  prior  to  the 
actual  time  of  sale. 

The  "loss  of  value"  sometimes  cited  as  a  problem  may  be  a  perceived  loss  of 
value,  rafJier  than  a  true  loss.    This  may  occur  when  the  cost  comparison  is 
relative  to  the  often  less  accurate  initial  appraised  value,  rather  than  in  comparison 
to  the  FMV. 

Further,  seized  assets  may  also  be  reduced  in  value  by  changes  in  markets  caused 
by  fiscally  depressed  times;  changes  in  styles,  models,  year  of  production;  product 
technology  changes,  and  other  similar  factors. 

The  Treasury  Department's  national  seized  property  contractor  is  coniracmally 
obligated  to  maintain  properties  in  the  same  condition  as  they  were  when  they  were 
seized.    This  is  accomplished  through  specialized  storage  procedures,  preventive 
maintenance,  and  repairs  when  necessary.    This  results  in  a  maximum  return  on 
the  asset  at  the  time  of  sale.    The  proceeds  of  sales  under  the  contract  have,  in 
many  instances,  averaged  quite  close  to  the  estimated  fair  market  value  of  the 
property. 


Monday,  February  28,  1994. 

DEPARTMENTAL  OFFICES 

witnesses 

george  munoz.  assistant  secretary  (management)/chief  fi- 
nancial officer 

john  murphy,  director,  office  of  budget,  department  of 
the  treasury 

mary  beth  shaw,  director,  financial  management  division, 
departmental  offices 

Introduction 

Mr.  HOYER.  Mr.  Munoz,  again,  we  appreciate  your  being  here  to 
discuss  the  request  for  Departmental  Offices.  We  have  your  state- 
ment which  we  will  insert  in  the  record.  You  may  proceed  in  such 
manner  you  deem  appropriate. 

Mr.  MuNOZ.  Grood  morning,  Mr.  Chairman  and  Members  of  the 
Subcommittee.  I  am  pleased  to  be  here  to  discuss  Departmental  Of- 
fices' fiscal  year  1995  budget  request.  This  is  the  first  time  I  have 
given  testimony  before  the  Subcommittee,  other  than  a  few  min- 
utes ago. 

With  me  today  is  John  Murphy,  who  is  the  Director,  Office  of 
Budget,  for  the  Department  of  Treasury  and  also  Mary  Beth  Shaw, 
who  is  the  Director  of  the  Financial  Management  Division  for  De- 
partmental Offices. 

Our  function  in  the  Treasury  Department  is  to  provide  basic  sup- 
port to  the  Secretary.  I  come  from  the  private  sector,  and  what  im- 
presses me  the  most  about  Treasury  is  the  importance  of  our  func- 
tions to  the  economy.  We  cannot  make  mistakes. 

The  Departmental  Offices'  Salaries  and  Expense  Appropriation 
provides  resources  for  formulation  and  implementation  of  domestic 
and  international  financial,  investment,  tax,  economic  and  trade 
policy;  financial  operations;  and  general  fiscal  policy. 

If  I  may,  let  me  give  you  some  examples.  Our  economists  predict 
the  growth  rates  that  drive  the  budget  or  that  will  drive  health 
care  reform — and  if  they  don't  have  the  technology  to  get  the  num- 
bers right,  I  don't  have  to  tell  you  about  the  consequences  down  the 
road.  As  you  know.  Secretary  Bentsen  took  great  care  in  making 
sure  the  health  care  numbers  were  accurate  before  testifying. 

You  set  the  policies  on  how  to  spend  the  taxpayer's  money,  but 
we  collect  98  percent  of  those  revenues.  Secretary  Bentsen  and 
Deputy  Secretary  Altman  must  make  sure  it  is  done  correctly  and 
that  the  projected  revenues  are  accurate. 

Or  look  at  our  enforcement  functions.  Last  year  at  this  time,  the 
World  Trade  Center  was  bombed,  and  it  was  the  work  of  a  Treas- 
ury employee  (an  ATF  agent)  that  helped  lead  to  the  arrest  of  the 
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suspects.  This  year,  our  enforcement  functions  are  growing  as 
crime  prevention  takes  center  stage. 

We  want  to  do  quality  work  at  the  Departmental  Offices,  and  we 
want  to  do  it  efficiently.  We  think  that  is  what  this  budget  rep- 
resents. 

The  fiscal  year  1995  request  for  Departmental  Offices  is  $107.6 
million  and  1,080  full-time  equivalent  positions.  While  this  request 
represents  a  decrease  of  six  full-time  equivalent  pK)sitions,  it  in- 
cludes a  net  increase  of  $2.5  million  over  the  1994  appropriated 
level. 

The  increase  would  have  been  higher  without  decreases  of  $2.5 
million  attributable  to  the  Executive  Orders  for  administrative  and 
personnel  reductions  and  the  decreased  cost  of  the  Federal  Employ- 
ees Retirement  System  resulting  from  lower  Federal  payments  into 
the  system.  An  increase  of  $5  million  is  requested  to  cover  infla- 
tion, annualized  pay  raises  and  information  technology  enhance- 
ments. 

Funding  of  $3.1  million  is  requested  for  vitally  needed  informa- 
tion technology  modernization.  This  is  necessary  to  manage  our  in- 
creasing work  load  while  reducing  administrative  costs  and  person- 
nel. The  $3.1  million  request  includes:  $1.8  million  for  expanding 
of  a  local  area  network  and  electronic  mail  services  among  Depart- 
mental operations  personnel;  $.3  million  for  streamlining  procure- 
ment services;  $.3  million  for  expanded  customer  telecommuni- 
cations services  that  will  save  time  and  money  while  increasing 
productivity.  And,  finally,  $.7  million  is  required  to  install  £in 
uninterruptible  power  supply  that  will  provide  continuous,  condi- 
tioned power  to  the  Departmental  Offices'  Computer  Data  Centers. 
Thus,  disruptive  and  costly  data  and  productivity  loss  during  power 
outages  will  be  avoided. 

An  example  of  our  increased  workload  and  responsibilities  is  the 
Treasury  Forfeiture  Fund,  which  your  committee  has  already  ad- 
dressed today. 

Treasury's  Office  of  Management  is  making  efforts  to  streamline 
our  bureaucracy.  Our  office  is  responsible  for  shepherding  imple- 
mentation of  the  National  Performance  Review  recommendations. 

A  few  months  ago,  we  held  workout  sessions  for  senior  manage- 
ment within  the  Office  of  Management  to  discuss  how  our  proc- 
esses could  be  simplified  and  modernized.  Based  on  our  dialogue, 
we  have  already  begun  to  streamline  administrative  procedures;  for 
example,  delegating  more  authority  to  division  directors  to  sign  for 
purchases  of  services,  supplies  and  equipment.  In  addition,  we  are 
revising  the  internal  budget  process  as  well  as  looking  at  automat- 
ing forms  for  personnel  actions  and  training. 

We  are  also  conducting  an  Alternate  Work  Schedules  pilot  pro- 
gram within  the  Office  of  Management.  Effective  February  6th 
through  August  6th,  1994,  it  consists  of  flexitour  and  compressed 
work  schedules. 

In  conclusion,  this  budget  will  support  the  breadth  of  policy  re- 
sponsibilities in  the  President's  agenda — reforming  health  care, 
combating  crime,  opening  new  international  trade  markets,  foster- 
ing economic  cooperation,  implementing  sound  tax  and  investment 
policies,  establishing  free  enterprise  systems  in  newly  formed  de- 
mocracies, and  strengthening  our  nation's  financial  institutions. 
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These  are  the  urgent  needs  we  face  as  a  country,  and  Treasury  is 
a  major  player  in  achieving  these  Presidential  goals. 

I  appreciate  the  support  that  your  Subcommittee  has  provided  to 
us  in  the  past  and  look  forward  to  working  with  you  in  the  future. 
I  will  be  glad  to  answer  any  questions  you  might  have, 

Mr.  HOYER.  Thank  you  very  much,  Mr.  Secretary. 

[The  prepared  statement  follows:] 
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DEPARTMENT  OP  THE  TREASURY 

D«parta«ntal  Offlcas 

Introductory  Stat«aent  of  GAorg*  Nuftoz 

Assistant  Secretary  for  Manageaent 

For  Presentation  to  the  Subconaittee  on  J^propriations 

Mr.  Chaiman  and  nembers  of  the  Subcoaunittee ,  I  an  pleased 
to  be  here  to  discuss  Departmental  Offices'  FY  1995  Budget 
request.   My  name  is  George  MuAoz  and  this  is  the  first  time  I 
have  given  testimony  before  the  Subcommittee.   With  me  today  is 
Edwin  A.  Verburg  the  Acting  Deputy  Assitant  Secretary  for 
Departmental  Finance  and  Management  and  Deputy  Chief  Financial 
Officer.   Also,  with  me  is  Mary  Beth  Shaw  who  is  the  Director  of 
o\ir  Financial  Management  Division. 

Our  function  in  the  Treasury  Department  is  to  provide  basic 
support  to  the  Secretary.  I  come  from  the  private  sector,  and 
what  impresses  me  most  about  Treasury  is  the  importance  of  our 
fiinctions  to  the  economy.   We  cannot  maJce  mistaJces. 

Outside  of  Washington,  people  think  Treasury  is  the  place 
where  we  make  nickels  and  quarters.   We  do.   But  we  also  have 
impact  on  billion  and  trillion  dollar  decisions. 

Departmental  Offices'  Salaries  and  Expenses  Appropriation 
provides  resources  for  formulation  and  implementation  of  domestic 
and  international  financial,  investment,  tax,  economic  and  trade 
policy;  financial  operations;  and  general  fiscal  policy. 

If  I  may,  let  me  give  you  some  examples.   Our  economists 
predict  the  growth  rates  that  drive  the  budget  or  that  will  drive 
health  care  reform  —  and  if  they  don't  have  the  technology  to 
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g«t  th«  nuBb«rs  right,  I  don't  hav*  to  tall  you  about  tha 
conaaquancaa  down  tha  road.  Aa  you  know,  Sacratary  Bantaan  took 
graat  cara  in  Baking  aura  tha  haalth  cara  nuabara  wara  acciurata 
bafora  taatifying. 

Thara  ara  huga  conaaquancaa,  if  wa  aaaa  up  on  bond  aalaa  or 
on  how  wa  financa  thia  country 'a  dabt.  And  thara  ara 
consequences  if  ve  have  our  numbers  wrong  on  NAFTA  or  GATT. 

You  set  the  policies  on  how  to  spend  the  taxpayer's  aoney, 
but  we  collect  98  percent  of  those  revenues,  and  Secretary 
Bentsan  and  Deputy  Secretary  Altman  must  aake  sure  it  is  dona 
correctly,  and  the  projections  of  what  the  revenues  will  be  ara 
accurate . 

Or  look  at  our  enforcement  functions.   Last  year  at  this 
time,  the  World  Trade  Center  was  bombed,  and  it  was  the  work  of  a 
Treasury  employee  (an  ATF  agent)  that  helped  lead  to  the  arrest 
of  the  suspects.   This  year,  our  enforcement  functions  ara 
growing  as  criaa  prevention  tsJces  center  stage. 

We  want  to  do  quality  work  at  the  Departmental  Offices  and 
we  want  to  do  it  efficiently.  We  think  that's  what  this  budget 
represents. 

The  Fiscal  Year  1995  request  for  Departmental  Officaa  ia 
$107.6  million  and  1,080  full-time  equivalent  positions.   While 
this  request  represents  a  decrease  of  six  full-time  equivalent 
poaitions,  it  includes  a  net  increase  of  $2.5  million  over  the 
1994  appropriated  level. 

The  increase  would  have  been  higher  without  decreases  of 
$2.5  million  attributable  to  the  Executive  Orders  for 
adainiatrative  and  paraonnal  reductiona  and  tha  decreased  cost  of 
the  Federal  Employees  Retirement  System  resulting  from  lower 
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federal  payments  into  the  system.   An  increase  of  $5.0  million  is 
requested  to  cover  inflation,  annualized  pay  raises  and 
information  technology  enhancements. 

Funding  of  $3.1  million  is  requested  for  vitally  needed 
information  technology  modernization.  This  is  necessary  to 
manage  our  increasing  workload  while  reducing  administrative 
costs  and  personnel.   The  $3.1  million  request  includes:  $1.8 
million  for  expanding  of  a  local  area  network  and  electronic  mall 
services  among  Departmental  operations  personnel;  $.3  million  for 
streamlining  procurement  services  (one  of  the  priorities  of  the 
National  Performance  Review);  and  $.3  million  for  expanded 
customer  telecommunications  services  that  will  save  time  and 
money  while  increasing  productivity.   Finally,  $.7  million  is 
required  to  Install  an  un-interruptlble  power  supply  that  will 
provide  continuous,  conditioned  power  to  the  Departmental 
Offices'  Computer  Data  Centers;  thus,  disruptive  and  costly  data 
and  productivity  loss  during  power  outages  will  be  avoided. 

An  example  of  our  increased  workload  and  responsibilities  is 
the  Treasury  Forfeiture  Fund,  which  your  committee  will  also 
address  today.   I  would  like  to  tell  you  about  two  other  new 
areas  —  NAFTA  and  GATT. 

North  American  Free  Trade  Agreement  f NAFTA) 

During  NAFTA  negotiations.  Treasury  had  the  lead  in 
negotiating  the  investment,  financial  services,  tax  and  rules  of 
origin  provisions.   Treasury  also  had  the  lead  in  negotiating  the 
North  American  Development  Bank  (NADBank)  and  the  Border 
Environment  Cooperation  Commission. 
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Now  that  NAFTA  has  been  approved  by  the  Congress,  Treasury: 
(1)  Bust  provide  the  remaining  state  reservations  in  financial 
services  by  January  1,  1995;  (2)  is  preparing  a  list  of  financial 
services  experts  to  serve  on  NAFTA  dispute  settlement  panels; 
(3)  must  identify  and  list  state  reservations  in  investment  by 
January  1,  1996;  and  (4)  has  the  lead  responsibility  for 
implementation  of  NADBanX.   Treasury  through  the  U.S.  Customs 
Service  will  issue  final  uniform  regulations  on  rules  of  origin 
and  customs  administration  following  the  end  of  the  comment 
period  (March  31,  1994)  and  after  consultations  with  Canada  and 
Mexico. 

General  Agreement  on  Tariffs  and  Trade  (GATT) 

During  the  recently  completed  Uruguay  Round  held  to 
strengthen  and  expand  GATT  trading  rules,  Treasury  played  a  lead 
role  in  areas  of  interest  to  Treasury  (e.g.,  financial  services, 
taxes  in  the  services  agreement,  and  trade  related  investment 
measures) .   We  also  played  a  key  role  in  developing  the 
provisions  on  rules  of  origin  and  balance  of  payments.   In  other 
areas,  we  played  a  more  supportive  role,  providing  an  economic 
perspective  to  the  National  Economic  Council. 

Our  appropriation  request  also  provides  resources  for 
administrative  support  to  the  Secretary  and  policy  staff. 
Treasury's  Office  of  Management  is  aaking  efforts  to  streamline 
our  bureaucracy.   Our  office  is  responsible  for  shepherding 
implementation  of  the  National  Performance  Review 
recommendations . 
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A  few  months  ago,  we  held  workout  sessions  for  senior 
management  within  the  Office  of  Management  to  discuss  how  our 
processes  could  be  simplified  and  modernized.   Based  on  our 
dialogue,  we  have  already  begun  to  streamline  administrative 
procedures  (e.g.,  delegating  more  authority  to  Division  Directors 
to  sign  for  purchases  of  services,  supplies  and  equipment) .   In 
addition,  we  are  revising  the  internal  budget  process  as  well  as 
looking  at  automating  forms  for  personnel  actions  and  training. 

We  are  also  conducting  an  Alternate  Work  Schedules  pilot 
program  within  the  Office  of  Management.   Effective  February  6 
through  August  6,  1994,  it  consists  of  flexitour  and  compressed 
work  schedules. 

In  conclusion,  this  budget  will  support  the  breadth  of 
policy  responsibilities  in  the  President's  agenda  —  reforming 
health  care,  combatting  crime,  opening  new  international  trade 
markets,  fostering  economic  cooperation,  implementing  sound  tax 
and  investment  policies,  establishing  free  enterprise  systems  in 
newly-formed  democracies,  and  strengthening  our  nation's 
financial  institutions.   These  are  the  urgent  needs  we  face  as  a 
country,  and  Treasury  is  a  major  player  in  achieving  these 
Presidential  goals. 

I  appreciate  the  support  that  your  Subcommittee  has  provided 
to  us  in  the  past  and  look  forward  to  working  with  you  in  the 
future. 

I  will  be  glad  to  emswer  any  questions  you  may  have. 
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TECHNOLOGY  MODERNIZATION 

Mr.  HOYER.  I  noticed  in  your  statement  you  did  not  comment  on 
both  NAFTA  and  GATT. 

First  of  all,  in  your  modernization  initiative,  does  the  $3.1  mil- 
lion requested  for  the  information  technology  modernization  initia- 
tive reflect  a  part  of  a  long-term  modernization  program  or  is  it  a 
one-time  purcnase? 

Mr.  MuNOZ.  It  is  part  of  a  long-term  program,  sir.  The  bulk  of 
it  is  for  expanding  the  LAN,  (local  area  network)  system  and  voice 
mail.  But  this  is  only  the  component  for  fiscal  year  1995. 

Mr.  Hover.  What  is  the  overall  cost  that  is  planned?  $3.1  million 
is  a  component. 

Mr.  MuNOZ.  For  1995,  we  are  projecting — 

Mr.  HoYER.  I  guess  what  I  am  looking  for,  is  this  an  incremental 
part  of  a  bigger  package  or  is  this  an  ongoing  maintenance  and  up- 
dating? 

Mr.  MuNOZ.  It  is  an  ongoing  modernization  program.  There  is 
not  a  package  similar  to  the  Internal  Revenue  Service's  (IRS)  tax 
system  modernization  that  has  a  complete  dollar  estimate  attached 
to  it.  Departmental  offices*  goal  is  to  modernize  the  tools  used  at 
Treasury. 

The  fiscal  year  1995  component  concentrates  on  the  LAN.  We 
have  a  creeping  problem  with  electrical  power  supply.  In  1995  we 
will  do  studies  of  that  problem.  In  1996  you  will  probably  see  a 
budget  request  for  funds  to  update  our  electrical  power  system. 

Mr.  HOYER.  Is  this  main  Treasury? 

Mr.  MuNOZ.  Yes,  at  main  Treasury,  sir. 

Mr.  HOYER.  The  $1.8  million  is  requested  for  the  sharing  infor- 
mation technology  and  modernization.  And  you  talked  about  LAN, 
your  local  area  network,  within  Departmental  Offices.  Now  this  is 
a  purchase  of  existing  technology? 

Mr.  MuNOZ.  Yes. 

Mr.  HOYER.  Okay.  Now  is  that  costly  for  existing  technology?  Are 
we  looking  at  new  technology? 

Mr.  MuNOZ.  Most  of  the  technology  on  the  market  is  sophisti- 
cated and  adequate  for  a  lot  of  our  requirements.  But,  included  in 
this  price,  is  software  for  users  having  different  requirements. 
Even  though  all  the  LAN  users  will  have  access  to  the  general  soft- 
ware, some  work  requires  additional  software  which  meet  special- 
ized requirements. 

Mr.  HOYER.  Do  you  expect  the  dollar  savings  as  a  result  of  this 
network? 

Mr.  MuNOZ.  We  certainly  do.  And  that  dollar  savings  will  aid  our 
efforts  to  fulfill  the  requirements  of  the  President's  Executive  Or- 
ders to  cut  administrative  costs  as  well  as  personnel. 

EXECUTIVE  ORDERS  ON  ADMINISTRATIVE  AND  PERSONNEL 

REDUCTIONS 

Mr.  HoYER.  What  is  your  percentage  in  Treasury? 

Mr.  MUNOZ.  We  do  a  pro  rata. 

Mr.  HOYER.  What  is  the  percentage  of  reduction  that  you  have 
from  your  management  standpoint  overall  in  terms  of  personnel 
and  in  terms  of  discretionary  dollars?  What  is  your  target? 
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Mr.  MUNOZ.  Now  are  you  referring  to  just  the  departmental  of- 
fers? 

Mr.  HOYER.  Overall,  overall  Treasury. 

Mr.  MUNOZ.  Overall  Treasury. 

Mr.  HoYER.  Do  you  know  off  the  top  of  your  head? 

Mr.  Murphy.  I  am  not  sure  I  understand  the  question,  Mr. 
Chairman. 

Mr.  HOYER.  Reduction  of  employees,  how  much  do — how  many  do 
you  have  to  eat? 

Mr.  Murphy.  Between  1993  and  1995,  which  is  the  first  hundred 
thousand  increment,  our  overall  reduction  is  6,643.  That  is  our  tar- 
get. 

Mr.  HOYER.  In  terms  of  the  $8  billion  reduction  in  discretionary 
spending,  do  you  know  what  dollar  figure?  What  is  the  overall 
Treasury  figure?  In  other  words,  last  year's  and  this  year's,  do  you 
know  that  off  the  top  of  your  head?  This  isn't  just  this  office. 
Maybe  I  have  that — 7  billion  something.  Is  it  7  billion  something? 

Mr.  MuNOZ.  Are  you  referring  to  our  total  budget?  The  total 
budget  is  $10.35  billion  for  fiscal  year  1994  and  $10.44  billion  for 
fiscal  year  1995. 

Mr.  HoYER.  So,  essentially,  a  90  million  increase. 

Mr.  Lightfoot. 

ALTERNATIVE  WORK  SCHEDULES 

Mr.  Lightfoot.  Thgmk  you,  Mr.  Chairman. 

How  many  employees  are  on  flexiplace  at  this  time?  Do  you  know 
offhand? 

Mr.  MuNOZ.  Yes.  Treasury-wide,  we  have  about  600  people  par- 
ticipating in  our  Alternate  Work  Schedules.  Some  of  them  are  ex- 
perimenting with  flexiplace  where  they  work  at  home.  Some  of 
them  are  experimenting  with  compressed  work  schedules  where 
they  may  work  ten  hours  a  day  for  four  days  and  not  work  on  the 
fifth  day.  The  bulk  of  those  participants  are  at  the  IRS.  We  expect 
that  over  time  the  number  of  participants  will  increase  as  our  so- 
phistication and  technology  make  it  easier  for  that  to  occur. 

Mr.  Lightfoot.  Most  people  seem  to  be  happy  with  it  that  are 
experimenting? 

Mr.  MuNOZ.  Well,  those  who  have  taken  the  opportunity  are  de- 
lighted and  quite  happy.  It  accommodates  all  sorts  of  needs.  As  you 
can  imagine,  with  a  work  force  of  about  160,000,  there  are  many 
needs  that  are  not  addressed  by  your  traditional  nine-to-five  type 
operations.  And  once  we  have  the  talent  developed  in  those  bu- 
reaus, we  think  it  makes  good  sense  to  use  alternate  work  sched- 
ules. 

Mr.  Lightfoot.  I  would  underscore  that. 

Mr.  HOYER.  Would  you  yield  a  second? 

Mr.  Lightfoot.  Certainly. 

Mr.  HoYER.  I  assume  that  the  600  people  who  are  using  the  flex- 
time  like  it  or  they  wouldn't  be  doing  it,  because  they  are  not 
forced  to  do  it.  The  critical  question  is,  how  does  management  feel? 
How  do  their  line  supervisors  feel? 

Because  the  success  of  the  program,  ultimately,  is  going  to  be  de- 
termined by  whether  or  not  the  line  supervisors  feel  the  work  is 
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getting  done.  The  users,  that  is  particularly  those  interfaced  with 
the  public,  must  feel  they  are  getting  the  product  that  they  expect. 

Mr.  MuNOZ.  At  this  stage,  most  of  the  line  managers  are  happy 
with  it  or  satisfied.  However,  the  600  out  of  our  total  work  force 
is  a  tiny  drop  in  the  bucket. 

There  are  reasons  for  that.  We  are  going  through  a  relatively 
new  experience.  While  the  concept  may  have  been  around  for  a 
while,  it  just  took  a  while  to  infiltrate  into  the  thinking  of  our  man- 
agers. The  first  pioneers  in  alternative  work  schedules  have  been 
very  accommodating.  So  there  has  been  a  lot  of  cooperation  and  the 
early  reports  are  very  good. 

At  Departmental  Offices  we  are  conducting  a  six-month  experi- 
ment, and  we  expect  a  good  response.  I  think  that  every  year  you 
will  see  a  major  increase  in  this  area. 

Mr.  HOYER.  Excuse  me. 

Mr.  LiGHTFOOT.  No,  this  is  a  good  question.  I  assume  technology 
is  going  to  drive  this  as  well. 

Mr.  MuNOZ.  I  think  it  is  crucial.  Without  technology,  we  will  cer- 
tainly be  accommodating  some  needs  of  the  employees,  but  I  am 
not  sure  the  needs  of  managers  and  Treasury  operations  would  to 
be  satisfied. 

Mr.  LiGHTFOOT.  And,  you  know,  as  you  say,  it  is  a  new  thing 
here.  I  know  the  private  sector  is  trying  it  in  several  areas.  I  am 
fi*om  a  State  that  has  got  a  tremendous  number  of  insurance  com- 
panies, and  they  are  finding  that  this  works  quite  well  in  their 
work. 

Because  of  the  technology,  security  is  always  a  problem,  but  it 
seems  like  we  are  getting  around  those  problems  as  well  as  far  as 
the  data  lines,  computer  lines  and  protecting  the  data  that  ships 
from  someone's  living  room  or  wherever  they  got  a  computer  at 
home  back  to  the  office,  that  sort  of  thing. 

Mr.  MuNOZ.  If  I  may,  I  would  like  to  predict  that  just  as  the  good 
thinking  from  the  United  States  influenced  the  global  view  of  oper- 
ations back  in  the  1940s,  1950s  and  1960s,  I  believe  this  is  an  area 
of  good  technology  for  us  to  emulate.  We  are  a  very  sophisticated 
country.  This  is  an  area  that  will  influence  other  countries  in  terms 
of  how  they  approach  work.  It  is  redefining  the  terms  without  com- 
promising productivity. 

Mr.  LiGHTFOOT.  You  know,  this  whole  technology  thing  is  it 
changes  so  rapidly  and  I  can  go  back  to  the  office  now  and  commu- 
nicate with  people  in  Europe  or  Australia  or  an3rwhere  else  if  I 
want  to.  I  Just  sit  down  and  punch  the  right  buttons  up. 

HEALTH  CARE  REFORM 

In  the  health  care  reform,  did  Treasury  furnish  any  money  or 
people  to  the  White  House  to  help  put  that  package  together? 

Mr.  MuNOZ.  We  have  a  very  strong  interest  in  health  care  re- 
form, because  we  think  it  is  really  economic  reform.  And,  as  a  re- 
sult, we  have  key  senior  personnel  at  Treasury  who  are  in  constant 
dialogue  with  the  White  House  in  terms  of  planning.  Treasury  was 
a  mcnor  participant  in  developing  many  of  the  numbers  regarding 
health  care  reforms  impact  on  the  economy,  including  on  the  budg- 
et. 
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You  asked  about  money  or  personnel.  In  terms  of  personnel  there 
was  constant  interaction  at  the  senior  official  level.  In  terms  of 
funds,  we  are  participating  with  the  White  House  in  funding  part 
of  a  roll-out  program  for  health  care  reform  information. 

Mr.  LiGHTFOOT.  How  many  people  are  involved  in  that  alto- 
gether, would  you  say? 

Mr.  MUNOZ.  No  one  from  Treasury  was  detailed  to  the  White 
House.  It  is  really  a  funding  mechanism. 

Mr.  LiGHTFOOT.  And  how  many  dollars  are  we  talking  about? 

Mr.  MuNOZ.  There  is  a 

Mr.  LiGHTFOOT.  If  you  want  to  do  this  for  the  record,  later,  that 
would  be  fine. 

Mr.  MuNOZ.  I  will  supply  that. 

Mr.  LiGHTFOOT.  I  would  like  the  number  of  people  and  the  dol- 
lars. 

Thank  you,  Mr.  Munoz.  Appreciate  you  coming  this  morning. 

Mr.  Chairman. 

[The  information  follows:! 

How  Many  Dollars  Were  Contributed  to  Health  Care 

In  terms  of  salary  dollars,  because  of  the  cross-cutting  nature  of  health  care  re- 
form, nearly  all  organizations  in  Departmental  Offices  participated  in  the  research, 
issue  analysis,  and  policy  formulation  on  which  the  Health  Security  Act  was  based. 
Subsequent  to  submission  of  the  legislation,  the  Department  of  the  Treasury  will 
be  expected  to  refine  and  to  modify  provisions  included  in  the  ciurent  proposal.  The 
Treasury  Department  will  continue  to  analyze  the  economic  impact  of  siltemative 
proposals  as  they  relate  to  both  the  private  sector  and  to  public  programs. 

Treasury  also  provided,  throiigh  reimbursable  agreement  with  the  Office  of  Policy 
Development,  $311,000  during  FY  1993  and  $1,730,000  during  FY  1994  for  adminis- 
trative support  for  the  Health  Ceire  Communications  Group  (HCCG).  The  HCCG  is 
the  interaepartmental  team  responsible  for  coordinating  efforts,  including  public 
awareness,  on  behalf  of  the  President's  health  care  reform  proposals. 

The  Treasury  Department  is  actively  involved  in  this  interdepartmental  effort, 
and  has  a  primary  interest  in  the  success  of  the  coordinating  team's  work.  Health 
care  is  the  single  most  important  economic  reform  of  the  Administration  for  1994, 
and  implementation  of  the  President's  program  is  of  vital  interest  to  Treasury.  Addi- 
tionally, Treasury  will  be  responsible  for  administering  elements  of  the  reformed 
health  care  system,  and  has  a  primary  interest  in  the  Health  Care  Communications 
Group's  work  on  those  issues. 

TRADE  ISSUES 

Mr.  HOYER.  Mr.  Visclosky. 

Mr.  Visclosky.  Mr.  Secretary,  one  of  the  areas  I  think  the  ad- 
ministration has  t£iken  a  wise  approach  on  is  trade.  As  far  as  ex- 
ports, I  am  not  in  agreement  witn  all  of  the  principles  of  the  ad- 
ministration. The  concern  I  would  have,  as  a  Member  of  the  sub- 
committee, is  the  impact  it  has  on  your  budget  and  the  assistance 
the  Treasury  Department  has  provided  specifically  to  the  White 
House  on  the  NAFTA  issue  or  the  GATT  issue. 

Could  you  describe  the  Department's  involvement  with  those  is- 
sues as  well  as  potential  other  trade  issues  you  see  on  the  horizon? 
We  had  the  issue  of  Vietnam  a  month  ago. 

Mr.  MUNOZ.  Trade,  as  you  know,  is  in  the  forefront  of  the  Presi- 
dent's thinking  about  how  our  economy  can  be  strengthened.  At 
Departmental  Offices,  we  have  a  budget  that  funds  our  Office  of 
Enforcement,  headed  by  Mr.  Ron  Noble  which  oversees  the  U.S. 
Customs  Service  (Customs).  And  we  also  have  senior  officials  who 
deal  with  the  regulations  that  affect  trade. 
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While  a  lot  of  discussion  deals  with  imports  and  protecting  our 
borders  from  what  comes  into  our  country,  much  of  tne  discussions 
at  our  senior  level  have  also  involved  CJustoms  involvement  with 
exports. 

Mr.  VisCLOSKY.  What  has  been  the  specific  involvement  with  the 
White  House  on  NAFTA  and  GATT?  And  the  concern  is  that  there 
is  continuing  operational  support  for  the  White  House  and,  if  so, 
what  is  the  Dudgetary  impact?  What  is  the  future  poUcy  going  to 
be? 

Mr.  MUNOZ.  Involvement  with  the  White  House  on  trade,  espe- 
cially exports,  hsLS  been  at  the  senior-most  level.  Both  Secretary 
Bentsen  and  Deputy  Secretary  Altman  have  been  personally  in- 
volved in  the  dialogue  on  the  particulars  of  what  is  needed  to  in- 
crease trade  and  what  obstacles  must  be  tackled. 

Most  support  is  orovided  in-house  by  both  the  Office  of  Economic 
Policy  ana  the  Office  Enforcement.  The  activity  has  not  required 
other  than  normal  staffing. 

Mr.  ViscLOSKY.  So  you  don't  have  people  on  detail  to  the  White 
House  physically?  You  don't  have  people  in  your  shop  working  for 
the  White  House  on  the  development  of  this  policy?  It  is  advisory 
and  supportive  for  the  principals  at  the  department? 

Mr.  MUNOZ.  That  is  right.  Because  Treasury  impacts  our  econ- 
omy and  because  we  have  Customs  under  our  jurisdiction,  assisting 
in  the  development  of  Trade  Policy  is  part  of  our  normal  work.  To 
my  knowledge,  we  do  not  have  any  detailees  from  Treasury  to  the 
Wnite  House  working  on  that  subject. 

Mr.  VisCLOSKY.  So  we  should  not  be  concerned  about  it  as  a 
budgetary  item,  that  there  is  some  shifting  of  cost  or  that  there 
would  be  some  new  stress  on  your  own  budget  because  of  this? 

Mr.  MUNOZ.  Right. 

JAPANESE  FINANCIAL  MARKETS  STUDY 

Mr.  VisCLOSKY.  In  the  statement  of  managers  last  year,  there 
was  a  directive  that  the  administration  do  a  study  relative  to  the 
Japanese  financial  markets.  Could  you  tell  the  committee  the  sta- 
tus of  that  study? 

Mr.  MuNOZ.  If  I  may,  I  would  like  to  get  back  to  the  committee 
on  the  status  of  the  report. 

Mr.  HOYER.  Mr.  Munoz,  that  was  an  important  study  that  this 
committee  recommended  in  its  report.  Mr.  Torricelli  of  the  Foreign 
Affairs  Committee,  is  very  concerned  about  it.  I  have  had  discus- 
sions with  people  in  terms  of  the  access  to  Japanese  markets.  One 
of  the  areas  ot  great  concern  in  terms  of  services  is  the  access  of 
investors  into  the  financial  markets,  the  stock  market  and  others, 
in  Japan.  So  that  was  an  important  study  we  requested,  and  I 
think  we  asked  for  it — ^when? 

Mr.  MuNOZ.  My  notes  indicate,  Mr.  Chairman,  that  the  study 
was  to  be  completed  in  September. 

[The  information  follows:] 

Japanese  Financial  Markets 

The  Joint  Explanatory  Statement  of  the  Committee  of  Conference  (House  Report 
103-256)  requested  that  the  Secretary  conduct  a  Japanese  Financial  Markets  Study 
and  report  to  Congress  one  year  following  the  date  of  enactment  of  the  FY  1994 
Treasury  Appropriations  Act,  or  October  28,  1994.  The  study  is  now  being  performed 
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by  the  Office  of  International  Affairs,  Department  of  the  Treasury.  It  addresses  the 
structures,  operations,  practices  and  regulations  of  Japan's  financial  markets  and 
their  implications  for  the  U.S.  economy.  Concerns  of  the  U.S.  financial  community 
will  be  covered.  The  study  should  be  completed  in  September,  1994. 

Mr.  VISCLOSKY.  Thank  you,  Mr.  Chairman. 

NAFTA 

Mr.  HOYER.  I  am  glad  you  brought  up  that  subject.  Let  me  follow 
up  on  Mr.  Viscloskys  question,  if  I  can. 

NAFTA  was  a  great  controversy  in  the  Congress.  The  Congress 
supi>orted  the  President's  view  that  NAFTA  was  good  for  the  coun- 
try, both  short  and  long  term.  However,  as  you  know,  one  of  the 
great  concerns  that  was  raised  is  that,  as  a  result  of  cheap  labor 
in  Mexico  and  an  access  point  for  the  utilization  by  other  producers 
to,  in  effect,  launder  foreign-made  goods  through  Mexico,  point  of 
origin  is  going  to  be  a  very  important  responsibility  of  Treasury. 

Let  me  first  follow  up  with  a  question.  We  have  not  established 
any  additional  financial  resources  available  to  carry  out  the  tasks 
of  overseeing  NAFTA? 

Mr.  MUNOZ.  Oh,  we  have.  I  am  sorry  if  I  misunderstood  your 
question. 

Mr.  VisCLOSKY.  No,  I  was  directing  to  the  White  House.  That  is 
a  different  question. 

Mr.  Hover.  Okay.  That  is  fine. 

What  additional  authority  either  allocation  of  existing  re- 
sources— ^that  is,  1994  dollars  or  increases  have  you  requested  in 
1995  so  that  we  can  assure  those  people  most  concerned  about 
NAFTA  that,  in  fact,  we  are  able  to  deal  with  the  fears  that  were 
raised  at  that  point  in  time  as  well  as  the  opportunities  that  the 
administration  and  those  of  us  who  supported  NAFTA  saw? 

Mr.  MuNOZ.  Mr.  Murphy  will  get  those  numbers  for  you.  Let  me 
tell  you  what  the  guiding  principles  were  at  Treasury. 

The  Secretary  made  it  very,  very  clear  that  he  made  commit- 
ments to  you  and  others  on  the  Hill.  Treasury  must  enforce  the 
trade  laws — especially  so  that  those  two  things  do  not  happen;  that 
is,  Mexico  is  not  used  as  a  routing  source  into  our  country  or  as 
a  dumping  mechanism.  So,  these  are  the  Secretary's  primary  prin- 
ciples. 

As  a  result,  when  we  were  developing  our  fiscal  year  1995  budg- 
et, we  had  certain  areas  that  were  not  considered  for  reduction 
plus  we  needed  to  comply  with  the  commitments  made  by  the  Sec- 
retary, himself. 

In  addition.  Customs  is  going  through  a  reorganization  that  will 
allow  it  to  focus  only  on  certain  directives.  We  have  to  manage 
Customs  better,  and  we  have  to  refocus  on  its  real  activities. 

While  in  the  past.  Customs  may  strictly  have  been  collecting  tar- 
iffs on  the  border  and  protecting  the  border,  now  it  is  taking  on 
greater  law  enforcement  responsibilities;  for  example,  enforcing  the 
rules  of  origin  and  making  sure  things  don't  get  dumped  into  our 
country  that  will  hurt  our  economy. 

There  was  $25.3  million  overall  added  to  the  Customs  budget, 
which  includes  186  more  FTEs  for  the  border  and  $7  miUion  for 
support  and  upgraded  equipment. 
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Mr.  HOYER.  I  am  looking  at  the  Customs  reauest.  There  seems 
to  be  a  reallocation  of  resources  from  marine  and  air  program  oper- 
ations, as  oppK)sed  to  a  request  for  additional  employees, 

Mr.  MUNOZ.  Yes,  sir. 

Mr.  HoYER.  That  reallocation  will  be  viewed  with  somewhat 
more  concern,  as  you  know,  on  the  other  side  of  the  Capitol.  I  have 
not  discussed  this  with  Senator  DeConcini,  but  we  need  to  make 
sure  of  the  186,  which  Customs  says  is  the  right  figure.  For  now, 
I  assume  that  is  the  right  figure,  but  I  assume  very  strongly.  When 
I  bring  this  bill  to  the  Floor  I  want  to  be  able  to  represent  that 
Treasury,  and  Customs  in  particular,  is  looking  very,  very  closely 
at  NAFTA. 

As  a  matter  of  fact,  Mr.  Munoz,  I  would  like  for  you  togive  to 
me,  sometime  around  May  1st,  a  progress  report  on  NAFTA  and 
on  the  assets  that  we  are  directing  towards  ensuring  that  NAFTA 
works  as  we  projected  it  to  work. 

Mr.  MUNOZ.  I  would  be  happy  to. 

I  might  add  that  the  Secretary,  as  you  know,  comes  from  a  bor- 
der state  himself,  and  is  personally  convinced  that  free  trade  will 
make  a  positive  difference.  We  are  looking  at  Treasury  to  make  a 
difference  in  our  economy.  Trade  and  the  enforcement  of  the  trade 
laws  are  crucial  to  our  mission,  and  the  fiscal  year  1995  Customs' 
budget  reflects  the  reorganization  plus  additional  funds. 

JAPANESE  TRADE 

Mr.  HOYER.  Going  back  to  Mr.  Visclosky's  question  about  Japan. 
I  am  one  who  supports  the  administration's  stance.  I  support  Mr. 
Kantor's  position,  the  President's,  £ind  Secretary  Bentsen's  position. 

We  not  only  must  vigorously  support  the  protections  that  exist 
in  NAFTA,  but  also  vigorously  protect  our  interests  in  those  mar- 
kets which  are  closed  to  us  for  whatever  reasons.  The  Japanese 
markets,  obviously,  being  one  of  those  significant  ones. 

GENERAL  AGREEMENT  ON  TARRIES  AND  TRADE 

On  GATT,  what  about  GATT?  When  is  GATT  coming  down  to 
us?  April? 

Mr.  MuNOZ.  Sir,  what  I  said  about  NAFTA  applies  to  GATT  in 
terms  of  the  major  interest  at  Treasury  in  getting  GATT  passed. 
The  big  issue,  as  you  know,  is  how  do  we  pay  for  GATT. 

Mr.  HOYER.  You  raised  a  good  question.  How  much  is  NAFTA 
going  to  cost  us  and  how  much  is  GATT  going  to  cost  us? 

Mr.  Munoz.  I  don't  know. 

Mr.  HOYER.  There  are  some  who  believe  that  we  didn't  fund 
GATT  in  the  budget.  That,  apparently,  is  correct. 

Mr.  MuNOZ.  That  is  true. 

Mr.  HoYER.  It  was  not  in  the  budget.  It  is  one  of  those  items  that 
is  out  there  to  be  decided  later.  You  can  take  back  to  the  Secretary 
one  of  the  concerns  of  this  Committee  has  been  that  we  were  pre- 
sented a  budget  that  yes,  is  realistic  in  what  it  does  project,  but 
there  are  a  lot  of  things  that  aren't  in  there. 

I  think  GATT,  we  are  talking  about  $8  billion  in  additional  budg- 
et ramifications  in  round  numbers. 

Mr.  MUNOZ.  You  are  absolutely  right,  sir,  and  I  will  get  back  to 
you  specifically  with  the  cost. 

[The  information  follows:] 
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GATT'S  COST  TO  THE  TREASURY 


A  detailed  resoponse  to  the  Committee's  questions  for  the  record  is  provided  on 
Treasury  staff  support  for  both  NAFTA  and  GATT.   The  response  includes  a 
discussion  of  past,  present  and  future  support. 

Briefly,  our  Office  of  International  Affairs  has  provided  three  FTE  positions 
and  approximately  $327,000  in  staff  support  for  GATT.    Staff  developed 
macroeconomic  and  financial  analyses  on  GATT  issues  and  negotiated  GATT 
agreements  to  open  foreign  markets  and  obtain  national  treatment  for  U.S. 
institutions  that  provide  banking,  securities  and  other  financial  services.   The 
Office  will  continue  negotiations  on  financial  services  under  terms  of  the  GATT 
agreement  and  perform  macroeconomic  analyses  of  various  international  trade 
issues  arising  under  the  agreement. 

Other  support  has  been  provided  by  the  Office  of  the  Assistant  General  Counsel 
for  International  Affairs,  the  Office  of  Tax  Policy,  and  the  Office  of 
Enforcement.     Treasury  attorneys  worked  with  Treasury  policy  officials  on  a 
variety  of  issues  relating  to  financial  services.   The  Office  of  Tax  Policy 
ensured  that  GATT  would  have  a  minimal  impact  on  tax  policy,  and  the  Office 
of  Enforcement  worked  on  Customs-related  aspects  of  the  agreement. 

In  the  future,  the  Office  of  the  Assistant  General  Counsel  for  International 
Affairs  will  be  confined  to  Treasury  specific  issues  such  as  financial  services; 
however,  Treasury  attorneys  may  participate  in  broader  areas  when  those  issues 
affect  Treasury  interests.    We  expect  our  Office  of  Tax  Policy's  immediate 
efforts  to  terminate  once  the  Treasury  issues  are  resolved  and  implementing 
legislation  is  adopted  by  Congress. 

The  Office  of  the  Assistant  General  Counsel  for  Enforcement  provided  legal 
assistance  during  NAFTA  negotiations  with  respect  to  the  rules  of  origin  and 
customs  related  provisions  of  the  NAFTA.   This  included  work  on  legislative 
implementation  and  the  establishment  of  working  groups  in  the  rules  and 
customs  areas  concerning  implementation  and  rectification  of  the  rules  of  origin 
and  regulations. 

The  Office  of  Tax  Policy  spent  a  significant  amount  of  time  ensuring  that  both 
NAFTA  and  GATT  have  a  minimal  impact  on  tax  policy. 
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Mr.  HOYER.  Do  we  have  any  additional  resources  allocated  any- 
where in  Treasury  administration  or  other  places  for  the  adminis- 
tration enforcement  of  GATT? 

Mr.  MuNOZ.  It  would  be  similar  to  what  we  have  done  for  Cus- 
toms. 

In  the  Office  of  International  Affairs,  we  have  senior  staff  to  pay 
attention  to  this.  In  terms  of  Customs,  we  have  a  lot  of  the  same 
people  who  oversee  NAFTA  who  will  also  be  overseeing  enforce- 
ment of  GATT. 

NO-YEAR  FUNDS 

Mr.  Hover.  Let  me  ask  one  additional  question  about  no-year 
funds  that  are  carried  over.  I  understand  that  in  terms  of  pur- 
chases, we  don't  force  you  to  get  the  money  out  the  door  between 
September  1  and  September  30th.  However,  I  am  concerned  about 
this  money  building  up. 

You  probably  don't  have  the  answer  to  this  question,  but  I  would 
be  very  interested  in  how  many  no-year  funds  still  exist  and  are 
pending  in  Treasury. 

Mr.  MuNOZ.  Dollars  or  the  funds? 

Mr.  HOYER.  Dollars. 

Mr.  MUNOZ.  Dollars — it  is  about  a  million. 

Ms.  Shaw.  Do  you  mean  in  the  entire  department? 

Mr.  HOYER.  Let  me  tell  you  why  I  ask  this  question.  This  will 
give  you  the  context  of  the  question. 

I  am  not  a  fan  of  no-ye£u-  funds.  I  support  no-year  funds  because 
I  think  they  are  necessary.  However,  what  happens,  it  happens  big 
time  in  the  Defense  Department,  of  course,  but  I  am  sure  it  hap- 
pens in  other  departments,  as  well,  is  that  you  build  up  a  reserve 
that  we  really  don't  see.  I  don't  know  how  much  you  have  already 
in  these  no-year  funds  that  you  may  be  able  to  call  on  at  a  very 
tight  budget  time  frame. 

Now,  this  is  not  a  big  problem  for  some,  but  when  I  think  about 
it,  I  think  we  ought  to  be  asking  our  agencies  to  let  us  know  how 
many  previously  appropriated  funds,  no-year  funds  still  exist  in  ef- 
fect in  the  banks  that  are  being  banked  by  the  Departments  we 
oversee.  Because  as  you  know,  there  are  literally,  I  want  to  say, 
hundreds  of  billions  of  dollars  that  the  Defense  Department  has 
banked  for  no-year  funds  for  purchases  of  weapon  systems.  So  if 
you  will  have  your  people  get  you  that. 

Mr.  MuNOZ.  We  will  get  that  breakdown  for  you. 

[The  information  follows:] 

Status  of  Treasury  No- Year  Fund  Unobligated  Balances 

The  following  charts  display  when  no-year  funds  were  appropriated  as  well  as  the 
dollar  amounts. 
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NO-YEAR  FUNDS:  INFORMATION  TECHNOLOGY  MODERNIZATION 

Mr.  HOYER.  Now,  on  the  specific  $3.1  million,  what  if,  just,  for 
instance,  we  put  a  deadline  of  September  30,  1997  or  1996? 

Mr.  MUNOZ.  For  the  specific  use  of  this  $3.1  million? 

Mr.  HOYER.  You  expect  to  spend  it  by  then? 

Mr.  MuNOZ.  Yes. 

Mr.  HOYER.  Pretty  soon? 

Mr.  MuNOZ.  Some  parts  of  it  sooner  than  others. 

Mr.  HOYER.  Please  consider  that  while  we  may  want  to  give  you 
a  longer  threshold  in  the  Departmental  Offices,  you  are  no  different 
than  any  other  agency  and  I  understand  the  reasons  for  the  uses 
of  these  funds.  However,  it  seems  to  me  we  don't  have  a  budget 
item  that  tells  us  how  much  reserve  we  have  for  these  kinds  of 
projects,  and  once  provide  no-year  funds,  we  sort  of  forget  about 
them. 

Mr.  MuNOZ.  You  would  like  the  answer  to  include  an  estimate 
of  the  time  period  needed  to  utilize  those  funds? 

Mr.  HOYER.  Yes.  I  would  like  a  relatively  detailed  list.  Hopefully 
it  is  a  relatively  simple  process  because  your  accounting  people 
have  a  handle  on  this.  I  would  like  to  know  when  they  were  appro- 
priated as  well  as  the  dollar  amounts  and  how  far  back  it  goes.  Do 
we  have  1981  money  or  1985  money  or  1989  money  or  1993  money? 

INFORMATION  TECHNOLOGY  MODERNIZATION 

Mr.  Lightfoot. 

Mr.  Lightfoot.  Just  a  couple  quick  questions.  This  goes  back  to 
what  we  were  discussing  earlier  about  flexi  place  and  so  on.  There 
is  a  little  over  $3  million  in  the  budget  for  modernization,  tech- 
nology modernization.  Is  this  a  one-time  expenditure  or  is  this  the 
start  of  an  overall  project? 

Mr.  MuNOZ.  This  is  part  of  an  on-going  effort  to  modernize  our 
Information  Technology  Systems.  We  target  different  things.  In  fis- 
cal year  1995  much  of  the  request  is  for  the  LAN  systems,  pri- 
marily for  senior  management.  It  makes  sense  to  continue  this  pro- 
gram. 

In  Information  Technology,  we  don't  want  to  fall  into  the  trap  of 
making  a  plan  now  for  two  years  into  the  future  even  though  the 
current  budget  process  forces  us  to  do  that.  We  will  always  see  an 
amount  in  our  budget  requests  that  is  modest  and  that  is  strategi- 
cally placed  where  we  think  it  is  going  to  make  the  best  difference. 

Mr.  Lightfoot.  With  the  rapid  changes  we  are  all  aware  of,  par- 
ticularly in  technology,  at  best  it  is  a  very  difficult  thing  to  know 
what  you  are  going  to  do  two  years  from  now  because  you  don't 
know  what  the  technology  is  going  to  be.  How  do  you  try  to  address 
that  in  your  thinking  in  coming  up  with  the  figures  that  you  bring 
to  us  or  do  you  have  someone  specifically  looking  at  what  is  being 
developed,  what  potentially  is  going  to  be  out  there  two  years  from 
now  or  three  years,  whatever  the  case  might  be? 

Mr.  MuNOZ.  Fortunately,  we  have  at  Treasury  a  Deputy  Assist- 
ant Secretary  for  Information  Systems  whose  job  is  to  stay  ahead 
of  the  curve  by  overseeing  what  all  the  bureaus  are  doing  and 
interfacing  with  private  industry  in  terms  of  what  is  available  and 
how  it  is  being  utilized.  That  position  happens  to  be  in  the  Office 
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of  Management,  which  I  manage,  so  it  reports  to  me  and  keeps  us 
aware  of  what  the  latest  technology  activities  are. 

Mr.  LiGHTFOOT.  Once  you  decide  on  a  form  of  technology  you 
want  to  pursue,  the  acquisition  process,  is  it  timely?  I  use,  for  ex- 
ample, the  FAA  that  runs  so  far  behind.  By  the  time  they  get 
something  in  place,  it  is  five  years  out  of  date. 

Mr.  MuNOZ.  It  is  a  problem  only  because  there  is  no  exception 
to  all  the  procurement  rules  for  something  that  is  time  sensitive, 
like  Information  Technology.  Requests  for  Information  Technology 
unfortunately  go  through  the  drill  just  like  other  procurements, 
and  the  process  does  take  time. 

We  have  adjusted  to  it.  Contracts  normally  include  the  oppor- 
tunity for  outs  and  modifications,  so  that  even  a  successful  biader 
is  subject  to  changes  in  the  contract  to  assure  that  the  Grovemment 
has  state-of-the-art  equipment.  More  commonly,  we  try  to  com- 
pensate for  rapid  technology  changes  by  using  snorter  term  (12-18 
months)  contracts  for  hardware  and  software  requirements. 

Mr.  LiGHTFOOT.  Is  there  anything  that  we  should  look  at  in 
terms  of  trying  to  improve  this  acquisition  process?  Because  it 
seems  to  me  like  we  are  dealing  with  things  centuries  beyond  Buck 
Rogers  where  we  have  still  got  a  Barney  Rubble  procurement  sys- 
tem around  this  country.  We  are  still  carving  it  in  stone  with  a 
hand  chisel. 

Mr.  MuNOZ.  You  have  several  tools  that  are  used  in  other  areas, 
whether  military  readiness  or  a  certain  emergency  need  like  earth- 
quake relief,  where  the  system  works.  It  works  very  well  because 
it  works  rapidly.  My  sense  is  that  in  the  technology  area  there 
should  be  a  similar  time-sensitive  provision  where  you  could  later 
on  monitor  whether  it  was  abused  or  not  abused,  made  a  difTerence 
or  didn't  make  a  difference.  A  provision  that  would  allow  us  to  pro- 
cure techology  sensitive  items  on  a  fast  track  would  be  greatly  ap- 
preciated. 

Mr.  LiGHTFOOT.  You  mention  a  couple.  Are  there  any  examples 
or  models  that  we  have  that  are  working  today  that  you  would 
think  would  be  something  we  should  look  at,  maybe  to  pattern  it 
after  or  improve  upon? 

Mr.  MUNOZ.  I  would  be  happy  to  supply  your  subcommittee  with 
some  recommendations.  I  know  the  procurement  process  is  being 
looked  at  as  part  of  the  National  Performance  Review.  We  would 
like  to  suggest  to  this  subcommittee  that  as  we  look  at  those  ideas 
as  they  come  through  here,  perhaps  we  do  have  a  time-sensitive 
fast  track  provision. 

Mr.  LiGHTFOOT.  I  would  like  to  hear  that  because  you  are  out 
there  dealing  with  it  every  day  and  your  insight  would  be  very 
helpful.  Thank  you.  Thank  you,  Mr.  Chairman. 

[The  information  follows:] 

Improving  the  Procurement  Process 

The  acquisition  process  frequently  does  not  provide  new  technology  to  our  cus- 
tomers in  a  timely  manner.  However,  there  are  many  ongoing  Government-wide  ac- 
tivities to  improve  the  timeliness  of  procurement  as  well  as  several  Treasury  initia- 
tives. Suppwrt  of  streamlining  efforts  and  passage  of  key  legislation  will  significantly 
enhance  our  ability  to  acquire  new  technology  in  a  timely  manner. 

Streamlining  the  procurement  process  is  one  of  the  recommendations  in  the  Vice 
President's  National  Performance  Review.  The  Report  noted  that  many  of  the  rec- 
ommendations would  requrie  legislative  changes.  S-1587,  entitled  the  Acquisition 
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Streamling  Act  of  1993,  will  make  many  legislative  changes  that  are  necessary  to 
improve  the  procurement  process.  For  example,  increasing  the  simplified  acquisition 
threshold  to  $100,000,  removing  legislative  controls  on  purchases  under  $2,500,  ex- 
panding the  use  of  the  credit  card,  expanding  electronic  commerce  and  other  provi- 
sions of  S-1587  will  significantly  enhance  our  ability  to  provide  new  technology  in 
a  timely  manner. 

Mr.  HOYER.  Mr.  Visclosky. 
Mr.  Visclosky.  I  am  fine. 

PERFORMANCE  MEASURES 

Mr.  Hover.  In  closing,  I  know  we  have  got  the  Inspector  General 
we  want  to  get  to  that. 

Have  you  conducted  a  review  of  the  management  of  Treasury  to 
highlight  performance  measures  and  what  are  some  of  the  specific 
measures  you  have  included  in  the  1995  budget  which  reflect  this 
review?  You  mentioned  the  National  Performance  Review.  You  are 
obviously  into  that.  This  Committee  is  dedicated  to  making  sure 
that  we,  in  fact,  carry  out  the  premise  of  the  NPR  and  that  is  do 
more  with  less. 

Mr.  MUNOZ.  Let  me  start  off  by  saying  that  I  am  very  pleased 
to  have  seen  a  lot  of  support  for  performance  measures  on  the  Hill 
and  in  the  White  House.  Finally,  our  budget  is  tied  to  something 
other  than  caps  or  limitations.  I  am  very  happy  to  see  that  the 
budget  will  be  tied  into  some  performance  indicators. 

When  Leon  Panetta,  Director,  Office  of  Management  and  Budget, 
called  for  volunteers  to  participate  in  the  Performance  and  Results 
Act  of  1993,  I  am  proud  to  say  that  four  of  our  bureaus, 
representating  80  percent  of  the  Treasury — the  U.S.  Mint,  the  IRS, 
The  Bureau  of  Public  Debt  and  a  component  of  Customs — were  ap- 
proved by  0MB  for  pilot  programs.  This  means  these  bureaus  will 
develop  performance  indicators  that  will  be  monitored  by  0MB.  If 
successful  they  may  obtain  a  waiver  of  otherwise  applicable  rules 
that  could  hinder  them  in  achieving  the  desired  results. 

I  believe  Treasury  is  the  first  Department  having  most  of  its  bu- 
reaus participating  in  pilot  programs  to  develop  these  performance 
standards.  For  those  bureaus,  it  is  part  of  a  commitment  that  we 
at  Treasury  have  made. 

We  also  have  the  Chief  Financial  Officers  (CFO)  Act,  which  is  in- 
tegrating people's  thinking  about  performance  measures.  As  our 
bureaus  are  audited  under  the  CFO  Act — ^the  IRS,  Customs  and 
the  Mint — ^these  are  issues  that  have  been  raised.  They  must  also 
be  addressed,  and  we  are  focusing  on  them.  All  I  can  say  is  that 
it  starts  at  the  top. 

The  Secretary  had  a  retreat  for  us  in  December.  He  dedicated  a 
whole  day  to  his  senior  staff.  Performance  measures  were  one  of 
the  top  agenda  items  that  he  wanted  all  of  Treasury  to  focus  on. 
Specifically,  each  bureau  should  review  its  budget,  its  mission  and 
how  we  measure  success. 

So,  we  have  that  directive.  It  is  part  of  my  responsibility  as  the 
Chief  Financial  Officer  to  make  sure  that  our  bureaus  follow 
through.  Our  office  has  put  out  a  compilation  of  legislation  and  ma- 
terials that  exist  both  inside  and  outside  government  how  to  meas- 
ure performance.  For  some  of  our  bureaus,  it  is  an  easier  task  than 
for  others. 
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For  Mint  and  the  Bureau  of  Engraving  and  Printing  we  find  the 
creation  of  performances  measures  not  to  be  problematic.  For  other 
bureaus — whether  FinCEN  that  you  heard  today,  or  OTS  (Office  of 
Thrift  Supervision),  or  OCC  (Office  of  the  Controller  of  the  Cur- 
rency)— it  is  a  bit  more  difficult.  It  has  to  be  more  tailor  made. 

So  we  are  trying  to  spend  time  with  bureau  officials  to  think 
about  what  will  be  proper  indicators.  But  you  have  my  personal 
commitment,  as  well  as  the  commitment  of  the  Secretary,  that 
Treasury  will  develop  and  use  performance  measures. 

Mr.  HOYER.  So  what  I  hear  you  saying  is  we  are  in  the  initial 
stages  of  trying  to  develop  this  system.  As  you  know,  in  our  report 
we  suggested  various  performance  measuring  data,  especially  qual- 
ity and  customer  satisfaction  information.  While  it  is,  as  you  point 
out,  in  an  agency  where  there  is  a  productivity  criteria,  i.e.,  X  num- 
ber of  employees  to  produce  Y  number  of  coins,  it  is  relatively  sim- 
ple to  do  that. 

The  problem  with  government  is  that  we  don't  have  a  product 
like  that  and  we  don't  have  a  purchaser  who  votes  every  day  by 
purchasing  our  product,  but  we  do  have,  obviously,  people  who  are 
our  customers,  the  American  taxpayer.  We  have  to  figure  out  how 
they  feel  we  are  doing  and  we  have  to  get  government  to  a  point 
of  the  taxpayers  making,  feel  we  are  doing  better. 

I  don't  know  whether  you  ever  heard  the  statistic,  I  have  men- 
tioned it  in  the  past,  most  polls  shows  that  the  average  taxpayer 
thinks  49  cents  of  their  dollars  are  wasted  by  government.  This 
NPR  is  critical  if  we  are  going  to  convince  taxpayers  that  we  are 
worth  their  investment. 

If  you  could  maybe  give  us  an  interim  report  on  the  data  that 
you  have  been  able  to  develop  to  measure  your  performance,  at 
least  what  data  you  are  looking  to  have,  and  whether  any  of  it  is 
reflected  in  the  budget.  Could  we  look  to  the  budget  and  say,  as 
a  result  of  NPR  we  have  included  this  sum  or  deleted  this  sum  or 
included  these  FTEs  or  transferred  these  FTEs  because  we  are  try- 
ing to  measure  better,  produce  better. 

[The  information  follows:] 
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PERFORMANCE  DATA  COLLECTED  AND  THOSE  IN  BUDGET 

Treasury  is  one  of  the  departments  covered  by  the  CFO  Act.   Financial 
statements,  including  program  performance  measures,  were  completed  by  the 
Office  of  the  Comptroller  of  the  Currency,  Office  of  Thrift  Supervision,  United 
States  Customs  Service,  Internal  Revenue  Service,  United  States  Mint,  Bureau 
of  Engraving  and  Printing,  and  parts  of  Departmental  Offices.   To  further 
exemplify  Treasury's  commitment  to  performance  measurement  concepts,  the 
Financial  Management  Service  voluntarily  submitted  financial  statements  and 
the  Bureau  of  Engraving  and  Printing  expedited  their  schedule  to  produce 
audited  financial  statements.   We  plan  to  include  all  of  Treasury  in  future 
submissions.   Results  oriented  data  of  our  programs  are  contained  in  these 
reports. 

Also,  a  standard  form  was  developed  for  use  in  developing  performance 
measures.   Information  collected  includes  the  measure  name,  type,  description, 
major  program,  specific  mission  or  goal,  data  source  and  standard. 

Further,  the  following  reports  were  designed  with  accountability  in  mind. 

•  Monthly  Management  Control  Statistics; 

•  Early  Warning  System;  and 

•  Cash  and  Credit  Management  report. 
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RESULTS  REFLECTED  IN  BUDGET 

Yes,  there  are  proposals  in  our  budget  that  stem  directly  from  the 
recommendations  made  by  the  National  Performance  Review.   We  can  point  to 
several  specific  NPR-based  proposals  that  will  result  in  savings  in  FY  1995. 

The  NPR  said  that  agencies  should  be  able  to  charge  for  their  services;  our 
proposed  user  fees  will  save  roughly  $200  million  in  appropriations  previously 
made  from  the  General  Fund  by  establishing  new  user  fees  and  charging  our 
customers  for  services  provided. 

The  NPR  said  to  rethink  the  drug  interdiction  program;  we  propose  to 
restructure  Custom  drug  interdiction  resources  for  savings  of  over  $57  million. 

The  NPR  said  to  modernize  and  consolidate  our  financial  management 
programs;  we  are  proposing  to  save  roughly  $4.5  million  by  consolidating 
operations  at  the  Financial  Management  Service  and  the  Bureau  of  Public  Debt. 

The  NPR  said  to  streamline  the  procurement  process;  Treasury  expects  to 
save  $33  million  as  a  result  of  Government-wide  procurement  reform  and 
greater  competition  among  bidders. 

The  NPR  said  that  we  should  continue  to  modernize  the  tax  system;  our 
budget  includes  $45  million  in  productivity  savings  directly  resulting  from  IRS' 
tax  systems  modernization  efforts  to  date. 

In  addition,  we  have  implemented  or  are  pursuing  several  other  NPR-based 
suggestions  and  investments  which  we  believe  will  result  in  better  management 
and  future  budget  savings.   For  example,  Treasury  has  designated  Frank  N. 
Newman,  Under  Secretary  for  Domestic  Finance,  as  the  Chief  Operating 
Officer;  we  are  planning  a  major  reorganization  at  the  Customs  Service  to 
better  serve  the  public  and  the  trade  community  in  the  21st  century;  we  are 
proposing  additional  resources  to  improve  our  internal  financial  management 
systems  and  internal  controls  across  six  different  bureaus;  and  IRS  is 
aggressively  pursuing  their  Compliance  2000  initiative,  geared  toward  better 
taxpayer  service  and  improving  voluntary  tax  compliance. 
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Mr.  MUNOZ.  Some  elements  of  the  NPR  are  reflected  in  the  budg- 
et. For  example,  we  used  to  have  12  bureaus.  Savings  Bonds  Divi- 
sion was  treated  as  a  Bureau  at  Treasury  and  is  now  merged  with 
the  Bureau  of  Public  Debt.  The  motivation  behind  the  merger  was 
pretty  straightforward. 

We  had  one  objective  in  Savings  Bond  and  one  at  Public  Debt. 
We  had  two  different  divisions  that  really  should  not  been  sepa- 
rate: the  marketing  arm  and  the  operations  arm.  We  think  the 
merger  is  a  good  example  of  bringing  together  the  marketer,  who 
is  making  commitments  to  the  potential  buyers,  with  the  oper- 
ations staff  who  will  deliver  on  commitments  being  made. 

So,  we  think  that  is  a  customer  service  resolution.  There  also 
happens  to  be  some  savings  of  $2.2  million  in  1995  and  some  re- 
duction of  our  FTE  count. 

Mr.  HOYER.  Last  question  on  this  issue  and  then  unless  other 
Members  have  a  question,  we  will  close.  Other  questions  we  will 
submit  to  you. 

We  suggested  the  performance  measures  should  be  linked  to 
planning  and  agency  improvement  efforts.  We  have  discussed  that, 
you  have  discussed  it.  If  you  could  tell  us,  perhaps  in  your  response 
to  the  other  questions  we  asked  how  you  used  these  measures  to 
benchmark  and  develop  strategic  plans  for  Treasury,  it  is,  again, 
easy  to  benchmark  when  you  have  a  level  of  goods  produced.  It  is 
much  more  difficult  to  benchmark  when  you  are  having  a  more 
fungible  product,  a  service  product. 

As  a  lawyer,  I  could  do  it  even  though  I  have  a  service  product. 
It  is  easier  in  the  private  sector  there  is  a  relatively  simple  way 
to  judge  success,  although,  very  frankly,  when  you  are  making  a 
lot  of  money,  sometimes  you  tend  not  to  be  as  efficient  as  you  need 
to  be.  We  are  in  the  opposite  position,  which  makes  it  necessary 
for  us  to  produce  better.  I  would  be  interested  in  your  benchmarks. 
Any  questions? 

Thank  you  very  much,  Mr.  Munoz. 

[Questions  submmitted  for  the  record  and  budget  justification 
materials  follow:] 
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QUESTION  FOR  THE  RECORD  BY  THE  COMMITTEE 

MODERNIZATION  INITIATIVES 

Question.  Does  the  $3.1  million  requested  for  the  Information 

Technology  Modernization  Initiative  reflect  a  part  of  a 
long  term  modernization  program  or  is  it  a  one  time 
purchase? 

Answer.    The  Information  Technology  Modernization  Initiative  is 
part  of  a  long  term  modernization  program  to  provide 
Departmental  Offices  personnel  with  appropriate 
technology  tools.   This  particular  initiative  includes 
both  long  term  components,  e.g.,  $1.8  million  for 
shared  Information  Technology  Modernization  and 
$.3  million  for  Expanded  Customer  Telecommunications 
Services;  and  other  components  are  one-time 
modernization  costs,  e.g.,  $.7  million  for  the  Computer 
Data  Centers  Emergency  Uninterruptible  Power  Supply  and 
$.3  million  for  Streamlining  Procurement  Services. 

The  Shared  Information  Technology  Modernization 
initiative  will  be  accomplished  in  annual  phases 
requiring  substantial  out-year  support  and  investment 
costs,  i.e.,  $1.7  million  in  FY  1996,  $1.6  million  in 
FY  1997,  $1.5  million  in  FY  1998,  and  $1.3  million  in 
FY  1999  and  FY  2000.   The  Expanded  Customer 
Telecommunications  Services  requires  annual  out-year 
support  costs  of  $.2  million  for  FY  1996  through 
FY  2000.   The  one-time  modernization  initiatives,  the 
Computer  Data  Centers  Emergency  Uninterruptible  Power 
Supply  and  Streamlining  Procurement  Services  require 
only  minimal  maintenance  support  in  the  out-years. 

Question.  The  $1.8  million  recjuested  for  the  Shared  Information 
Technology  Modernization  would  establish  a  local  area 
network  within  Departmental  Offices.  This  appears  to 
be  a  very  large  cost  for  existing  technology.  How  do 
you  justify  its  cost? 


Answer.    This  amount  will  pay  for  hardware  and  software  to 
support  the  LAN  technology,  and  will  also  pay  for 
related  services,  including:   LAN  administrators, 
network  managers,  user  training,  requirements  analysis, 
and  user  Hotline  support.   The  costs  are  also  affected 
by  the  constraints  of  installation  in  an  historical 
building  and  the  limitations  thereof. 
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Question.  What  specific  dollar  savings  occur  in  this  budget  as  a 
result  of  this  network  and  what  savings  are  projected 
for  future  years? 

Answer.    The  savings  are  realized  in  terms  of  increased 
productivity  for  the  Departmental  Offices  user 
community.   There  are  no  specific  dollar  savings 
identified  in  the  FY  1995  budget.   The  improved 
productivity  resulting  from  this  initiative  will  enable 
Departmental  Offices  to  absorb  current  and  future 
increased  requirements.   There  are  critical  benefits 
associated  with  this  local  area  network,  including 
improved  communications,  expeditious  data  sharing,  and 
improved  information  flow  of  critical  economic  and 
financial  data  within  the  Departmental  Offices. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 
STAFF  SUPPORT  FOR  NAFTA  AND  GATT 


Question.  Specifically  what  type  of  staff  support  has  the 

Departmental  Offices  provided  for  NAFTA  and  GATT? 

Answer.    The  Office  of  International  Affairs  provided  staff 

support  for  NAFTA  (5  FTE  positions  and  $432,000)  and 
GATT  (3  FTE  positions  and  $327,000).   Staff  developed 
nacroeconomic  and  financial  analyses  on  various  NAFTA 
and  GATT  issues;  negotiated  GATT  agreements  to  open 
foreign  mar)cets  and  obtain  national  treatment  for  U.S. 
institutions  that  provide  banking,  securities  and  other 
financial  services;  prepared  economic  assessments  on 
international  trade  and  environmental  concerns;  and 
negotiated  an  agreement  with  Mexico  to  establish 

(1)  a  Border  Environment  Cooperation  Commission  (BECC) 
to  assist  border  states  and  local  communities  in 
coordinating,  designing,  and  financing  environmental 
infrastructure  projects  with  cross-border  impact;  and 

(2)  the  North  American  Development  BanX  (NADBank)  to 
provide  $2-3  billion  in  financing  for  environmental 
projects  and  NAFTA-related  community  adjustment  and 
investment. 

The  Office  of  the  Assistant  General  Counsel  for 
International  Affairs  within  the  Office  of  Treasury's 
General  Counsel  has  over  the  course  of  several  years 
provided  considerable  legal  assistance  to  Treasury 
officials  and  staff  members  working  on  Treasury-related 
issues  in  both  the  GATT  and  NAFTA.   For  the  NAFTA,  our 
attorneys  drafted  text  and  participated  in  negotiations 
dealing  with  financial  services  (banking  and 
securities)  and  investment  issues;  Treasury  policy 
officials  were  lead  negotiators  for  the  first  area  and 
co-chaired  negotiations  in  the  second.   For  the  GATT, 
Treasury  attorneys  worked  with  Treasury  policy 
officials  on  a  variety  of  issues  relating  to  financial 
services:   drafting  proposed  text  dealing  with 
financial  services  issues,  helping  put  together  U.S. 
offers  and  commitments  with  respect  to  banking  and 
securities,  and  participating  in  numerous  bilateral 
negotiations  on  financial  services  with  other  GATT 
members. 

The  Office  of  the  Assistant  General  Counsel  for 
Enforcement  provided  legal  assistance  during  NAFTA 
negotiations  with  respect  to  the  rules  of  origin  and 
customs  related  provisions  of  the  NAFTA.   This 
included  work  on  legislative  implementation  and  the 
establishment  of  working  groups  in  the  rules  and 
customs  areas  concerning  implementation  and 
rectification  of  the  rules  of  origin  and  regulations. 
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The  Office  of  Tax  Policy  spent  a  significant  amount  of 
time  ensuring  that  both  NAFTA  and  GATT  have  a  minimal 
impact  on  tax  policy. 

These  efforts  include  extensive  review  of  drafts  of  the 
text  of  NAFTA  and  GATT;  drafting  and  review  of 
interpretative  letters  or  statements;  and  extensive 
coordination  with  the  tax  writing  committees  of 
Congress,  United  States  Trade  Representative  (USTR) , 
and  representatives  of  state  tax  bodies.   Tax  Policy 
personnel  have  made  several  trips  to  Geneva  to 
represent  our  interests  at  the  GATT  negotiations.   Tax 
Policy  also  participated  in  the  development  of  funding 
sources  for  NAFTA  and  is  currently  considering  funding 
sources  for  GATT  (i.e.,  means  of  offsetting  the  cost  of 
NAFTA  in  lost  tariffs,  in  accordance  with  the  rules  of 
the  Budget  Enforcement  Act) . 

The  Office  of  Economic  Policy  analyzed  macro-economic 
implications  associated  with  the  North  American  Free 
Trade  Agreement.   The  Office  prepared  a  series  of  short 
papers  (2  to  3  pages)  which  analyzed  the  potential 
impact  of  NAFTA  on  employment,  on  the  State  of 
California,  and  on  labor  unions.   The  office  also 
provided  empirical  evidence  of  the  pervasiveness  of 
trade  with  Mexico  to  almost  all  areas  of  the  United 
States. 

The  Office  of  Enforcement  has  expended  approximately 
1  full-time  equivalent  (FTE)  position  in  support  of 
NAFTA  and  GATT.   Additional  costs  were  also  incurred 
for  travel  ($25,000)  during  the  negotiations  and 
implementation  of  these  agreements. 


Question.  There  have  been  concerns  raised  that  the  agencies  are 
providing  the  White  House  with  continuing  operational 
support.   Has  the  Treasury  Department  support  of  NAFTA 
and  GATT  gone  beyond  Treasury  specific  issues? 


Answer.    Staff  from  several  of  Treasury's  bureaus  have  provided 
support  on  NAFTA  and  GATT.   As  described  below,  the 
level  of  staff  support  focused  primarily  on  Treasury 
specific  issues. 

Departmental  Offices  (DO)  is  the  bureau  responsible  for 
overall  policy.   The  support  provided  by  DO's  Office  of 
International  Affairs  for  NAFTA  and  GATT  has  been 
limited  to  issues  and  areas  of  concern  for  which  the 
Department  of  the  Treasury  has  primary  responsibility: 
financial  services,  investment,  rules  of  origin,  taxes, 
balance  of  payments,  etc.   Because  of  the  Treasury 
Secretary's  role  in  economic  policy.  International 
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Affairs  participated  through  the  National  Economic 
Council  and  its  interagency  process  in  formulating  and 
deciding  on  a  wide  range  of  international  trade  policy 
issues. 

As  part  of  the  interagency  process  developed  to  work  on 
these  agreements,  DO's  Office  of  the  Assistant  General 
Counsel  for  International  Affairs  occasionally  worked 
on  issues  other  than  those  that  were  Treasury  specific. 
During  the  period  in  1992  when  the  NAFTA  text  was  being 
finalized.  Treasury  attorneys,  working  with  the  Office 
of  the  United  States  Trade  Representative  (USTR)  (an 
agency  of  the  Executive  Office  of  the  President), 
provided  proofreading  and  textual  critiques  on  some 
parts  of  the  NAFTA  text  that  fell  outside  usual 
Treasury  issues.   For  example,  one  of  our  attorneys  was 
part  of  a  working  group  that  read  over  the  text  on 
agriculture  to  ensure  that  it  was  understandable  and 
consistent  with  the  rest  of  the  text.   In  the  case  of 
the  GATT,  Treasury  attorneys  were  members  of 
interagency  groups  organized  by  USTR  that  worked  on 
issues  which,  while  affecting  Treasury  issues,  did  not 
relate  solely  to  those  matters;  for  example,  a  member 
of  our  office  participated  extensively  in  work  on 
dispute  resolution  and  institutional  issues. 

DO's  Offices  of  Economic  Policy  and  Tax  Policy  have  not 
performed  any  work  relating  to  NAFTA  or  GATT  beyond 
Treasury  specific  issues. 

The  Internal  Revenue  Service  (IRS);  U.S.  Customs 
Services  (Customs) ;  Bureau  of  Alcohol,  Tobacco  and 
Firearms  (ATF) ;  and  Comptroller  of  the  Currency  (OCC) 
provided  staff  support  for  NAFTA  and/or  GATT.   However, 
the  support  did  not  go  beyond  Treasury-specific  issues. 

The  IRS  had  no  involvement  in  the  development  of  either 
the  policy  or  the  provisions  of  NAFTA  or  GATT. 
However,  IRS  personnel  were  involved  in  extensive 
analysis  of  the  two  revenue  proposals  included  in 
NAFTA.   These  revenue  provisions  --  the  sharing  of  tax 
return  information  with  Customs  and  the  implementation 
of  a  system  for  electronic  transfer  of  depository  taxes 
—  directly  impacted  IRS. 

Customs  provided  support  for  the  NAFTA  process  on 
procedural,  operational,  and  enforcement  issues 
specifically  involving  Customs. 

The  Bureau  of  Alcohol,  Tobacco  and  Firearms  (ATF) 
provided  technical  legal  assistance  to  the  United 
States  NAFTA  negotiators  concerning  ATF's  laws  and 
regulations  on  distilled  spirits.  After  NAFTA  was 
approved  by  Congress,  ATF  furnished  oral  legal  advice 
to  the  Treasury  Department  and  USTR  regarding  the 
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implementation  of  Annex  313  on  tec[uila  and  mezcal. 

ATF  routinely  provides  assistance  and  expertise  on 
alcohol,  tobacco,  firearms  and  explosives  technical  and 
tax  issues  to  the  USTR,  some  of  which  may  be  related  to 
GATT  issues.   ATF  furnished  technical  legal  assistance 
to  the  GATT  negotiators  in  the  USTR  and  United  States 
Patent  and  Trademark  Office  (PTO)  during  negotiations 
on  the  Agreement  on  Trade-Related  Aspects  of 
Intellectual  Property  Rights,  Including  Trade  in 
Counterfeit  Goods  (TRIPS).   Legal  staff  explained  ATF's 
laws  and  regulations  on  appellations  of  origin  and 
geographical  names  for  alcoholic  beverages,  areas 
impacted  by  the  TRIPS  agreement.   After  the  GATT 
negotiations  were  completed,  an  ATF  attorney  provided 
oral  legal  advice  to  the  USTR  on  whether  any  ATF  laws 
or  regulations  required  amendment  as  a  result  of  the 
TRIPS  agreement. 

The  Office  of  the  Comptroller  of  the  Currency  (OCC) 
provided  staff  support  to  Treasury  on  both  NAFTA  and 
GATT  during  1989  through  1994.   The  International 
Banking  and  Finance  (IB&F)  office  focused  on  issues 
related  to  the  technical  impact  of  the  agreements  on 
bank  supervisory  policy  and  procedures,  and  vice  versa. 
The  Law  Department  provided  technical  assistance  to 
Treasury  that  included: 

(1)  advising  Treasury  negotiators  on  the  effect  of  the 
proposed  text  of  the  financial  services  chapters 
of  GATT  and  NAFTA  agreements  on  existing  banking 
laws  and  regulations; 

(2)  identifying  U.S.  banking  laws  that  would  have  to 
be  preserved  as  "reservations"  in  NAFTA  and  GATT 
agreements ; 

(3)  reviewing  the  accuracy  of  the  U.S.  offer  and 
requests  in  financial  services  prepared  for  the 
bilateral  negotiations  being  conducted  as  part  of 
GATT; 

(4)  reviewing  other  countries'  offers  pertaining  to 
financial  services  as  part  of  GATT;  and 

(5)  answering  a  variety  of  questions  about  the  U.S. 
banking  system  from  other  delegations 
participating  in  GATT  and  NAFTA  negotiations. 

The  OCC  legal  staff  also  provided  comments  to  Treasury 
regarding  the  impact  of  the  proposed  financial  services 
chapters  of  GATT  and  NAFTA  agreements  on  the  OCC's 
ability  to  regulate  banks  in  the  U.S.. 

The  other  Treasury  bureaus  —  U.S.  Secret  Service, 
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Office  of  Thrift  Savings,  Bureau  of  Public  Debt, 
Financial  Crimes  Enforcement  Network,  Federal  Law 
Enforcement  Training  Center,  Office  of  Inspector 
General,  Financial  Management  Service,  U.S.  Mint,  and 
Bureau  of  Engraving  and  Printing  —  did  not  provide 
support  for  NAFTA  and  GATT. 


Question:  Is  this  support  going  to  be  on  a  continuing  operational 
type  basis? 

Answer:    DO's  Office  of  International  Affairs  will  continue  to 
provide  operational  support  for  NAFTA  (2  FTE  positions 
and  $295,000)  and  GATT  (4  FTE  positions  and  $355,000). 
This  support  includes:   making  the  North  American 
Development  Bank  (NADBank)  and  the  Border  Environment 
Cooperation  Commission  (BECC)  fully  operational  under 
provisions  of  NAFTA;  continuing  negotiations  on 
financial  services  under  terms  of  the  GATT  (Uruguay 
Round)  agreement;  representing  the  U.S.  Government  on 
the  Financial  Services  Committee  that  will  oversee 
implementation  of  the  NAFTA  financial  services  chapter; 
and  performing  macroeconomic  analyses  of  various 
international  trade  issues  which  arise  under  NAFTA  and 
GATT  agreements. 

To  the  extent  that  "this  support"  refers  to  work  on 
issues  that  are  not  Treasury  specific,  it  should  be 
noted  that  much  of  the  work  performed  by  the  Office  of 
the  Assistant  General  Counsel  for  International  Affairs 
described  in  the  preceding  question  that  relates  to 
issues  other  than  Treasury  specific  matters  was 
undertaken  as  the  NAFTA  and  GATT  agreements  were  being 
completed.   It  is  likely  that  future  work  on  NAFTA  and 
GATT  will  be  largely  confined  to  Treasury  specific 
issues  such  as  financial  services;  however.  Treasury 
attorneys  may  participate  in  broader  areas  when  those 
issues  affect  Treasury  interests.   If  "this  support" 
means  costs  of  implementation  during  FY  1994,  the 
combined  personnel  costs  for  the  Office  of  the 
Assistant  General  Counsel  for  International  Affairs  and 
the  Office  of  the  Assistant  General  Counsel  for 
Enforcement  are  estimated  as  follows:   NAFTA-  $93,165; 
GATT-  $65,044.   The  estimated  travel  costs  are  $38,000. 

The  Office  of  Economic  Policy  has  no  plans  for  any  kind 
of  continuing  activity  relating  to  NAFTA  or  GATT. 

We  expect  our  Office  of  Tax  Policy's  immediate  efforts 
regarding  NAFTA  and  GATT  to  terminate  once  the  Treasury 
issues  are  resolved.   We  are  currently  completing  an 
interpretative  letter  involving,  among  other  issues, 
the  overlap  of  our  Mexican  and  Canadian  tax  treaties 
and  NAFTA.   We  expect  to  reach  an  agreement  that  will 
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minimize  the  need  for  our  ongoing  involvement  in  NAFTA. 
We  are  continuing  also  to  work  on  final  resolution  of 
tax  issues  arising  under  GATT.   We  expect  that  work  to 
be  completed  once  GATT  implementing  legislation  is 
adopted  by  the  Congress. 

Other  than  DO,  Treasury  bureaus  will  provide  support  as 
required,  primarily  on  an  ad-hoc  basis. 
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QUESTION  FOR  THE  RECORD  BY  THE  C(»4MITTEE 

AVAILABILITY  OF  FUNDS 

Question.  The  FY  1995  budget  includes  not  only  a  $3.1  million 

request  for  various  computer  projects,  it  also  includes 
a  request  that  these  funds  remain  available  until 
expended.   In  general,  the  committee  does  not  approve 
of  leaving  the  availability  of  funds  open  ended.   What 
would  be  the  effect  on  your  program  if  these  funds  were 
limited  in  availability  to  September  30,  1997? 

Answer.    These  initiatives  have  been  requested  to  support 

activities  critical  to  the  mission  of  the  Departmental 
Offices.   The  initiatives  will  increase  staff 
productivity  by  providing  appropriate  automated 
information  technology  tools  for  enhanced 
communication,  processing,  reporting  and  procurement 
capability.   If  the  funds  are  available  at  the 
beginning  of  FY  1995,  if  there  are  contracts  already  in 
place  which  can  be  used  for  these  purchases,  or  no 
delay  in  awarding  of  contracts,  then  a  two  year  limit 
should  not  adversely  affect  the  systems  modernization 
program.   However,  Continuing  Resolutions,  and/or  long 
delays  in  awarding  contracts  or  resolving  contract 
protests,  would  negatively  affect  the  program  if  the 
delays  extended  beyond  September  30,  1997.   It  is  not 
unusual  for  the  contracting  process  to  span  18  or  more 
months  before  completion. 

Continued  availability  of  funds  is  also  required  for 
Departmental  Offices'  Repairs  and  Improvement  funds. 
The  Main  Treasury  Building  is  an  Historic  Landmark. 
Because  of  this  designation,  projects  earmarked  for 
repairs  and  improvement  undertake  a  lengthy  process  of 
implementation.   Many  times,  these  projects  entail: 
preliminary  research,  selection  of  architects  and 
engineers,  survey  of  existing  conditions,  schematic 
design,  design  development,  construction  contract 
documents,  bid  opening,  post  construction  services, 
and,  adherence  to  Section  106  of  the  National  Historic 
Preservation  Act  and  other  regulations  as  presented  by 
the  Advisory  Council  on  Historic  Preservation. 
Depending  on  the  complexity  of  the  projects,  this 
process  has  taken  as  much  as  five  years  to  complete. 

Limitation  of  funding  availability  to  a  two  year  period 
will  seriously  impair  our  ability  to  complete  most 
projects. 
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QUESTIONS  FOR  THE  RECORD  BY  THE  COMMITTEE 

PERFORMANCE  MEASUREMENT 

Question.  Hav*  you  conducted  •  r«vl«v  of  th«  nanagcnent  of 
Treasury  to  highlight  performanc*  neasures? 

What  arc  some  of  th«  specific  neasures  you  have 
Included  in  the  1995  budget  which  reflect  this 
review? 

Answer.   The  development,  review  and  refinement  of  performance 

measures  at  Treasury  is  a  continuous  process.   Treasury 
has  traditionally  recognized  the  need  to  tie  wor)cload 
and  output  measures  to  budget  requests,  and  has 
included  such  information  in  the  Justification  for 
Appropriations  each  year.   For  some  programs,  such  as 
the  Customs  drug  interdiction  program,  we  have  expanded 
this  information  in  our  FY  1995  budget,  but  Treasury 
recognizes  that  much  more  work  needs  to  be  done  to 
fully  integrate  effective  performance  measures  into  the 
budget  process  across  all  bureaus. 

Early  in  the  process  Treasury  established  a  Treasury- 
wide  Financial  Management  Council  (FMC)  to,  among  other 
things,  foster  the  development  of  performance  measures 
and  focus  on  outcome  measures  important  to  our 
customers,  as  opposed  to  traditional  input  measures. 
Within  the  FMC,  a  Performance  Measurement  Working  Group 
was  established  with  the  goal  of  developing  financial, 
budget,  and  program  performance  measures  Treasury-vide. 

We  believe,  however,  that  the  ultimate  benefit  from, 
and  responsibility  for,  development  of  sound  measures 
belongs  to  the  program  managers  located  throughout  the 
bureaus.   Those  program  managers  able  to  show  clear 
results  will  be  able  to  compete  most  effectively  for 
limited  resources.   Given  this,  bureaus  have  developed 
their  own  management  review  processes  and  some  have 
used  consultants  and  training  sessions  to  design  their 
performance  development  system.   Some  have  formed 
internal  committees,  while  others  have  used  planning, 
analytical,  or  financial  offices  to  steer  and  review 
the  development  of  measures. 

The  methods  used  by  Treasury  bureaus  have  a  number  of 
commonalities  which  have  been  emphasized  by  Treasury; 
including,  the  goal  to  design  more  output  and  outcome 
measures  for  individual  programs,  an  objective  to  tie 
the  measures  to  strategic  and  operational  plans  and  to 
the  budget  process,  the  objective  to  make  the  measures 
meaningful  to  the  program  managers  to  assist 
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then  in  adninlstering  their  programs,  and  interaction 
among  financial  and  program  manager*  to  ensure  that  the 
measures  also  serve  the  oversight  needs  of  the  Chief 
Financial  Officers. 


Question.  In  conducting  this  review,  the  Committee  suggested  the 
use  of  performance  measurement  data,  especially  quality 
and  customer  satisfaction  information. 

What  data  have  you  been  able  to  develop  to  measure 
your  performance? 

Is  the  application  of  these  data  reflected  in  your 
1995  budget  request? 

Answer.   Treasury  has  a  two-pronged  effort  to  incorporate 

results  oriented  measures  into  our  operations  —  one  is 
to  provide  measurements  on  available  data  and  the 
second  is  to  develop  output  and  outcome  measures  that 
will  help  us  better  manage  programs  regardless  of  the 
availability  of  data. 

Treasury  bureaus  have  submitted  their  reports  in 
response  to  the  Executive  Order  on  improving  customer 
service  and  have  stepped  forward  to  identify  customers, 
to  plan  and  conduct  surveys  of  both  internal  and 
external  customers,  and  to  incorporate  results  into 
their  performance  measurement  systems. 

We  developed  a  standard  form  for  use  in  managing 
performance  measures.   Information  includes  the  measure 
name,  type,  description,  major  program,  specific 
mission  or  goal,  data  source  and  standard. 

Treasury  also  has  three  on-line  terminals  to  monitor 
performance  measures  for  the  IRS,  a  separate  data  base 
for  IRS  tax  filing  season  measures,  and  for  the  Bureau 
of  Engraving  and  Printing.   With  these  systems  we  can 
access  details  about  anomalies  in  performance  measures 
to  propose  solutions  quickly  to  potential  problems. 

We  also  plan  to  access  more  bureau  data  on  performance 
measurement.   Through  the  Financial  Management  Council 
and  other  activities.  Treasury  has  made  financial 
management  one  of  its  highest  priorities.   We  are 
developing  performance  measures  to  assist  in  Treasury's 
efforts  to  improve  and  consolidate  financial  systems  by 
integrating  the  performance  measures  into  the 
development  of  a  Departmental  data  base  to  monitor 
bureau  operations.   One  module  to  be  developed  for  this 
data  base  will  be  dedicated  to  performance  measurement. 
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The  Financial  Management  Service  (FMS)  is  also 
implementing  the  "Decision  Support  Attributes  for 
Financial  Reporting  Measures  and  Trend  Analysis"  which 
will  provide  the  Treasury  CFO  with  various  means  of 
evaluating  the  integrity  and  the  performance  of 
financial  reporting. 

Both  Treasury  and  the  bureaus  have  conducted  studies  of 
selected  programs.  For  example,  we  have  issued  a  "Study 
of  Tax  Systems  Modernization  Benefits,"  which  addressed 
ways  to  measure  the  results  of  information  system 
modernization  efforts. 

As  previously  stated.  Treasury  recognizes  that  much 
more  work  needs  to  be  done  to  fully  integrate  effective 
performance  measures  into  the  budget  process  across  all 

bureaus. 

Question.  The  Committee  also  suggested  that  the  performance 
measures  should  be  linked  to  planning  and  agency 
improvement  efforts. 

How  have  you  used  these  measures  to  "benchmark" 
and  develop  strategic  plans  for  Treasury? 

Answer.   Many  of  the  Treasury's  improvement  efforts  were 

delineated  in  the  previous  answer.   Other  analytic 
papers  include  a  paper  entitled  "Criteria  for 
Developing  Performance  Measurement  Systems  in  the 
Public  Sector."  This  publication  provides  a  framework 
to  link  performance  measures  to  strategic  plans. 
Another  FMS  publication,  entitled  "Performance 
Measurement  Report  on  a  Survey  of  Private  Sector 
Performance  Measures,"  provides  useful  benchmarking 
information. 

It  is  our  goal  to  link  output  and  outcome  measures  to 
cur  strategic  plans  and  budget  documents.   We  have 
issued  budget  guidance  which  requested  that  budget 
proposals  be  tied  to  strategic  planning  documents.   All 
Treasury  bureaus  now  have  or  are  developing  strategic 
plans. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 
UNOBLIGATED  FUNDS 

Question.  The  FY  1994  Appropriation  Act  provided  authority  for 

Treasury  to  use  up  to  50  percent  of  its  unobligated  FY 

1994  balances  in  FY  1995.   Of  these  funds,  two  percent 
may  be  used  to  finance  employee  cash  awards  and  three 
percent  may  be  used  for  employee  training  programs. 
What  are  your  plans  for  the  use  of  these  funds  in  FY 
1995?   What  is  the  level  of  unobligated  balances  which 
you  anticipate  will  be  available  at  the  end  of  FY  1994? 

Answer.    The  availability  of  FY  1994  unobligated  balances  in  FY 

1995  would  enable  the  Department  to  assist  bureaus  in 
funding  unexpected  and  unbudgeted  needs  of  bureaus  for 
emergencies  (e.g.,  disaster  assistance,  WACO),  and 
improving  financial  management  for  specific  bureaus  and 
the  Department  as  a  whole. 

At  this  time  the  Department  is  optimistic  that 
unobligated  balances  will  be  approximately  equal  to  the 
FY  1993  level,  which  would  be  approximately  $33  million 
(50%  ■=  $16  million)  . 


Question.  Section  5  of  the  FY  1994  Appropriations  Act,  provides 
GSA  with  authority  to  use  funds  which  would  otherwise 
expire  at  the  end  of  five  years,  for  major  equipment 
acquisitions  needed  to  implement  Chief  Financial 
Officers  Act.   Would  you  find  such  authority  beneficial 
to  the  operations  at  the  Treasury  Department? 

Answer.    Yes.   This  authority  provides  much  more  flexibility  by 
allowing  the  Department  to  access  funds  for  a  longer 
period  of  time  and  potentially  increases  the  amount 
available.   This  would  permit  the  Department  to  fund 
projects  or  requirements  over  a  f>eriod  of  time  as 
opposed  to  working  under  a  constrained  time-frame. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 
JAPANESE  FINANCIAL  MARKETS 


Quastlon.  Th«  FY  1994  Statttaent  of  Managers  contained  a 

requirement  that  Treasury  provide  a  study  of  Japanese 
Financial  Markets.  What  is  the  status  of  that  study? 

Answer.   The  Joint  Explanatory  Statenent  of  the  Committee  of 
Conference  (House  Report  103-256)  requested  that  the 
Secretary  conduct  a  Japanese  Financial  Markets  Study 
and  report  to  Conqress  one  year  following  the  date  of 
enactment  of  the  FY  1994  Treasury  Appropriations  Act, 
or  October  28,  1994.  The  study  is  now  being  performed 
by  the  Office  of  International  Affairs,  Department  of 
the  Treasury.   It  addresses  the  structiures,  operations, 
practices  and  reqrulations  of  Japan's  financial  markets 
and  their  implications  for  the  U.S.  economy.   Concerns 
of  the  U.S.  financial  community  will  be  covered.   The 
study  should  be  completed  in  September,  1994. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 


EXPANSION  OF  OFFICE  SPACE 

Question.  The  Budget  justification  material  states  that  $1.1 

million  and  6  FTE  were  reduced  in  response  to  Executive 
Order  12839  which  requires  reductions  in  administrative 
staff.   However,  the  justification  material  also  states 
that  $89,000  is  needed  to  pay  for  additional  leased 
space  because  of  overcrowding  at  the  Main  Treasury 
complex.   Please  explain  this  apparent  discrepancy. 

Answer.    Departmental  Offices  is  reducing  the  overall  total 

number  of  FTE  positions  by  6  FTE  in  FY  1995  in  response 
to  Executive  Order  12839.   Productivity  savings  and 
attrition  in  several  different  offices  within  the 
Department  are  allowing  these  offices  to  accommodate 
incremental  staff  reductions.   However,  DO  has  had  a 
pressing  need  for  additional  space  for  several  years 
that  will  not  be  eased  by  the  reduction  of  6  employees. 

As  the  FTE  reductions  occur,  some  small  space  problems 
in  individual  offices  are  being  alleviated,  but,  in 
general,  overcrowding  remains  a  problem  in  the  Main 
Treasury  and  Annex  complex. 

Question.  Why  is  expansion  space  necessary  and  which  office  will 
be  located  at  the  site. 


Answer.    While  the  overall  number  of  FTE  position  in  DO  is  being 
reduced,  realignments  among  the  remaining  staff  are 
being  made  to  reflect  the  highest  priority  staffing 
areas.   The  Office  of  Enforcement  was  granted  a  staff 
increase  of  10  FTE  positions  for  fiscal  year  1994.   In 
order  to  accommodate  this  group  in  a  single  location, 
adjacent  to  the  existing  Office  of  Enforcement  space  in 
the  Treasury  Annex,  the  Office  of  Telecommunications 
Management  and  Information  Resources  Management  have 
been  relocated  to  1425  New  York  Avenue,  NW. 
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QUESTIONS  FOR  THE  RECORD  BY  THE  COMMITTEE 
INCREASE  IN  SUBSCRIPTIONS 

Quastion.  Th«  budget  justific«tion  Batarial  indicattts  that 

•ubacription  coata  incraaaad  by  $211,000.  What  haa 
cauaad  thla  aignificant  Incraaaa  in  aubacriptlona? 

Anawar.   Tha  budgat  juatification  aatarial  indicataa  in  the 

auppliaa  and  nateriala  objact  claaaification  an  incraase 
of  $231,000  for  aubacriptlona  and  Biacellanaoua  other 
auppliaa.  Tha  incraaaa  raflacta  tha  raalignnent  of 
electronic  aubacriptlona  froa  other  aarvicea  into  the 
appropriate  auppliaa  and  aateriala  object  claaa. 
Hovever,  there  vaa  a  alight  incraaaa  in  aubacriptlona  aa 
a  reault  of  changing  req[uireoenta  for  the  new 
adminiatration.   There  waa  alao  an  increase  in  supplies 
associated  with  upgrading  aoftware  packages. 

Question.  Please  provide  a  general  list  of  the  new  publications 
that  this  will  purchase. 

Answer.   General  list  of  publications  purchased: 

-  Corporate  Yellow  Book 
Inside  NAFTA 

-  Health  Care  Policy  Report 
International  Securities  Operations  Letter 

-  Weekly  Survey  of  Mortgage  Interest  Rates 

-  Air finance  Journal 

Nikkei  Shimbun  Satellite  STET 

-  Developing  Business  Strategies  for  Cuba 
•>    LAN  English  Package 

"         Latin  American  Consensus  Forecasts 
Asian  Wall  Street 

-  Major  Companies  of  Europe 

-  BNA  Single  User  License  for  Chemical  Law  t 
Regulations 

-  BNA  Single  User  License  for  Federal:  Environmental 
Laws  4  Regulations  on  Compact  Diac 

-  DCAA  Contract  Audit  Manual 

-  International  Gaming  and  Wagering  Business 

-  International  Media  Directory 

•  Managing  Divereity 

-  Media  Calendar  Directory 

•  National  Tax  Journal 

-  Ukrainian  Legal  t   Economic  Bulletin 
Journal  of  Health  Politics,  Policy  and  Law 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  CONGRESSMAN  WOLF 

HEALTH  CARE 

Question.  In  your  testimony  you  mentioned  the  importance  of  the 
Treasury  Department  having  the  technology  to  get  "the 
numbers  right"  and  referred  to  the  Administration's 
health  care  numbers.   In  reading  about  the 
Administration's  budget  numbers  on  health  care  I 
understand  that  Ira  Magaziner  had  adopted  a  unique 
interagency  process  and  brought  in  numerous  outsiders 
in  doing  the  health  care  numbers. 

Can  you  explain  the  process  of  how  the  health  care 
numbers  were  done  and  what  services  from  Treasury  were 
utilized? 

Answer.    Many  agencies  in  the  federal  government  participated  in 
the  analysis  of  the  President's  health  care  reform 
plan.   The  effort  was  directed  by  Mr.  Magaziner,  and 
the  process  was  largely  dictated  by  the  complex 
relationships  between  the  nation's  health  care  system 
and  all  other  sectors  of  the  economy,  including  the 
Federal  government.   Each  of  the  agencies  involved  has 
expertise  on  one  or  more  dimensions  of  the  issue,  but 
no  agency  has  adequate  information  or  the  ability  to 
analyze  or  estimate  the  budget  effects  of  a  health  care 
reform  proposal  entirely  by  itself. 

Reforming  health  care  is  a  major  economic  goal  on  the 
President's  agenda,  and  the  role  of  the  Department  of 
the  Treasury  in  health  care  reform  is  substantial.   Tax 
and  financing  proposals  included  in  the  Health  Security 
Act  are  critical  to  the  effective  implementation  and 
administration  of  the  plan.   Issues  requiring 
significant  Treasury  resources  include  revenue 
estimates  associated  with  many  aspects  of  the  Act  and 
alternative  proposals  for  administering  and  financing 
the  plan. 

Treasury  was  responsible  for  analyzing  the  impact  of 
the  proposal  on  Federal  revenues  including,  but  not 
limited  to,  revenue  estimates  of  the  specific  tax 
measures  used  to  fund  the  proposal.   Because  the  tax 
laws  provide  favorable  treatment  for  certain  types  of 
health  insurance  expenditures,  and  because  the  cost  of 
employer-provided  health  insurance  generally  affects 
the  level  of  cash  wages  paid  to  employees,  this  task 
also  involved  examination  of  changes  in  Federal  tax 
receipts  attributable  to  aspects  of  the  health  care 
reform  plan  that  do  not  directly  affect  the  tax  laws. 
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Many  professional  analysts  in  Treasury  worked  on  the 
revenue  estimates.   Although  revenue  estimates  for  some 
of  the  proposals,  such  as  the  increase  in  tobacco 
taxes,  could  be  prepared  by  Treasury  without  assistance 
from  the  other  agencies,  the  revenue  impact  of  the  non- 
tax aspects  of  the  proposal  required  such  assistance. 
For  example,  the  revenue  estimates  of  the  effects  of 
the  health  reform  plan  used  inputs  from  the  Department 
of  Health  and  Human  Services,  including  estimates  of 
the  premiums  that  will  be  charged  to  purchase  the 
comprehensive  benefit  package  under  the  plan. 

Subsequent  to  submission  of  the  legislation,  the 
Department  of  the  Treasury  will  be  expected  to  refine 
and  modify  provisions  included  in  the  current  proposal. 
In  addition,  because  of  the  potential  for  compromise  on 
certain  features  of  the  Administrations 's  bill,  it  is 
likely  that  Treasury  will  be  called  upon  to  craft  new 
provisions  for  inclusion  in  the  final  legislation. 

The  Treasury  Department  will  also  continue  to  analyze 
the  economic  impact  of  alternative  proposals  as  they 
relate  to  both  the  private  sector  and  to  public 
programs.   Of  particular  interest  are  proposed 
modifications  of  the  Employee  Retirement  Income  Act 
(ERISA)  and  the  Medicare  program,  for  which  the 
Secretary  acts  as  managing  Trustee  of  the  trust  funds. 

Since  the  rationale,  goals  and  objectives  of  the 
Administration's  health  reform  initiative  were 
developed  over  the  course  of  the  last  year,  and  the 
bill  was  introduced  during  the  waning  days  of  the 
congressional  session,  many  significant  policy 
decisions  have  already  been  made.   Nevertheless,  there 
is  much  left  to  be  done  as  Congress  debates  the  health 
reform  initiative. 


Question.  How  many  Treasury  employees  were  detailed  to  work  on 
the  Health  Care  numbers? 

Answer.    No  one  from  Departmental  Offices  or  any  Treasury  bureau 
was  detailed  to  the  White  House  to  work  on  the  health 
care  numbers.   However,  as  we  discussed  in  response  to 
the  previous  question.  Treasury  has  a  significant  role 
in  health  care  reform,  and  there  was  substantial  staff 
interaction  between  Treasury  and  the  White  House  in 
promoting  this  major  economic  goal. 
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Question.  Who  at  Treasury  actually  worked  on  the  numbers  and  if 
there  were  others  outside  of  Treasury  could  you  also 
provide  a  full  listing  of  who  worked  on  this  project 
and  how  the  numbers  were  arrived  at? 

Answer.    Technically,  the  offices  of  Tax  Policy,  Economic 

Policy,  Domestic  Finance,  Fiscal  Assistant  Secretary, 
and  Management  "worked  on  the  numbers".   However, 
because  of  the  cross-cutting  nature  of  health  care 
reform,  nearly  all  organizations  in  Departmental 
Offices  participated  in  the  research,  issue  analysis, 
and  policy  formulation  on  which  the  Health  Security  Act 
was  based. 

In  addition  to  Departmental  Offices,  staff  from  the 
Internal  Revenue  Service  analyzed  issues  related  to 
the  collection  of  premiums,  and  reviewed  the  proposal 
for  other  issues  that  could  affect  the  IRS.  In 
addition,  the  Service  reviewed  statutory  language  for 
legal  issues,  and  participated  in  drafting  sessions  to 
refine  the  statutory  language.   These  types  of 
activities  have  traditionally  been  undertaken  by  the 
IRS  with  respect  to  Executive  Branch  legislative 
proposals  that  would  have  potential  impact  on  the  IRS. 
Further,  these  same  types  of  activities  are  also 
performed  by  the  IRS  with  respect  to  potential 
legislation  under  active  consideration  by  the  Congress. 

One  employee  from  the  Office  of  Thrift  Supervision 
assisted  in  developing  the  structure  for  the  health 
alliances,  a  subsidy  schedule  for  low  income 
individuals,  and  savings  proposals  for  the  Medicare 
program . 


Question.  There  were  also  reports  that  Ira  Magaziner  was 

reluctant  to  have  the  Treasury  Department  work  on  the 
health  care  numbers  and  tried  to  keep  this  task  out  of 
the  hands  of  Treasury  as  much  as  possible.   Can  you 
explain  how  Treasury  worked  with  the  health  care  task 
force  and  Mr.  Magaziner? 

Answer.    Treasury  was  responsible  for  analyzing  and  estimating 
the  impact  of  the  health  care  reform  plan  on  tax 
revenues.   As  noted  in  my  response  to  Question  l,  in 
preparing  its  estimates.  Treasury  relied  on  information 
and  assumptions  provided  by  other  agencies.   This 
necessitated  frequent  meetings  between  Treasury  staff 
and  the  staff  of  these  other  agencies.   Once  the 
information  was  obtained,  however,  Treasury  prepared 
revenue  estimates  using  the  same  conventions  and 
methodology  generally  applied  in  preparing  estimates  of 
the  revenue  consequences  of  changes  in  tax  law. 
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This  is  a  normal  function  perfomed  by  the  Revenue 
Estimating  staff  in  Department  of  Treasury's  Office  of 
Tax  Policy. 

We  at  Treasury  have  an  effective  working  relationship 
with  Mr.  Magaziner.   We  have  no  knowledge  of  any 
reluctance  on  his  part  for  the  Department  to  work  on 
this  issue. 
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QUESTIONS  FOR  THE  RECORD  BY  CONGRESSMAN  WOLF 

NATIONAL  PERFORMANCE  REVIEW 

Question.  What  savings  in  your  budget  can  you  point  to  as  a 
result  of  implementing  suggestions  of  the  National 
Performance  Review?  What  changes  are  anticipated  as  to 
result  in  savings? 

Answer.    We  can  point  to  several  specific  NPR-based  proposals 
that  will  result  in  savings  in  FY  1995. 

The  NPR  said  that  agencies  should  be  able  to  charge  for 
tbeir  services;  our  proposed  user  fees  will  save 
roughly  $200  million  in  appropriations  previously  made 
from  the  General  Fund  by  establishing  new  user  fees  and 
charging  our  customers  for  services  provided. 

The  NPR  said  to  rethink  the  drug  interdiction  prograa; 

we  propose  to  restructure  Custom  drug  interdiction 
resources  for  savings  of  over  $57  million. 

The  NPR  said  to  modernize  and  consolidate  our  financial 
management  programs;  we  are  proposing  to  save  roughly 
$4.5  million  by  consolidating  operations  at  the 
Financial  Management  Service  and  the  Bureau  of  Public 
Debt. 

The  NPR  said  to  streamline  the  procurement  process; 
Treasury  expects  to  save  $33  million  as  a  result  of 
Government-wide  procurement  reform  and  greater 
competition  among  bidders. 

The  NPR  said  that  we  should  continue  to  modernise  the 
tax  system;  our  budget  includes  $45  million  in 
productivity  savings  directly  resulting  from  IRS'  tax 
systems  modernization  efforts  to  date. 

In  addition,  we  have  implemented  or  are  pursuing 
several  other  NPR-based  suggestions  and  investments 
which  we  believe  will  result  in  better  management  and 
future  budget  savings.   For  example.  Treasury  has 
designated  Frank  N.  Newman,  Under  Secretary  for 
Domestic  Finance,  as  the  Chief  Operating  Of f icet ;  we 
are  planning  a  major  reorganization  at  the  Customs 
Service  to  better  serve  the  public  and  the  trade 
community  in  the  21st  century;  we  are  proposing 
additional  resources  to  improve  our  internal  financial 
management  systems  and  internal  controls  across  six 
different  bureaus;  and  IRS  is  aggressively  pursuing 
their  Compliance  2000  initiative,  geared  toward  better 
taxpayer  service  and  improving  voluntary  tax 
compliance. 
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QUESTIONS  FOR  THE  RECORD  BY  CONGRESSMAN  WOLF 
ALTERNATE  WORK  SCHEDULES  PILOT  PROGRAM 


Question.  How  does  your  Alternate  Work  Schedules  pilot  program 
that  you  initiated  this  month  work?  What  is 
"flexitour"  and  how  will  the  "compressed  work 
schedules"  operate?  How  many  individuals  are 
participating  in  the  pilot  currently  and  how  many  are 
expected  to  participate  during  the  entire  pilot  program 
time  period?  What  are  some  of  the  profiles  of  those 
who  participate? 

Answer.    The  Alternate  Work  Schedules  pilot  program  was 

initiated  in  February  and  allows  employees  to  request 
either  flexitour  or  compressed  work  schedules  subject 
to  supervisory  approval.   The  program  is  available  to 
all  employees  in  the  Office  of  Management  with  the 
exception  of  political  appointees  and  Senior 
Executives. 

Undar  flexitour,  employees  work  8  hours  each  day  of  the 
pay  period.  Employees  under  flexitour  must  report  to 
work  on  fixed  schedules  between  7:30  a.m.  and  9:30  a.m. 
Under  compressed  work  schedules,  employees  work  8-nine 
hour  days  and  l-eight  hour  day  each  pay  period  and  have 
one  day  off.  Employees  under  compressed  work  schedules 
report  to  work  on  fixed  schedules  between  7:30  a.m.  and 
8:30  a.m. 


There  are  525  Departmental  Offices' 
participating  in  the  pilot  program, 
increase  slightly  during  the  pilot. 


employees  currently 
This  number  may 


A  full  range  of  eligible  DO  employees  participate  in 
the  pilot  progriui  including  support  staff,  technicians, 
professionals,  supervisors  and  Office  Directors. 
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Monday,  February  28,  1994. 
OFFICE  OF  INSPECTOR  GENERAL 

WITNESSES 

GEORGE  MUNOZ,  ASSISTANT  SECRETARY  FOR  MANAGEMENT/CHIEF 
FINANCIAL  OFFICER,  DEPARTMENT  OF  THE  TREASURY 

ROBERT  P.  CESCA,  DEPUTY  INSPECTOR  GENERAL 

JAY  M.  WEINSTEIN,  ASSISTANT  INSPECTOR  GENERAL  FOR  AUDIT 

JAMES  M.  COTTOS,  ASSISTANT  INSPECTOR  GENERAL  FOR  INVESTIGA- 
TIONS 

GARY  L.  WHITTINGTON,  ASSISTANT  INSPECTOR  GENERAL  FOR  OVER- 
SIGHT AND  QUALITY  ASSURANCE 

JOHN  N.  BALAKOS,  ASSISTANT  INSPECTOR  GENERAL  FOR  POUCY, 
PLANNING  AND  RESOURCES 

ANDREW  J.  PASDEN,  DIRECTOR,  INSPECTORS  GENERAL  AUDITOR 
TRAINING  INSTITUTE 

INTRODUCTION 

Mr.  HOYER.  I  understand  you  are  Mr.  Robert  Cesca.  Or  Chesca? 
How  do  you  pronounce  that,  sir? 

Mr.  Cesca.  Either  way.  The  Italian  version  is  Chesca.  The  Amer- 
ican version  is  Cesca. 

Mr.  HOYER.  What  I  find  important  is  how  the  person  who  is 
named  that  pronounces  it. 

Mr.  Cesca.  Cesca. 

Mr.  Hoyer.  Cesca,  okay. 

Mr.  Cesca,  if  you  have  a  statement,  we  will  be  pleased  to  hear 
from  you.  We  will  include  your  entire  statement  at  the  appropriate 
place  in  the  record. 

Summary  Statement  of  Mr.  Cesca 

Mr.  Cesca.  I  do  have  a  statement,  Mr.  Chairman. 

Mr.  Chairman,  members  of  the  Subcommittee,  I  am  pleased  to 
appear  before  you  today  to  discuss  the  fiscal  year  1995  budget  re- 
quest for  the  salaries  and  expenses  appropriation  of  the  Depart- 
ment of  the  Treasury's  Office  of  Inspector  General  (OIG). 

Sitting  at  the  table  with  me  today  is  Mr.  Jay  Weinstein,  Assist- 
ant Inspector  General  for  Audit.  And  also  Mr.  George  Munoz,  who 
you  just  heard  from.  Also  accompanying  me  today  are  Mr.  James 
Cottos,  Assistant  Inspector  General  for  Investigations;  Mr.  Gary 
Whittington,  Assistant  Inspector  General  for  Oversight  and  Quality 
Assurance;  Mr.  John  Balakos,  Assistant  Inspector  General  for  Pol- 
icy, Planning  and  Resources;  and  Mr.  Andrew  Pasden,  Director,  In- 
spectors General  Auditor  Training  Institution. 

With  your  permission,  I  have  a  formal  statement  I  would  like  in- 
serted into  the  record,  and  I  have  a  brief  statement  that  I  would 
like  to  read. 
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MISSION 


The  mission  of  the  OIG  is  to  improve  Treasury  operations  by 
working  with  management  to  achieve  economies,  efficiencies  and 
effectiveness,  and  to  prevent  fraud,  waste  and  mismsuiagement. 

ACCOMPLISHME>PrS 

In  fiscal  year  1993,  the  OIG  issued  143  reports  on  audits  of 
Treasury  bureaus,  resulting  in  almost  $43  million  in  questioned 
costs  and  funds  put  to  better  use.  During  fiscal  year  1993,  the  OIG 
focused  attention  on  significant  program  areas  at  Customs,  in- 
creased its  attention  on  revenue  collection  and  other  significant 
programmatic  issues  at  Alcohol,  Tobacco  and  Firearms  (ATF),  en- 
sured that  financial  statement  audits  of  Treasury  entities  were  per- 
formed, and  began  preparing  for  the  requirements  of  the  Federal 
Deposit  Insurance  Corporation  Improvement  Act  of  1991. 

For  example,  audits  at  Customs  have  identified  opportunities  to 
improve  the  controls  over  and  access  to  such  sensitive  assets  as 
seized  narcotics,  currency  and  other  high  value  items.  Bureau  man- 
agement agreed  with  our  findings  that  controls  over  Custom's  in- 
bond  shipments,  which  account  for  approximately  12  percent  of  all 
foreign  shipments  released  into  the  commerce  of  the  United  States, 
were  weak,  increasing  both  the  risk  of  revenue  lost  and  undetected 
importation  of  contraband. 

In  addition,  over  the  past  several  years,  the  OIG  expanded  its 
audit  coverage  of  contract  activity.  During  fiscal  year  1993,  we  is- 
sued 87  reports  pertaining  to  pre-award  and  post-award  audits  of 
departmental  contracts  and  pricing  proposals,  which  identified  po- 
tential savings  of  nearly  $37  million. 

In  fiscal  year  1993,  the  Office  of  Investigations  closed  93  inves- 
tigations, resulting  in  16  successful  prosecutions.  62  administrative 
sanctions  and  monetary  benefits  approximating  $300,000. 

Last  year,  we  reported  to  this  subcommittee  that  we  were  taking 
a  more  aggressive  stauice  in  our  investigative  efforts,  broadening 
the  scope  of  program  £ind  contractor  fraud  cases,  and  expanding 
our  role  within  the  Department. 

A  successful  example  of  this  expansion  was  our  participation  in 
the  highly  sensitive  and  highly  publicized  Waco  incident.  This  en- 
deavor was  unique  in  that  we  did  not  perform  the  investigation, 
but  used  the  combined  expertise  of  the  Office  of  Investigations  and 
the  Office  of  Audit  in  a  consulting  and  monitoring  role  with  the 
Waco  Task  Force  to  assure  the  Secretary  that  the  key  elements  and 
relevant  information  were  considered  in  developing  the  final  report. 

Examples  of  the  results  from  successful  contractor  and  program 
fraud  cases  were  the  suspension  of  a  major  contractor  from  doing 
business  with  the  government  and  a  guilty  plea  from  an  Office  of 
the  Comptroller  of  the  Currency  employee  and  three  other  non-em- 
ployees for  using  confidential  information  to  trade  in  bank  stocks 
with  three  other  non-employees. 

The  Office  of  Oversight  and  Quality  Assurance  completed  35 
projects  and  issued  18  reports.  These  included  a  review  of  an  IRS 
district  office  which  identified  an  inappropriate  management  envi- 
ronment and  questioned  performance  measurements;  and,  at  Con- 
gressman Wolfs  request,  a  comprehensive  review  of  the  IRS'  inves- 
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tigation  of  gdleged  misuse  of  the  IRS  in  connection  with  the  reorga- 
nization of  the  White  House  travel  office.  Our  review  confirmed  the 
IRS  report's  conclusion  that  there  were  no  contacts  between  White 
House  and  IRS  officials  and  no  integrity  violations  by  IRS  officials. 

Lastly,  in  Fiscal  Year  1993,  the  OIG  began  managing  the  Inspec- 
tors General  Auditor  Training  Institute,  which  provides  centralized 
audit  training  for  all  61  of  the  Federal  Offices  of  Inspectors  Gen- 
eral. Between  July  1991  and  September  1993,  nearly  1,200  stu- 
dents attended  the  Institute's  training  programs.  The  Institute  ex- 
pects to  train  2,500  students  over  this  year  and  next.  No  funds  are 
being  requested  in  fiscal  year  1995  for  the  IG  Auditor  Training  In- 
stitute. 

There  is  increasing  emphasis  on  sound  financial  management 
from  the  Congress,  the  Office  of  Management  and  Budget  (0MB), 
the  Department,  and  the  public.  As  a  result,  we  are  similarly  em- 
phasizing financial  statement  and  financial  management  audits. 
Our  two  biggest  efforts  will  be  assuming  the  financial  statement 
audits  for  IRS  and  Customs  during  Fiscal  Year  1994.  We  will  also 
be  reviewing  the  financial  management  controls  at  ATF  because  it 
collects  in  excess  of  $15  billion. 

We  are  placing  greater  emphasis  on  more  crosscutting  issues 
within  the  Department.  Although  our  bureau-focused  audits  have 
proved  to  be  beneficial  in  the  past,  we  believe  there  are  greater  op- 
portunities in  looking  at  common  issues  across  the  Department. 
For  example,  we  intend  to  review  the  Department's  strategic  plan- 
ning for  major  ADP  acquisitions  and  systems  development. 

In  fiscal  year  1993,  the  Office  of  Investigations  initiated  several 
approaches  to  ferret  out  fraud,  waste  and  abuse,  including  training 
in  early  detection  measures  designed  to  identify  systemic  weak- 
nesses. Further,  we  are  channeling  our  efforts  from  employee  con- 
duct cases  to  the  procurement  and  program  fraud  cases. 

Tjrpical  examples  of  the  high  priority  and  high  visibility  incidents 
the  Office  of  Oversight  and  Quality  Assurance  responds  to  include 
concerns  of  sexual  harassment  at  ATF,  and  reviewing  IRS'  internal 
audit  and  investigative  efforts  regarding  employee  browsing  of  tax- 
payer accounts. 

Our  fiscal  year  1995  budget  request  is  $30.6  million  and  315  di- 
rect full-time  equivalents.  This  represents  a  net  increase  of  $1.7 
million  over  Fiscal  Year  1994  and  a  net  increase  of  16  FTE.  The 
net  $1.7  million  increase  includes:  $2.1  million  and  21  FTE  for  a 
program  increase  to  perform  annual  audits  of  the  Customs  and  IRS 
financial  statements  currently  being  performed  by  the  General  Ac- 
counting Office  (GAO);  $0.6  million  for  increases  related  to  inflation 
and  annualizations.  This  will  be  offset  by  reductions  of  $0.6  million 
in  administrative  expenses  and  five  FTEs,  and  a  reduction  of  $0.4 
million  in  nonrecurring  costs,  including  $0.3  million  in  nonrecurred 
start-up  costs  for  the  IG  Auditor  Training  Institute. 

The  additional  funding  will  enable  the  Office  of  Inspector  Gen- 
eral to  assume  from  GAO  the  audits  of  financial  statements  for 
Customs  and  IRS.  GAO  identified  significant  financial  weaknesses 
while  performing  audits  of  IRS'  and  Custom's  financial  statements 
and  was  unable  to  render  opinions  on  their  financial  condition.  Our 
experience  shows  that  annual  audits  of  financial  statements  ensure 
continuous  improvements  in  financial  management. 
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As  a  result  of  meetings  with  the  Department,  0MB  and  GAO, 
the  OIG  developed  a  unique,  cooperative  and  least  expensive  meth- 
od to  perform  this  complex  and  comprehensive  work.  This  method 
is  spelled  out  in  greater  detail  in  our  budget  submission. 

The  OIG  is  committed  to  making  the  best  use  of  its  resources. 
Accordingly,  I  think  it  is  important  to  note  that  we  are  identifying 
alternative  methods  of  providing  audit  and  investigative  coverage 
throughout  the  Department.  We  are  also  placing  greater  emphasis 
on  assisting  managers  and  developing  proper  systems  and  controls 
as  they  are  being  put  into  place,  rather  than  relying  on  identifying 
weaknesses  afterwards.  We  are  excited  about  our  future  and  look 
forward  to  providing  greater  benefits  to  the  Department. 

This  concludes  my  statement.  My  staff  and  I  will  be  happy  to  an- 
swer any  questions  you  may  have. 

Mr.  HOYER.  Thank  you  very  much,  Mr.  Cesca. 

[The  prepared  statement  follows:] 
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DEPARTMENT  OF  THE  TREASURY 

OFFICE  OF  INSPECTOR  GENERAL 
FY  1995  SALARIES  AND  EXPENSES  APPROPRIATION 


Brief  Introductory  Statement  of  Robert  P.  Cesca 
Deputy  Inspector  General 
For  Presentation  to  the  Subcommittee  on  Appropriations 


Mr.  Chairman,  Members  of  the  Committee,  I  am  pleased  to 
appear  before  you  today  to  discuss  the  Fiscal  Year  1995  budget 
request  for  the  Salaries  and  Expenses  appropriation  of  the 
Department  of  the  Treasury'  s  Office  of  Inspector  General  (OIG) . 

Sitting  at  the  table  with  me  today  is  Mr.  Jay  M.  Weinstein, 
Assistant  Inspector  General  for  Audit.   Also  accompanying  me 
today  are  Mr.  James  Cottos,  Assistant  Inspector  General  for 
Investigations;  Mr.  Gary  L.  Whittington,  Assistant  Inspector 
General  for  Oversight  and  Quality  Assurance;  Mr.  John  N.  Balakos, 
Assistant  Inspector  General  for  Policy,  Planning  and  Resources; 
and  Mr.  Andrew  J.  Pasden,  Director,  Inspectors  General  Auditor 
Training  Institute. 

With  your  permission,  I  have  a  formal  statement  I  would  like 
inserted  into  the  record,  and  I  have  a  brief  statement  that  I 
would  like  to  read. 
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-  2  - 
MISSION 
The  mission  of  the  OIG  is  to  improve  Treasury  operations  by 
working  with  management  to  achieve  economies,  efficiencies  and 
effectiveness,  and  to  prevent  fraud,  waste,  and  mismanagement. 

ACCOMPLISHMENTS 
In  FY  1993,  the  OIG  issued  143  reports  on  audits  of  Treasury 
bureaus,  resulting  in  almost  $43  million  in  questioned  costs  and 
funds  put  to  better  use.   During  FY  1993,  the  OIG  focused 
attention  on  significant  program  areas  at  Customs,  increased  its 
attention  on  revenue  collection  and  other  significant 
programmatic  issues  at  ATF,  ensured  that  financial  statement 
audits  of  Treasury  entities  were  performed,  and  began  preparing 
for  the  requirements  of  the  Federal  Deposit  Insurance  Corporation 
Improvement  Act  of  1991  (P.L.  102-242). 

For  example,  Audits  at  Customs  have  identified  opportunities 
to  improve  the  controls  over  and  access  to  such  sensitive  assets 
as  seized  narcotics,  currency  and  other  high  value  items.   Bureau 
management  agreed  with  our  findings  that  controls  over  Custom's 
in-bond  shipments  —  which  account  for  approximately  12  percent 
of  all  foreign  shipments  released  into  the  commerce  of  the  United 
States  —  were  weak,  increasing  both  the  risk  of  revenue  loss  and 
undetected  importation  of  contraband. 
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-  3  - 

In  addition,  over  the  past  several  years  the  OIG  expanded 
its  audit  coverage  of  contract  activity.   During  FY  1993,  we 
issued  87  reports  pertaining  to  preaward  and  postaward  audits  of 
Departmental  contracts  and  pricing  proposals,  which  identified 
potential  savings  of  nearly  $37  million. 

In  FY  1993,  the  Office  of  Investigations  closed 
93  investigations,  resulting  in  16  successful  prosecutions, 
62  administrative  sanctions  and  monetary  benefits  approximating 
$300,000. 

Last  year,  we  reported  to  this  committee  that  we  were  taking 
a  more  aggressive  stance  in  our  investigative  efforts,  broadening 
the  scope  of  program  and  contractor  fraud  cases,  and  expanding 
our  role  within  the  Department. 

A  successful  example  of  this  expansion  was  our  participation 
in  the  highly  sensitive  and  highly  publicized  Waco  incident. 
This  endeavor  was  unique  in  that  we  did  not  perform  the 
investigation,  but  used  the  combined  expertise  of  the  Office  of 
Investigations  and  the  Office  of  Audit  in  a  consulting  and 
monitoring  role  with  the  Waco  Task  Force  to  assure  the  Secretary 
that  the  key  elements  and  relevant  information  were  considered  in 
developing  the  final  report. 
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-  4  - 
Examples  of  the  results  from  successful  contractor  and 
program  fraud  cases  were  the  suspension  of  a  major  contractor 
from  doing  business  with  the  government  and  a  guilty  plea  from  an 
OCC  employee  and  three  other  non-employees  for  using  confidential 
information  to  trade  in  bank  stocks  with  three  other  non- 
employees. 

The  Office  of  Oversight  and  Quality  Assurance  (OQA) 
completed  3  5  projects,  and  issued  18  reports.   These  included  a 
review  of  an  IRS  District  Office  which  identified  an 
inappropriate  management  environment  and  guestioned  performance 
measurements,  and,  at  Congressman  Wolf's  request,  a  comprehensive 
review  of  the  IRS'  investigation  of  alleged  misuse  of  the  IRS  in 
connection  with  the  reorganization  of  the  White  House  Travel 
office.   Our  review  confirmed  the  IRS  report's  conclusion  that 
there  were  no  contacts  between  White  House  and  IRS  officials  and 
no  integrity  violations  by  IRS  officials. 

Lastly,  in  FY  1993,  the  OIG  began  managing  the  Inspectors 
General  Auditor  Training  Institute,  which  provides  centralized 
audit  training  for  all  61  of  the  Federal  Offices  of  Inspectors 
General.   Between  July  1991  and  September  1993,  nearly  1,200 
students  attended  the  Institute's  training  programs.   The 
Institute  expects  to  train  2,500  over  this  year  and  next.   No 
funds  are  being  requested  in  FY  1995  for  the  IG  Auditor  Training 
Institute. 
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WORKLOAD  TRENDS 
There  is  increasing  emphasis  on  sound  financial  management 
from  the  Congress,  the  Office  of  Management  and  Budget  (0MB),  the 
Department  and  the  public.   As  a  result,  we  are  similarly 
emphasizing  financial  statement  and  financial  management  audits. 
Our  two  biggest  efforts  will  be  assuming  the  financial  statement 
audits  for  IRS  and  Customs  during  FY  1994.   We  will  also  be 
reviewing  the  financial  management  controls  at  ATF  because  it 
collects  in  excess  of  $15  billion. 

We  are  placing  greater  emphasis  on  more  cross-cutting  issues 
within  the  Department.   Although  our  bureau  focused  audits  have 
proved  to  be  beneficial  in  the  past,  we  believe  there  are  greater 
opportunities  in  looking  at  common  issues  across  the  Department. 
For  example,  we  intend  to  review  the  Department's  strategic 
planning  for  major  ADP  acquisitions  and  systems  development. 

In  FY  1993,  the  Office  of  Investigations  initiated  several 
approaches  to  ferret  out  fraud,  waste  and  abuse  including 
training  in  early  detection  measures  designed  to  identify 
systemic  weaknesses.   Further,  we  are  channeling  our  efforts  from 
employee  conduct  cases  to  the  more  rewarding  procurement  and 
program  fraud  cases. 

Typical  examples  of  the  high  priority  and  high  visibility 
incidents  the  Office  of  Oversight  and  Quality  Assurance  responds 
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to  are  sexual  harassment  at  ATF,  and  IRS'  internal  audit  and 
investigative  efforts  regarding  employee  browsing  of  taxpayer 
accounts. 

FY  1995  BUDGET 
Our  FY  1995  budget  request  is  $30.6  million  and 
315  direct  full-time  equivalents  (FTE) .   This  represents  a  net 
increase  of  $1.7  million  over  FY  1994  and  a  net  increase  of 
16  FTE.   The  net  $1.7  million  increase  includes: 

•  $2.1  million  and  21  FTE  for  a  program  increase  to 
perform  annual  audits  of  the  Customs  and  IRS  financial 
statements  currently  being  performed  by  the  General 
Accounting  Office  (GAO) ; 

•  $0.6  million  for  increases  related  to  inflation  and 
annua lizat ions; 

•  -$0.6  million  in  administrative  and  FTE  (-5) 
reductions; 

•  -$0.4  million  in  nonrecurring  costs  (including 
-$0.3  million  in  non-recurred  start-up  costs  for  the 
IG  Auditor  Training  Institute) . 
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The  additional  funding  will  enable  the  OIG  to  assume  from 
GAO  the  audits  of  financial  statements  for  Customs  and  IRS.   GAO 
identified  such  significant  financial  weaknesses  while  performing 
audits  of  IRS'  and  Custom's  financial  statements  that  it  was 
unable  to  render  opinions  on  their  financial  condition.   Our 
experience  shows  that  annual  audits  of  financial  statements 
ensure  continuous  improvements  in  financial  management. 

As  a  result  of  meetings  with  the  Department,  0MB,  and  GAO, 
the  OIG  developed  a  unique,  cooperative  and  "least  expensive" 
method  to  perform  this  complex  and  comprehensive  work.   This 
method  is  spelled  out  in  greater  detail  in  our  budget  submission. 

CONCLOSION 

The  OIG  is  committed  to  making  the  best  use  of  its 
resources.   Accordingly,  I  think  it  is  important  to  note  that  we 
are  identifying  alternative  methods  of  providing  audit  and 
investigative  coverage  throughout  the  Department.   We  are  also 
placing  greater  emphasis  on  assisting  managers  in  developing 
proper  systems  and  controls  as  they  are  being  put  into  place, 
rather  than  relying  on  identifying  weaknesses  afterwards.   We  are 
excited  about  our  future  and  look  forward  to  providing  greater 
benefits  to  the  Department. 

This  concludes  my  statement.   My  staff  and  I  will  be  happy 
to  answer  any  questions  you  may  have. 
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BIOGRAPHY 
ROBERT  P.  CESCA,  CPA 

TREASURY  DEPARTMENT  DEPUTY  INSPECTOR  GENERAL 


Robert  P.  Cesca  became  the  Deputy  Inspector  General  within  the  Office  of  Inspector 
General  of  the  Treasury  Department  in  August  1986.  In  this  capacity,  he  is  responsible  for 
assisting  the  Inspector  General  in  providing  overall  leadership  and  coordination  of  the  internal 
audit  and  internal  investigative  functions  for  the  Department.  He  also  assists  in  recommending 
policies  for  activities  designed  to  promote  economy,  efficiency,  and  effectiveness  in  the 
administration  of  Treasury  programs  and  operations.  He  also  assists  in  ensuring  a 
comprehensive  program  that  will  maintain  integrity  and  prevent  and  detect  fraud,  waste,  and 
mismanagement  within  the  Department. 

Prior  to  becoming  the  Deputy  Inspector  General,  Mr.  Cesca  was  the  Assistant  Inspector 
General  (Audit)  for  Fiscal  Services  and  ADP  Support.  He  was  promoted  to  that  position  in 
February  1984. 

Prior  to  joining  the  Office  of  Inspector  General,  Mr.  Cesca  was  employed  as  an  internal 
auditor  and  internal  audit  manager  in  the  Internal  Revenue  Service  (IRS).  There  Mr.  Cesca  was 
involved  in  audits  of  various  IRS  systems  and  operations.  In  addition,  he  served  in  a  staff 
capacity  to  the  Director  of  Internal  Audit  and  was  responsible  for  developing  and  administering 
division  training  programs;  and  coordinating  the  development  of  division  technical  and 
administrative  guidelines. 

Mr.  Cesca  has  been  the  recipient  of  a  number  of  awards  during  his  25  year  career, 
highlighted  by  receiving  the  Presidential  Rank  Award  of  Meritorious  Executive  in  1987. 

Mr.  Cesca  earned  a  bachelors  of  Business  Administration  in  Accounting  from  St. 
Bonaventure  University.  He  is  both  a  Certified  Public  Accountant  and  Certified  Internal  Auditor 
and  is  a  member  of  the  American  Institute  of  Certified  Public  Accountants.  He  is  married  and 
has  three  sons.    Mr.  Cesca  was  bom  in  New  York,  New  York  on  November  3,  1938. 
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BIOGRAPHY 
JAY  M.  WEINSTEIN 

ASSISTANT  INSPECTOR  GENERAL  FOR  AUDIT 

Jay  Weinstein  has  served  as  the  Assistant  Inspector  General  for  Audit  since  the 
establishment  of  the  statutory  Office  of  Inspector  General  at  the  U.S.  Department  of  the 
Treasury  in  April  1989.  The  Office  of  Audit  is  responsible  for  f)erfonning  financial, 
compliance,  economy  and  efficiency,  and  program  results  audits  throughout  the  Department. 

Mr.  Weinstein  has  been  with  the  Department  of  the  Treasury  since  1976  in  a  variety  of 
increasingly  responsible  audit  positions.  Prior  to  assuming  his  current  position,  he  was  the 
Assistant  Inspector  General  for  the  Treasurer,  Office  of  Comptroller  of  the  Currency  and  the 
Departmental  Offices  from  1986-1989.  From  1983  through  1986,  Mr.  Weinstein  was  the 
Assistant  Inspector  General  for  Audit  at  the  Office  of  Comptroller  of  the  Currency.  He  also 
served  as  an  auditor  and  supervisor  on  the  Office  of  the  Secretary  (now  Departmental  Offices) 
audit  staff  from  1976-1983.  Prior  to  joining  the  Department  of  the  Treasury,  Mr.  Weinstein  was 
in  public  accounting  where  he  began  his  auditing  career  with  the  national  firm  of  Seidman  and 
Seidman  in  1969. 

In  1985  and  1986,  Mr.  Weinstein  was  designated  by  the  Secretary  of  the  Treasury  to 
serve  as  the  United  States  representative  on  the  External  Audit  Committee  of  the  International 
Monetary  Fund.  In  this  capacity,  he  and  two  other  member  country  representatives  conducted 
the  financial  statement  audits  of  the  IMF  for  Fiscal  Years  1985  and  1986. 

During  his  Federal  career,  Mr.  Weinstein  has  received  several  distinguished  awards.  In 
1988,  he  received  a  certificate  of  merit  for  Excellence  in  Administration  from  the  General 
Services  Administration.  More  recently,  he  received  in  1991  the  Presidential  Rank  of 
Meritorious  Executive  for  his  leadership  and  management  of  the  audit  function  at  the  Treasury 
Department. 

Mr.  Weinstein  has  a  bachelors  degree  in  Business  Administration  from  American 
University.  He  is  a  Certified  Public  Accountant,  and  an  active  member  of  the  Association  of 
Government  Accountants,  having  held  several  positions  with  the  Northern  Virginia  Chapter.  He 
currently  serves  as  a  member  of  the  Federal  Audit  Executive  Council's  Board  of  Directors. 

Mr.  Weinstein  resides  in  Burke,  Virginia,  with  his  wife  Shelley  and  their  two  sons. 
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JAMES  M.  COTTOS 

ASSISTANT  INSPECTOR  GENERAL  FX)R  INVESTIGATIONS 

Mr.  James  M.  Cottos  assumed  the  position  of  the  Assistant  Inspector  General  for 
Investigations  for  the  Department  of  the  Treasury,  Office  of  Inspector  General  on  December  27, 
1992.  His  office  is  responsible  for  conducting  investigations  throughout  the  Treasury 
Department's  bureaus.  These  investigations  involve  both  proactive  and  reactive  activities 
designed  to  maintain  the  Department's  integrity  and  to  protect  its  resources  from  fraud,  waste 
and  abuse. 

Mr.  Cottos  has  been  in  the  Federal  law  enforcement  since  1974.  He  spent  five  years  as 
a  Postal  Inspector  in  Baton  Rouge,  Louisiana  specializing  in  mail  fraud  schemes  and  external 
crimes.  He  joined  the  Department  of  Health  and  Human  Services,  Office  of  Inspector  General, 
in  July  1979,  and  worked  for  five  years  in  a  one-man  office  in  Albuquerque,  New  Mexico 
specializing  in  health  care  fraud  investigations. 

In  August  1984,  Mr.  Cottos  was  transferred  to  OIG  Headquarters  in  Washington,  D.C. 
as  the  Health  Care  Inspector.  His  duties  were  to  review  and  critique  all  health  care 
investigations  conducted  throughout  the  country. 

ShorUy  after  arriving  in  Washington,  Mr.  Cottos  developed,  organized  and  taught  a  one- 
week  course  for  OI  Special  Agents  in  the  most  effective  methods  of  conducting  health  care 
investigations.  Six  sessions  were  taught  in  1985,  with  168  agents  receiving  instruction. 
Additionally,  he  taught  two  health  care  investigation  courses  at  the  FBI  Academy  where  the 
audience  consisted  of  Department  of  Justice  Officials,  Assistant  United  States  Attorneys,  FBI 
Agents  and  HHS  OI  Agents.  Also,  he  taught  two  health  care  investigation  courses  for  the 
National  Association  of  Medicaid  Fraud  Control  Units. 

Mr.  Cottos  served  as  the  Regional  Inspector  General  for  Investigations  for  the  Atianta 
Region  supervising  approximately  50  Special  Agents  covering  eight  states  of  the  Southeastern 
United  States  from  August  1988  through  December  1992. 

He  has  been  a  member  of  the  Association  of  Federal  Investigators  since  1986.  He  is  also 
currentiy  a  member  of  the  National  Health  Care  Anti-Fraud  Association. 

Mr.  Cottos  is  a  graduate  of  the  University  of  New  Mexico  with  a  degree  in  Psychology. 
He  served  four  years  in  the  U.S.  Marine  Corps,  including  one  year  in  Vietnam. 
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GARY  L,  WHITTINGTON 

ASSISTANT  INSPECTOR  GENERAL 
FOR  OVERSIGHT  AND  QUALITY  ASSURANCE 

Effective  July  1,  1992,  Mr.  Gary  L.  Whittington  became  the  Assistant  Inspector  General 
for  Oversight  and  Quality  Assurance  with  responsibility  to  carry  out  the  mandate  of  the  Inspector 
General  Act  Amendments  of  1988  for  oversight  of  the  Internal  Investigative  functions  in  the 
three  Treasury  law  enforcement  bureaus  (Bureau  of  Alcohol,  Tobacco  and  Firearms,  U.S. 
Customs  Service,  and  the  U.S.  Secret  Service),  the  Internal  Investigative  functions  in  IRS,  and 
for  quality  assurance  reviews  within  the  Office  of  Inspector  General. 

Previously,  Mr.  Whittington  was  designated  as  the  Assistant  Inspector  General  for  Policy, 
Planning  and  Resources  within  the  Office  of  Inspector  General.  In  this  position,  he  was 
responsible  for  planing,  policy,  personnel,  budgeting,  ADP  operations,  and  other  management 
services.    He  served  in  this  capacity  from  1989  until  July  1,  1992. 

Mr.  Whittington  served  as  an  Assistant  Inspector  General,  Audit  for  the  Department  of 
the  Treasury  Administrative  Inspector  General  from  1982  until  1989.  From  1986  until  April 
1989,  he  was  responsible  for  leading  and  managing  audit  activities  of  Treasury's  Bureau  of  the 
Public  Debt,  and  Financial  Management  Services,  as  well  as  overseeing  the  Office  of  Inspector 
general's  ADP  operations.  He  was  responsible  for  providing  audit  coverage  activities  from  1982 
to  1986.  From  1980  to  1982,  Mr.  Whittington  served  as  Chief,  Audit  and  Internal  Affairs, 
Bureau  of  Engraving  and  Printing.  He  also  served  as  an  Audit  Manager  of  the  Bureau  of 
Government  Financial  Operations  (now  Treasury's  Financial  Management  Service)  from  1976 
to  1980.  He  entered  Government  service  in  1964  with  the  General  Accounting  Office  as  an 
auditor  and  supervisor  until  joining  the  Treasury  Department  in  1976. 

Mr.  Whittington  earned  a  Bachelor  in  Science  in  Business  Administration  from  Morris 
Harvey  College  in  Charleston,  West  Virginia  in  1964.  He  is  a  Certified  Public  Accountant  and 
a  member  of  the  American  Institute  of  Certified  Public  Accountants  and  the  Association  of 
Government  Accountants. 

Mr.  Whittington  is  married  and  has  one  son.  He  was  bom  in  Charleston,  West  Virginia 
on  July  13,  1941. 
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JOHN  N.  BALAKOS 

ASSISTANT  INSPECTOR  GENERAL  FOR 
POLICY,  PLANNING  AND  RESOURCES 


John  N.  Balakos  was  appointed  as  the  Assistant  Inspector  General  for  Policy,  Planning 
and  Resources,  for  the  Office  of  Inspector  General  in  the  Treasury  Department,  on  July  1 ,  1992. 
His  responsibilities  include  the  leadership  and  direction  for  the  Office  of  Inspector  General  for 
planning  and  policy  functions,  budget,  personnel,  payroll,  administrative,  information  systems, 
and  hotline  operations  that  support  the  Inspector  General. 

Prior  to  this  appointment,  Mr.  Balakos  was  the  first  Assistant  Inspector  General  for 
Oversight  and  Quality  Assurance.  He  was  in  this  position  since  July  15,  1990.  These 
responsibilities  included  the  overseeing  of  Internal  Investigative  functions  of  the  law  enforcement 
bureaus  and  the  IRS  of  the  Treasury  Department,  directing  the  OIG  quality  assurance  function 
and  special  projects  for  the  Inspector  General. 

Mr.  Balakos  also  served  as  the  Chief,  Internal  Audit  Division,  for  the  Bureau  of  Alcohol, 
Tobacco  and  Firearms,  for  five  years.  Prior  to  that  time,  he  was  an  Audit  Manager  with  the 
Treasury  Office  of  Audit  and  an  Audit  Supervisor  with  the  General  Accounting  Office. 

Mr.  Balakos,  bom  in  Steubenville,  Ohio,  received  a  bachelor  of  science  degree  from 
West  Liberty  State  College,  West  Liberty,  West  Virginia  in  1961.  He  is  also  an  alumni  of  the 
Federal  Executive  Institute  in  Charlottesville,  Virginia.  He  served  in  the  U.  S.  Army  from  1961 
through  1964. 

He  is  an  active  member  of  several  professional  societies,  including,  among  others,  the 
Institute  of  Internal  Auditors  in  which  he  is  on  the  Board  of  Governors  in  the  Washington 
Chapter;  the  Association  of  Government  Accountants  in  which  he  is  the  Director  of  Education; 
the  American  Institute  of  Certified  Public  Accountants;  and  the  West  Virginia  Society  of 
Certified  Public  Accountants. 
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ANDREW  J.  PASDEN  ,  JR. 

DIRECTOR 
THE  INSPECTORS  GENERAL  AUDITOR  TRAINING  INSTITUTE 

Andrew  J.  Pasden  has  served  as  the  Director,  Inspector  General  Auditor  Training 
Institute  at  Fort  Belvoir,  Virginia,  since  January  1991.  Under  the  guidance  of  the  President's 
Council  on  Integrity  and  Efficiency,  the  Institute  provides  basic  audit  training  for  employees  of 
the  various  Federal  Offices  of  Inspector  General.    He  is  the  first  person  to  hold  this  position. 

In  1984,  Mr.  Pasden  joined  the  Department  of  the  Treasury  Office  of  Inspector  General. 
While  with  the  OIG  he  has  held  a  number  of  positions  including,  Director  of  Audit  for  the 
Office  of  the  Comptroller  of  the  Currency,  the  Bureau  of  Alcohol,  Tobacco  and  Firearms  and, 
the  United  States  Secret  Service,  as  well  as  Acting  Director  of  Audit,  Bureau  of  Engraving  and 
Printing. 

Mr.  Pasden  began  his  Federal  career  in  1969  as  an  auditor  with  the  U.S.  General 
Accounting  Office.  During  15  years  at  GAO  he  was  responsible  for  conducting  audits  of 
programs  at  numerous  Departments  including  Agriculture,  Defense,  Health  and  Human  Services, 
Justice,  and  Interior.  Also,  during  that  time  he  served  for  one  year  as  a  member  of  the 
Investigations  Staff  of  the  U.S.  Senate  Appropriations  Committee. 

During  1992,  Mr.  Pasden  was  afforded  wide  ranging  recognition  for  his  work  at  the 
Institute.  Both  the  National  Association  of  Government  Accountants  and  the  Montgomery-Prince 
Georges  Counties  Chapter  presented  him  with  their  Education  and  Training  Awards.  Also,  the 
Training  Officers  Conference  gave  him  their  Distinguished  Service  Award  for  Career 
Development. 

Mr.  Pasden  has  a  Masters  Degree  in  Public  Personnel  Management  from  the  George 
Washington  University  and  a  Bachelor  of  Science  in  Accounting  from  West  Liberty  State 
College  in  West  Virginia.    He  resides  with  his  wife,  Linda,  in  Annapolis,  Maryland. 


272 


SEXUAL  HARASSMENT  AT  ATF 


Mr.  HOYER.  What  is  the  reason  for  the  delay  in  issuing  a  report 
on  sexual  harassment  at  ATF? 

Mr.  Cesca.  I  think  there  are  several  reasons,  Mr.  Chairman.  One 
reason  is  that  we  underestimated  the  amount  of  work  that  would 
be  involved  in  completing  the  review.  Once  we  got  into  the  review, 
it  became  apparent  that  the  review  could  not  be  accomplished  in 
the  time  frame  originally  scheduled. 

The  review  involved  interviewing  approximately  250  employees 
and  reviewing  over  2,000  individual  documents.  During  the  course 
of  the  review,  there  was  legislation  brought  against  the  Depart- 
ment by  several  complainants  and 

Mr.  HOYER.  You  said  legislation.  Do  you  mean  litigation? 

Mr.  Cesca.  Litigation.  I  am  sorry.  Litigation  by  several  complain- 
ants. The  litigation  required  our  staff  to  review  and  photocopy  all 
of  our  work  papers  that  we  had  accumulated  in  support  of  that  liti- 
gation. All  of  that  took  approximately  three  to  four  months  of  effort 
on  our  part. 

Mr.  HOYER.  Let  me  understand.  You  were  doing  the  investigation 
when  litigation  was  filed? 

Mr.  Cesca.  Against  the  Department. 

Mr.  Hover.  Do  you  participate  in  the  defense  against  that  litiga- 
tion? 

Mr.  Cesca.  Well,  we  did  not  participate  in  the  defense  but  as  a 
result  of  the  work  that  we  were  doing,  we  accumulated  work  pa- 
pers. 

Mr.  HOYER.  That  they  needed  for  purposes  of  depositions  and  dis- 
covery and  trial? 

Mr.  Cesca.  Exactly. 

Mr.  HOYER.  So  you  didn't  take  copies.  You  took  originals  and 
they  didn't  have  the  copies  at  ATF.  Is  that  what  you  are  saying? 

Mr.  Cesca.  I  don't  think  we  took  originals.  We  probably  had  cop- 
ies, but  I  think  that  there  were  analyses  that  we  also  performed 
as  a  result  of  our  review  which  was  of  interest  to  the  attorneys  for 
the  complainants. 

Mr.  HOYER.  I  understand.  For  the  record,  not  for  right  now  be- 
cause you  wouldn't  know  it  right  now,  tell  me  how  much  time  you 
expended  in  answering  questions  under  deposition  or  by  interrog- 
atories or  written  documents. 

Mr.  Cesca.  I  don't  have  that  exact  information  available  with 
me,  I  know  that  in  terms  of  lapsed  time,  it  took  us  four  months 
of  effort  to  go  through  each  piece  of  paper  and  to  scrutinize  that 
paper  to  make  sure  that  the  rights  of  individuals  who  provided  in- 
formation were  not  violated. 

The  report  on  sexual  harassment  was  issued  in  draft  to  the  Di- 
rector of  ATF  in  the  early  part  of  January  of  this  year.  We  are  an- 
ticipating a  response  to  the  draft  report  sometime  in  April,  at 
which  time  we  will  incorporate  the  comments  received  by  the  Di- 
rector and  then  we  will  issue  a  final  report. 

Mr.  HoYER.  That  report  will  be  submitted  to  the  Secretary? 

Mr.  Cesca.  The  final  report  will  be  submitted  to  the  Assistant 
Secretary  for  Enforcement. 
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Mr.  HOYER.  We  are  going  to  have  a  hearing  on  that.  I  want  you 
to  be  able  to  come  forward  and  tell  us  what  you  found. 

Mr.  Cesca.  I  will  be  pleased  to  do  so. 

Mr.  HOYER.  My  experience  in  dealing  with  bureaucracies  as  it  re- 
lates to  sexual  harassment  has  not  been  a  good  one. 

I  talked  to  Mr.  Higgins  the  former  Director  of  ATF,  about  it,  I 
am  not  going  to  question  you  at  this  point  in  time  because  that 
would  be  premature.  I  understand  why  this  report  has  taken  a  long 
time. 

Mr.  Cesca.  Right. 

SWASTIKA  IN  ATF  OFFICE 

Mr.  HOYER.  I  want  to  find  out  what  the  bottom  line  is.  Did  you 
report  any  investigation  into  the  incident  of  the  presence  of  a  swas- 
tika in  one  of  the  ATF  offices  in  Texas?  Did  you  do  anything  on 
that?  Not  that  you  recall. 

Mr.  Cesca.  I  can  recall,  in  the  past,  conducting  investigations  in- 
volving similar  instances.  Now,  whether  or  not  it  is  specifically  the 
instance  that  you  are  citing  as  it  applies  to  ATF,  I  am  not  sure, 
but  we  can  respond  back  to  you  for  the  record. 

[The  information  follows:] 

Investigation  of  a  Swastika  in  an  ATF  Office 

ATF  Internal  Affairs  investigated  a  swastika  in  an  ATF  office  in  Oklahoma  City. 
The  incident  was  resolved  with  disciplinary  action  taken  against  a  GS-14  supervisor 
and  a  Special  Agent.  This  took  place  approximately  18  months  ago  and  did  not  in- 
volve our  office. 

Mr.  HOYER.  Mr.  Cesca,  please  provide  the  Committee  with  the 
expected  date  that  you  are  going  to  issue  the  sexual  harassment  re- 
port. I  take  it  you  don't  have  preliminary  findings  that  you  want 
to  share  with  us  at  this  point  in  time. 

Mr.  Cesca.  Are  you  talking  about  the 

Mr.  HOYER.  Sexual  harassment. 

Mr.  Cesca.  That  is  correct.  We  will  inform  you  when  we  are 
ready  to  issue  the  report. 

Mr.  Hoyer.  Mr.  Lightfoot.  I  have  other  questions,  but  let  me 
yield  to  you. 

AUDIT  REPORTS  AND  COST  SAVINGS 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

Mr.  Cesca,  thanks  for  coming  this  morning — this  afternoon  I 
guess  it  is  now.  How  many  reports  do  you  think  you  will  end  up 
issuing  in  fiscal  year  1994? 

Mr.  Cesca.  Are  you  referring  to  internal  audit  reports? 

Mr.  Lightfoot.  Yes,  sir. 

Mr.  Cesca.  We  anticipate  issuing  somewhere  between  70  and  80 
reports. 

Mr.  Lightfoot.  Do  you  have  a  rough  idea  of  what  the  cost  sav- 
ings are  as  a  result  of  these  reports? 

Mr.  Cesca.  It  would  be  difficult  to  say  at  this  point.  Last  year, 
our  cost  savings  as  a  result  of  internal  audits  amounted  to  roughly 
$45  million. 

Mr.  Lightfoot.  The  reason  I  ask,  your  budget  is  roughly  $29 
million. 
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Mr.  Cesca.  Correct. 

Mr.  LiGHTFOOT.  And  you  are  finding  savings  of  $43  million.  Ap- 
parently, there  is  some  kind  of  a  cost  benefit  ratio  between  what 
you  spend  and  what  gets  returned  to  Uncle  Sam. 

Mr.  Cesca.  Correct. 

Mr.  LiGHTFOOT.  We  had  this  discussion  the  other  day  in  another 
hearing.  If  we  are  getting  those  kinds  of  returns,  perhaps  we 
should  be  putting  more  resources  into  your  operation. 

Mr.  Cesca.  Well,  I  am  not  going  to  disagree  with  that.  I  think 
even  more  so,  Mr.  Lightfoot,  is  that  when  you  take  a  look  at  the 
financial  accomplishments  of  not  only  our  staff,  but  also  the  staff 
of  the  Internal  Audit  Division  at  IRS,  the  financial  accomplish- 
ments for  fiscal  year  1993  amounted  to  $310  million. 

Mr.  LiGHTFOOT.  Then  is  it  a  fair  statement,  that  you  can  gen- 
erate a  direct  correlation  between  what  you  spend  and  what  we 
save? 

Mr.  Cesca.  Well,  I  think  we  attempt  to  concentrate  our  audit  ef- 
forts in  those  areas  that  can  result  in  financial  accomplishments. 
A  lot  of  our  financial  accomplishments  comes  basically  from  the  au- 
dits that  are  conducted  of  contracts,  and  probably  of  the  $43  mil- 
lion, roughly  $37  million  comes  from  that  effort. 

And  so  with  respect  to  opportunities  for  our  financial  accomplish- 
ments, based  upon  our  audit  work  outside  the  framework  of  con- 
ducting contract  audits,  we  get  into  the  area  of  revenue  enhance- 
ments where,  for  example,  we  look  at  the  revenue  programs  of  ATF 
and  Customs  to  see  whether  or  not  there  are  opportunities  for  in- 
creased revenues,  either  through  improving  the  internal  controls 
over  their  accounting  systems  so  they  can  receive  additional  reve- 
nues, or  else  identify  opportunities  where  they  can  assess  further 
revenues. 

Mr.  LiGHTFOOT.  This  is  just  a  country  boy's  opinion,  but  it  seems 
that  there  appear  to  be  obviously  direct,  positive  results  from  what 
you  do,  and  in  this  day  and  age  of  trying  to  cut  budgets,  I  assume 
that  is  why  you  haven't  asked  for  more  money,  because  everybody 
around  here  is  saying  we  are  going  to  cut  back,  cut  back,  cut  back, 
but  at  the  same  time  maybe  we  are  cutting  back  in  the  wrong 
places.  I  guess  the  point  I  am  trying  to  get  to  here,  is  that  in  oper- 
ations like  yours  where  we  do  have  and  can  show  hard,  positive  re- 
sults in  the  work  you  have  done,  perhaps  we  should  be  looking  at 
it  in  a  little  different  light  than  we  do  with  other  agencies  that  do 
nothing  but  generate  paperwork  and  create  a  lot  of  the  problems 
you  try  to  unravel. 

Mr.  Cesca.  Right. 

IRS'  TAX  system  MODERNIZATION 

Mr.  LiGHTFOOT.  Speaking  of  that,  it  gets  me  to  the  IRS,  not  that 
there  is  a  direct  correlation  between  the  Chairman's  pink  calcula- 
tor and  the  IRS,  but  their  tax  modernization  systems,  and  the 
plans  that  they  have  in  that  area,  GAO  has  had  some  rather  criti- 
cal reports  on  that.  Have  you  been  involved  in  reviewing  any  of 
this  modernization  process  or  not? 

Mr.  Cesca.  No,  we  have  not,  Mr.  Lightfoot.  But  it  doesn't  mean 
to  say  that  we  don't  exercise  some  oversight  as  it  applies  to  what 
IRS  has  been  doing  with  respect  to  tax  systems  modernization.  As 
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you  may  know,  IRS  has  their  own  internal  audit  staff  and  they 
have  spent  a  considerable  amount  of  time  in  the  tax  systems  mod- 
ernization program.  To  the  extent  that  they  have  identified  signifi- 
cant issues  as  it  applies  to  that  effort,  we  have  attempted  to  report 
those  issues  up  through  our  office  to  the  Secretary.  So,  you  know, 
we  stay  pretty  much  in  touch  with  IRS  as  it  applies  to  what  they 
are  doing,  and  we  do  see  copies  of  the  reports  that  they  issue. 

Mr.  LiGHTFOOT.  Have  you  made  any  recommendations  to  them  at 
all? 

Mr.  Cesca.  Not  to  my  knowledge.  Jay,  could  you 

Mr.  Weinstein.  No,  we  have  not.  We  have  planned  a  review  of 
the  Department's  oversight  of  systems  development  in  the  Depart- 
ment of  the  Treasury.  One  of  the  areas  that  we  will  be  looking  at 
as  part  of  that  review  will  be  the  recommendations  made  by  IRS' 
Office  of  Inspection  and  what  actions  have  been  taken  by  both  IRS 
and  the  Department  in  addressing  those  issues.  That  project  is  now 
in  its  early  stages. 

Mr.  LiGHTFOOT.  Then  your  involvement  with  IRS  is  going  to  be 
somewhat  standoffish  at  this  point,  in  other  words,  not  going  any 
further  than  you  currently  have? 

Mr.  Cesca.  Well,  as  Mr.  Weinstein  indicated,  that  to  the  extent 
that  tax  systems  modernization  is  part  of  that  overall  systems  de- 
velopment initiative,  then  we  would  roll  that  effort  into  our  review. 

Mr.  Weinstein.  We  also  will  be  assuming  the  responsibility  for 
the  financial  statement  audit  of  IRS,  and  tax  systems  moderniza- 
tion is  an  important  part  of  IRS'  plan  for  revenue  collections.  We 
expect  that  as  we  get  involved  in  that  audit,  we  would  review  what 
is  happening  in  the  area  of  tax  systems  modernization,  especially 
as  it  impacts  the  financial  statements. 

OIG  AND  IRS  AUDIT  AND  INVESTIGATIVE  ROLES 

Mr.  LiGHTFOOT.  What  is  the  definitive  factor  that  draws  the  line 
between  what  you  do  and  what  you  don't  do  with  IRS? 

Mr.  Cesca.  Well,  normally  speaking,  if  I  can  distinguish  between 
our  investigative  efforts  and  audit  efforts. 

Mr.  LiGHTFOOT.  Okay. 

Mr.  Cesca.  In  audits,  since  IRS  has  roughly  450  to  500  audiors, 
there  is  very  little  that  we  do  insofar  as  auditing  IRS.  Occasionally, 
a  special  project  may  come  along,  as  I  mentioned  in  my  statement, 
regarding  one  of  their  district  offices.  Now,  because  of  the  sensitiv- 
ity and  the  visibility  of  that  particular  project,  we  took  it  upon  our- 
selves to  conduct  that  review. 

In  the  area  of  investigations,  we  have  a  responsibility  for  inves- 
tigating all  allegations  of  wrongdoing  on  the  part  of  senior  officials 
within  the  IRS,  and  so  to  that  extent  we  have  a  much  more  active 
involvement  with  respect  to  what  goes  on  in  IRS  from  an  investiga- 
tive standpoint. 

We  do  have  another  responsibility,  and  that  is  our  oversight  role 
regarding  what  IRS  Internal  Audit  and  Internal  Investigations  do. 
We  have  an  Assistant  Inspector  Greneral  for  Oversight  whose  re- 
sponsibility it  is  to  review  the  work  that  is  performed  by  IRS  Inter- 
nal Audit  and  Internal  Investigations  to  ensure  conformity  with 
generally  accepted  government  audit  standards. 
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So  it  is  really  a  mixed  bag  because  of  the  way  the  legislation  was 
structured,  forming  our  offices,  allowing  IRS  to  retain  the  Office  of 
Inspection,  however,  giving  us  oversight  responsibility  over  the  ef- 
forts of  IRS  inspection. 

Mr,  LiGHTFOOT.  You  mentioned  the  oversight  and  standard 
methods — I  am  not  sure  of  the  exact  terminology. 

Mr.  Cesca.  Generally  accepted  government  audit  standards. 

Mr.  LiGHTFOOT.  Is  that  what  you  use?  You  look  at  the  methodol- 
ogy rather  than  the  results? 

Mr.  Cesca.  I  think  I  know  where  you  are  heading  and  up  to  this 
point  in  time,  what  we  have  done  is  to  look  at  their  ability  to  com- 
ply with  generally  accepted  auditing  standards. 

Now,  of  course  with  the  National  Performance  Review  and  a 
stronger  emphasis  on  outcomes  versus  outputs  ...  As  a  matter  of 
fact,  even  within  our  own  office,  rather  than  concentrating  on  num- 
bers, basically  outputs,  we  want  to  concentrate  on  outcomes. 

Mr.  LiGHTFOOT.  Okay,  thank  you  very  much, 

Mr.  Chairman. 

Mr.  HOYER.  Mr.  Visclosky. 

INTERNAL  AUDITS 

Mr.  Visclosky.  Thank  you  very  much.  Mr.  Lightfoot  talked 
about  internal  audits  and  you  mention  on  page  four  of  your  testi- 
mony that  you  had  143  audit  reports  in  fiscal  year  1993.  Are  those 
your  internal  audits? 

Mr.  Cesca.  Those  are  a  combination  of  both  audits  that  we  per- 
formed and  audits  that  we  contracted  out  for,  which  are  basically 
audits  of  Treasury  contractors  and  audits  related  to  the  Chief  Fi- 
nancial Officers  Act. 

Mr.  Visclosky.  What  you  were  referring  to  in  your  conversation 
with  Mr.  Lightfoot,  were  internal  audits?  Is  that  a  subset  of  this 
figure? 

Mr.  Weinstein.  Of  the  143,  there  were  87  contract  audit  reports, 
meaning  pre-award  and  post-award  audit  reports.  The  remainder 
would  be  internal  audit  reports. 

Mr.  Visclosky.  So  of  the  56  that  remain,  you  mention  that  you 
would  have  potential  savings  of  about  $43  million,  if  I  recall  the 
figure? 

Mr.  Cesca.  That  is  correct. 

Mr.  Visclosky.  And  then  of  the  87,  you  indicate 

Mr.  Cesca.  Excuse  me.  Let  me  backtrack  on  that.  Of  the  $43  mil- 
lion, roughly  $37  million  was  from  contract  audits,  all  right? 

Mr.  Visclosky.  So  the  $43  million  is  a  total  of  the  143  reports? 

Mr.  Cesca.  Right.  Of  the  combination  of  contract  audits  and  in- 
ternal audits. 

Mr.  Visclosky.  Let  me  ask  you  about  the  $37  million  figure  then 
and  the  remainder,  the  extra  $6  million.  The  representation  you 
make  is  those  are  the  potential  savings.  When  do  we  find  out;  do 
we  ever  find  out  if  those  savings  have  actually  accrued  to  the  gov- 
ernment? 

Mr.  Weinstein.  Yes.  I  believe  in  the  semiannual  report  that  is 
prepared  by  the  Department,  there  is  a  reconciliation  between  our 
numbers  of  potential  savings  and  what  is  actually  recognized. 


277 

Mr.  ViSCLOSKY.  So  I  could  go  back  to  your  recommendations  in 
1992  and  look  at  the  two  semiginnual  reports  for  1993  to  see  how 
those  figures  jibed? 

Mr.  Weinstein.  There  are  timing  differences,  which  is  a  problem. 
As  an  example,  some  of  the  audits  that  were  issued  in  1992,  the 
dollar  recoveries  will  not  be  realized  until  subsequent  years.  There- 
fore the  timing  difference  becomes  a  factor. 

For  instance,  when  you  have  a  contract  audit,  we  may  make  a 
recommendation  to  the  contracting  officer  today.  That  contract  may 
not  be  negotiated  for  three  or  four  months  and  the  savings  accruing 
as  a  result  of  our  audit  will  not  be  realized  until  that  future  point 
in  time.  So  there  are  those  kinds  of  timing  differences. 

Mr.  ViSCLOSKY.  Let  me  back  up  for  a  moment.  Looking  at  the  fig- 
ure of  143  audit  reports,  87  were  contract  audits. 

Mr.  Weinstein.  That  is  correct. 

Mr.  ViSCLOSKY.  And  the  56  figure,  then,  were 

Mr.  Weinstein.  Those  were  internal  audits  as  well  as  financial 
statement  audits. 

Mr.  ViSCLOSKY.  Would  there  be  a  difference  on  the  annualized 
basis  between  the  internal  audits  and  the  contract  audits? 

Mr.  Weinstein.  It  fluctuates  from,  period  to  period.  For  instance, 
we  had  an  audit  report  a  year  ago  that  identified  $45  million  in 
potential  revenue  enhancements  at  the  Customs  Service.  That  was 
a  large  amount  attributable  to  one  report.  Accordingly,  the  dollar 
savings  attributable  to  our  internal  audit  reports  really  depends  on 
the  issues  that  we  are  addressing  and  the  potential  for  either  cost 
savings  or  revenue  enhancements. 

Some  audits  have  greater  potential  than  others.  We  try  to  iden- 
tify dollar  savings.  In  some  cases,  we  are  able  to.  In  other  cases, 
there  may  be  a  dollar  impact,  but  we  are  just  not  able  to  monetize 
that  impact.  For  instance,  we  recently  reviewed  Customs'  transpor- 
tation and  in-bond  system. 

Mr.  ViSCLOSKY.  Let  me  stop  there.  However,  you  have  monetized 
these  figures? 

Mr.  Weinstein.  Yes,  that  is  correct. 

Mr.  ViSCLOSKY.  And  these  are  your  figures? 

Mr.  Weinstein.  That  is  correct. 

ACTUAL  SAVINGS  VERSUS  PROJECTED  SAVINGS 

Mr.  ViSCLOSKY.  How  could  I  go  back  in  time,  say  the  last  two  fis- 
cal years  then,  and  look  at  your  projections  as  to  the  savings  and 
see  what  has  actually  occurred  in  that  time? 

Mr.  Weinstein.  We  would  have  to  provide  you  that  information, 
I  think,  because  it  is  not  readily  available  in  our  semiannual  report 
because  of  the  timing  differences.  It  is  in  there,  but  you  have  to 
work  your  way  through  it  and  it  would  be  easier  for  us  to  provide 
you  the  information  with  cross  references  back  to  our  semiannual 
reports. 

Mr.  ViSCLOSKY.  And  I  am  not  at  this  point  making  that  request. 
You  also  have  an  Office  of  Oversight  and  Quality  Assurance.  In 
what  year,  what  period  of  time  did  you  complete  the  35  reports  you 
allude  to? 

Mr.  Cesca.  Those  35  reports  were  completed  in  fiscal  year 
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Mr.  ViSCLOSKY.  I  am  sorry.  Those  were  projects.  You  had  18  re- 
ports. 

Mr.  Cesca.  Right.  Those  18  reports  would  have  been  completed 
and  issued  during  fiscal  year  1993. 

FOLLOW-UP  ON  RECOMMENDATIONS 

Mr.  ViSCLOSKY.  With  these  reports  and  the  audit  estimates,  set- 
ting the  dollar  amount  aside,  what  is  the  mechanism  to  see  if  those 
in  the  agency  and  Department  have  actually  followed  up  on  your 
recommendations?  And  if  they  have  not,  if  they  have  disputed  a 
recommendation,  if  they  feel  there  is  a  difference  of  opinion,  that 
can  add  up. 

You  have  provided  us  with  some  of  your  statistics.  How  can  we 
then  go  back  and  examine  those  to  see  if  people  have  followed  up 
on  them? 

Mr.  Cesca.  Well,  the  Department  has  a  system  in  place.  It  is 
called,  I  believe,  the  Inventory  Tracking  and  Closure  System  (ITC), 
and  the  value  of  that  system  is  to  be  able  to  track  deficiencies  and 
recommendations  identified  not  only  by  the  Office  of  Inspector  Gen- 
eral but  also  by  the  Greneral  Accounting  Office,  and  also  some  other 
reviews  that  are  conducted  by  the  Department.  The  benefit  of  that 
is  to  ensure  that  managers  responsible  to  take  the  corrective  action 
are  taking  those  actions. 

As  actions  are  completed  and  implemented,  we,  within  our  office, 
are  responsible  for  conducting  a  follow-up  review  to  assure  that 
those  recommendations,  in  fact,  correct  the  problems  that  have 
been  identified. 

Mr.  ViSCLOSKY.  So  there  is  a  mechanism  in  place? 

Mr.  Cesca.  Yes,  there  is. 

CROSS-BUREAU  ISSUES 

Mr.  ViSCLOSKY.  Mr.  Lightfoot  talked  about  the  IRS  and  their 
computer  modernization  program.  You  also  talked  about  looking  at 
automatic  data  processing  as  a  common  issue.  Would  that  include 
the  IRS' 

Mr.  Cesca.  Yes,  it  would. 

Mr.  ViSCLOSKY.  Does  that  pose  additional  problems  for  the  IRS? 

My  impression  generally  is  they  have  so  many  problems  inter- 
nally getting  a  system  that  works,  to  have  one  also  consolidated  as 
a  cross-agency  issue,  is  that  another  impediment  for  them?  Not 
necessarily  in  a  pejorative  sense,  but  is  that  another  hoop  for  them 
to  jump  through  after  years  of  delay? 

Mr.  Cesca.  At  this  point  in  time,  I  don't  see  where  it  really 
would  be  an  impediment  to  them.  I  think  what  we  are  interested 
in  doing  is  improving  the  process. 

Jay,  maybe  you  can 

Mr.  Weinstein.  Our  review  will  be  looking  at  the  issue  through- 
out the  Department,  so  when  we  talk  about  cross-bureau  issues, 
one  of  the  issues  that  we  want  to  look  at  throughout  the  Depart- 
ment is  ADP  systems  acquisition.  Clearly,  one  of  the  Bureaus  that 
we  would  look  at  in  that  review  would  be  IRS.  There  would  be  oth- 
ers as  well  that  buy  large  ADP  systems. 

So  when  we  talk  about  cross-bureau  issues,  we  are  looking  at  it 
from  the  standpoint  of  reviewing  a  number  of  Treasury  Bureaus, 
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not  just  at  IRS,  but  addressing  the  issue  as  a  Department-wide 
issue. 

IRS  is  working  with  the  Department  in  modernizing  the  tax  sys- 
tem. The  IRS  is  not  working,  to  my  knowledge,  extensively  with 
other  Treasury  Bureaus. 

Mr.  VisCLOSKY.  Are  you  saying,  you  are  talking  about  two  dif- 
ferent systems? 

Mr.  Weinstein.  We  are  looking  at 

Mr.  VisCLOSKY.  Or  two  different  functions? 

Mr.  Weinstein.  We  are  looking  at  the  audit  across  the  Depart- 
ment of  the  Treasury,  so  we  would  look  at  how  Treasury  Bureaus 
are  going  about  acquiring  whatever  systems  are  specific  to  their  op- 
erations. 

Mr.  VISCLOSKY.  So  you  are  interested  in  it  from  more  of  an  audit 
standpoint  as  to  a  managerial  view? 

Mr.  Weinstein.  Well,  as  part  of  our  audit,  we  would  be  looking 
at  it  from  the  standpoint  of  the  management  of  the  ADP  acquisi- 
tion process. 

Mr.  VISCLOSKY.  If  you  look  at  the  IRS'  modernization  system, 
will  it  assist  IRS'  communication  with  other  agencies  within  the 
Treauiy  Department  or  is  it  only  designed  to  benefit  IRS'  relation- 
ship with  the  taxpayer? 

Mr.  Weinstein.  Most  of  IRS'  communication  within  Treasury  is 
with  the  group  within  the  Department  that  handles  and  oversees 
procurement  of  the  ADP  systems. 

Mr.  VISCLOSKY.  I  will  suspend — go  ahead. 

Mr.  Cesca.  Let  me  see  if  I  can  clarify  it.  The  review  work  we  are 
conducting,  of  course,  isn't  specific  to  IRS.  It  is  only  that  IRS  has 
ADP  procurement  actions  in  place  that  become  part  of  our  review. 
What  we  are  looking  at  is  this  issue  across  the  entire  Department, 
to  see  whether  or  not  there  are  improvements  that  need  to  be  made 
in  the  ADP  procurement  area.  So  to  the  extent  that  Customs,  IRS 
or  the  Financial  Management  Service  are  affected  by  the  Depart- 
ment's responsibility  for  assuring  good  ADP  procurement  acquisi- 
tions— then,  of  course,  that  would  affect  them.  But  basically  we 
take  a  look  at  this  total  program  across  the  entire  Department  as 
opposed  to  a  particular  Bureau. 

ADP  acquisitions 

Mr.  VISCLOSKY.  I  will  suspend,  now,  Mr.  Chairman.  My  concern 
in  the  program,  and  I  am  computer  illiterate,  but  my  wife  went  out 
and  bought  a  new  system  for  her  use  as  well  as  use  within  our  own 
household.  The  computer  she  replaced  is  18  months  old.  The  one 
she  bought  after  18  months,  my  seven-year-old  son  is  sitting  there 
with  a  mouse  and  using  it. 

My  concern  is,  and  this  is  only  mv  third  go  around  with  the  sub- 
committee, is  it  has  been  such  a  battle  with  utilization,  and  we 
have  talked  about  it  before;  at  some  point  people  have  got  to  make 
a  decision  to  go. 

Mr.  Weinstein.  One  of  the  issues  that  we  intended  to  review  is 
the  decision-making  process  as  far  as  what  system  attributes  will 
IRS  be  looking  for  and  how  they  will  be  going  out  and  acquiring 
those  attributes. 

Mr.  VISCLOSKY.  Thank  you,  Mr.  Chairman. 
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Mr.  LiGHTFOOT.  Would  the  gentleman  yield  on  that  point? 

Mr.  ViscLOSKY.  Sure. 

Mr.  LiGHTFOOT.  It  seems  to  me  from  other  discussions  we  have 
had  with  the  IRS  and  so  on  that,  and  maybe  you  gentlemen  can 
offer  some  enlightenment  on  this,  but  they  are  looking  at  buying 
hardware  and  then  worrying  about  buying  the  program  later, 
which  is  the  exact  wrong  way  to  buy  a  computer  system.  You  get 
the  program,  what  will  work,  what  will  serve  and  get  the  hardware 
to  drive  it.  From  the  impression  I  have  got  from  people  who  have 
testified  here  today,  is  they  are  doing  what  Peter  says,  they  are 
looking  at  the  hardware  and  they  are  not  really  loolang  at  what 
kind  of  system  they  need  to  carry  them  in  the  next  15,  20  years 
that  is  going  to  be  efficient,  that  is  going  to  help  collect  tax  reve- 
nues. Is  that  a  fair  assumption  or  are  you  in  a  position  to  evaluate 
that? 

Mr.  Cesca.  I  am  not  in  a  position  to  evaluate  that.  We  have  done 
no  audit  work  to  date  as  it  applies,  to  this  issue  at  IRS. 

Mr.  MUNOZ.  I  can  respond  to  that,  if  you  like. 

Mr.  LiGHTFOOT.  Yes. 

Mr.  MuNOZ.  I  don't  believe  it  is  a  fair  assessment,  Mr.  Lightfoot. 
There  is  a  tendency,  because  TSM  is  so  huge,  that  it  has  become 
more  of  a  philosophy,  as  you  said  to  bring  the  hardware  on  board. 
We  want  to  make  sure  that  there  is  compatibility  of  the  hardware. 
The  biggest  challenge  we  have  is  to  assure  the  interchangeability 
and  connectability  of  the  hardware. 

Most  of  the  programming  is  not  that  difficult  to  get  done  or  to 
adapt  as  we  move  on.  In  fact,  most  of  the  programming  is  one  of 
the  things  that  constantly  changes.  Your  hardware  just  has  to  have 
enough  capacity,  and  memory  to  drive  whatever  software  that  is 
developed. 

The  whole  TSM  project,  given  the  size  that  it  is,  has  a  lot  of  dedi- 
cated people.  I  do  think  they  are  doing  a  very  good  job.  Our  Office 
of  Management  also  has  some  oversight  and  makes  sure  that  the 
money  is  being  spent  right  but  without  becoming  an  impediment. 
I  think  if  you  spend  too  much  time  planning  in  this  area  you  are 
defeating  yourself. 

Mr.  ViscLOSKY.  Thank  you,  Mr.  Chairman. 

ROLE  OF  THE  IG 

Mr.  HOYER.  There  is  a  real  problem  in  procurement  and  particu- 
larly as  it  relates  to  high  tech,  which  changes  so  quickly.  There  is 
a  very  big  problem  about  delay.  Mrs.  Visclosky  can  go  out  and  pur- 
chase a  PC  for  her  use  and  18  months  later  can  get  a  better  tech- 
nology, when  we  haven't  even  got  it  on  the  desk  in  18  months  in 
many  instances.  One  of  the  reasons  we  have  this  problem,  Mr. 
Cesca,  is  because  everybody  in  government  is  afraid  of  the  IG  say- 
ing they  are  doing  something  wrong.  NPR  speaks  to  that. 

You  are  an  auditor.  You  are  not  necessarily  a  financial  market- 
ing specialist  or  production  manager.  By  training,  you  are  to  check 
to  see  if  they  did  right,  did  they  dot  the  "I"  and  cross  the  "T"  and 
put  the  figure  in  the  proper  column.  That  is  very  important.  That 
is  what  we  want  you  to  do. 

On  the  other  hand,  I  will  tell  you  I  don't  want  you  getting  in  the 
way.  I  don't  want  you  to  intimidate  people.  I  don't  want  people  to 
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be  afraid  to  take  risks  because  they  may  fail.  Hopefully,  only  one 
out  of  10  times,  two  out  of  10  times,  but  inevitably  if  you  take 
risks,  some  of  them  don't  pan  out. 

For  instance,  if  we  procure  in  a  hurry,  I  guarantee  somebody  is 
going  to  be  accused  of  awarding  the  contract  to  a  friend.  Quality 
of  the  product  received  may  be  excellent  but  because  there  is  a 
friendship,  a  question  will  be  raised:  is  the  taxpayer  getting  prop- 
erly served? 

CHANGING  EMPHASIS  OF  IG 

Mr.  Munoz,  let  me  ask  you  first.  You  are  new  and  therefore  you 
have  to  do  it  pretty  much  by,  I  suppose,  anecdotal  evidence  you 
have  gotten  from  others  in  government.  Is  Mr.  Cesca's  shop  chang- 
ing its  philosophy  from  financial  auditing,  waste,  fraud  and  abuse, 
to  also  focusing  on  performance,  management  performance?  How 
do  we  do  it  better?  Are  we  doing  things  in  the  best  possible  way, 
which  of  course  is  what  the  Vice  President  hoped  would  happen? 

Mr.  Munoz.  I  appreciate  that  question.  In  fact,  I  can  report  first- 
hand that  they  are  changing  their  philosophy,  a  lot  due  to  both  of 
these  gentlemen  at  the  table.  Ever  since  the  National  Performance 
Review  came  out,  our  IG  office  has  taken  the  report  very  seriously. 
I  am  not  sure  if  that  is  true  for  the  rest  of  the  government. 

Mr.  HOYER.  Because  they  are  outstanding  people  that  want  to  do 
better. 

Mr.  Munoz.  As  they  will  tell  you,  not  only  on  paper  have  they 
reorganized  themselves  and  established  a  new  mission,  but  in  prac- 
tice; we  now  have  a  cooperation  going  between  the  two  offices. 

I  don't  think  that  people  see  them  as  intimidating  as  their  func- 
tion would  require.  The  mentality  of  a  lot  of  people  is  that  we  have 
overly  concentrated  on  prevention — trying  to  avoid  a  mistake, 
spending  endless  dollars  and  hours,  and  taking  no  action  in  some 
cases  when  you  should  take  action;  as  opposed  to  taking  action  and 
then  testing  the  judgment,  so  that  we  do  make  adjustments  for 
those  who  have  errors  in  judgment.  Hopefully,  that  is  where  we 
need  to  be  going — everybody,  the  public. 

Mr.  HOYER.  It  is  going  to  be  tough.  The  papers,  the  television, 
the  individual  interest  groups  that  want  to  make  Congress  and  the 
government,  look  bad,  will  try  to  glom  on  to  a  particular  improper 
incident.  Every  time  something  bad  happens,  we  create  a  new  rule, 
regulation  or  statute  and  we  are  mucking  up  the  system,  quite 
frankly,  and  it  is  a  real  problem.  I  applaud  Vice  President  Gore  for 
trying  to  get  at  it. 

I  have  said  this  now  to  every  IG  who  has  been  through  here.  We 
want  you  to  discover  waste,  fraud  and  abuse.  We  want  to  get  rid 
of  waste,  fraud  and  abuse.  I  can't  imagine  anybody  would  justify 
waste,  fraud  and  abuse.  On  the  other  hand,  we  do  not  want  to  in- 
timidate people  to  the  extent  that  nobody  does  anjrthing  and  they 
sit  around  trying  to  think  of  how  do  I  make  sure  that  I  am  okay 
with  the  IG. 

It  is  a  balance,  but  I  think  the  Vice  President  is  right,  we  have 
balanced  it  too  much.  In  a  partisan  sense,  if  we  think  there  is  any- 
thing wrong,  and  the  other  party  is  in  charge  of  the  White  House, 
then  we  glom  on  to  it. 

Mr.  LiGHTFOOT.  Are  you  saying  it  is  our  turn  now? 
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Mr.  HOYER.  Well,  that  is  the  way  the  system  works,  and  it  is  a 
good  check  and  balance. 

On  the  other  hand,  we  really  need  to  make  sure  that  we  don't 
do  that  so  much  that  we  don't  allow  really  good  people,  honest  peo- 
ple, to  suceed.  Ninety-five  percent  of  our  people  are  outstanding, 
highly  motivated,  honest,  and  they  want  to  do  the  best  job  possible. 
I  do  not  want  them  in  a  position  where  they  think  if  I  do  this  it 
may  not  be  100  percent  successful,  and  I  am  going  to  get  reported 
to  the  IG  and  I  am  going  to  get  a  bad  evaluation  or  something  of 
that  nature. 

CONCLUSION 

We  are  going  to  have  to  close.  We  have  other  questions  for  you 
for  the  record. 

I  want  to  ask  that  question  Mr.  Visclosky  brought  up.  You  recall 
his  question.  It  is  easy  for  us  to  say  if  we  spend  another  dollar  on 
IRS  enforcement,  we  will  raise  five.  It  is  easy  to  say,  as  the  last 
Inspector  (Jeneral  said,  for  every  dollar  spent  on  the  Inspector  Gren- 
eral,  we  save  eight.  The  theory,  then,  is,  of  course,  you  spend  an- 
other billion  dollzirs  and  look  at  that,  you  save  $8  billion.  If  you 
spend  $100  billion,  think  of  where  you  would  be,  you  would  balance 
the  budget. 

Obviously,  there  is  a  finite  level  to  this  game  when  further  ex- 
penditures no  longer  result  in  savings.  Mr.  Visclosky  was  going 
along  the  path  of,  "show  me."  I  would  like  to  have  that  solid  data 
for  the  record.  Not  because  I  doubt  you,  but  because  we  hear  this 
a  lot  with  our  agencies,  particularly  revenue-producing  agencies, 
that  if  you  provide  more  money,  we  will  get  a  better  return.  Well, 
at  some  point  you  can't  get  a  better  return.  More  than  that,  the 
taxpayer  doesn't  believe  it.  The  taxpayer  does  not  believe  if  we 
adopt  this  process  and  pay  $5  here,  that  we  will  really  not  spend 
$100  million  over  here.  So  if  you  could  produce  that,  Mr.  Visclosky 
didn't  ask  for  it  because  we  wanted  to  save  you  time,  but  I  think 
it  is  an  important  question.  We  need  to  show  the  taxpayer  we  can 
do  this  and  it  saved  this  amount  of  money. 

[The  information  follows:] 

Projected  Savings  Identified  Versus  Actual  Savings 

Dviring  FY  1992  and  1993,  we  issued  a  total  of  73  audit  reports  that  contained 
monetary  results  totaling  $  162  million. 

Not  all  of  the  monetary  amount  reported  represent  funds  that  can  actually  be  col- 
lected. Some  of  our  recommendations  may  involve  avoiding  the  authorization  of  un- 
necessary expenditures  or  the  implementation  of  reconunended  control  improve- 
ments that  will  avoid  similar  expenditures  in  the  future. 

Of  the  $162  million  in  monetary  results,  we  achieved  agreement  with  the  bureaus 
on  $115  million  and  the  bureaus  disagreed  with  $17  miUion.  The  remaining  $30  mil- 
lion in  monetary  amounts  are  in  audit  reports  that  do  not  yet  have  a  management 
decision. 

Of  the  $115  million  in  reports  for  which  we  have  management  agreement,  the  De- 
partment reported  that  about  $13  million  was  reported  as  realized  at  closure  and 
$2  million  was  reported  as  not  realized.  The  remaining  $100  million  is  pending  clo- 
sure action  and  final  monetary  amounts  have  not  yet  been  reported  to  the  Depart- 
ment by  the  affected  bureaus.  Departmental  officials  advised  us  that  final  action 
was  likely  to  be  completed  on  many  of  the  audits  in  this  category  in  the  near  future. 

Mr.  HoYER.  Mr.  Munoz,  Mr.  Cesca,  Mr.  Weinstein,  thank  you 
very  much  for  being  with  us.  To  our  reporter  friends,  thank  you. 
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We  took  you  over  time  with  no  lunch  and  I  apologize  for  that. 
Thank  you  very  much.  The  hearing  is  adjourned. 

[Questions  submitted  for  the  record  and  budget  justification  ma- 
terial follow:] 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 
SEXUAL  HARASSMENT  INVESTIGATION 


Question. 


What  is  the  reason  for  the  long  delay  in  issuing  a  report  on 
sexual  harassment  in  ATF? 


Answer. 


The  scope  of  the  review  was  much  larger  than  was  initially 
believed.   For  instance,  during  our  review  we  interviewed 
about  250  individuals;  reviewed  in  excess  of  2,000  documents 
from  1978  to  1993;  analyzed  ATF's  handling  of  31  Internal 
Affairs  Reports,  24  EEO  complaints,  and  7  grievances;  and 
traveled  to  California,  Illinois,  Kansas,  Maryland, 
Massachusetts,  Michigan,  and  Minnesota.   Further,  the  issues 
were  very  complex  and  available  supporting  information  was 
seldom  conclusive.   Thus,  a  great  deal  of  analysis  was 
required  to  address  how  well  ATF  handled  each  of  the  eight 
complainant's  cases.   We  also  had  to  research  laws, 
regulations,  directives,  and  Bureau  Orders  for  the  different 
complaint  processes  (i.e.  Incident  Reporting,  EEO, 
Grievance)  to  effectively  assess  how  the  complaints  were 
handled. 

In  addition,  because  Secretary  of  the  Treasury,  Lloyd 
Bentsen,  was  the  defendant  in  legal  actions  brought  by  two 
of  the  complainants,  the  OIG  was  asked  to  prepare  copies  of 
its  work  papers  to  be  provided  to  the  plaintiffs'  attorneys. 
As  a  result,  our  work  on  the  reports  was  suspended  for  about 
four  months  to  permit  all  documents  obtained  and  created 
during  the  review  to  be  reviewed  and  analyzed  by  our  staff, 
OIG  legal  counsel  and  Department  of  Justice  attorneys  to 
insure  proper  disclosure  would  be  made.   It  also  required 
expanded  descriptions  of  documents  to  be  prepared  for  review 
by  the  attorneys  to  permit  decisions  to  be  made  regarding 
the  releasibility  of  the  documents  under  existing  law. 
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SEXUAL  HARASSMENT  INVESTIGATION 

Question. 

Do  you  have  any  preliminary  findings  which  you  can  share 
with  the  Committee? 

Answer. 

We  would  be  willing  to  provide  you  or  your  staff  a  general 
briefing  on  the  results  of  our  work  at  ATF. 

Question. 

When  do  you  anticipate  the  final  report  being  issued? 

Answer. 

There  will  be  two  reports  as  a  result  of  our  work  on  ATF.   A 
draft  of  the  first  report  was  issued  January  5,  1994.   ATF 
was  given  until  April  5,  1994  (90  days),  to  provide  its 
comments  on  this  report.   We  will  then  review  ATF's  comments 
and  incorporate  them  into  the  report.   Depending  on  the 
nature  of  ATF's  comments,  it  could  take  any  where  from  one 
week  to  several  weeks  before  a  final  report  is  issued. 

A  draft  of  the  second  report  will  be  issued  in  March  1994. 
ATF  will  be  given  30  days  to  provide  its  comments  on  this 
report.   We  hope  to  issue  this  report  within  two  weeks  of 
receiving  ATF's  comments  on  this  report. 
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NATIONAL  PERFORMANCE  REVIEW 


Question. 


The  NPR  recommends  reorienting  the  role  of  the  Inspectors 
General.   What  have  you  done  to  change  the  way  you  are  doing 


business? 
Answer. 


Treasury,  OIG,  in  accordance  with  the  recommendations 
contained  in  the  report  of  the  NPR,  has  re-written  its 
Mission,  Vision,  and  Value  statements  as  well  as  new 
corresponding  organizational  goals. 

The  focus  of  our  new  organizational  goals  is  on  helping 
Treasury  Department  managers  be  responsive  to  NPR 
recommendations  and  recent  Presidential  Directives  that 
relate  to  improved  customer  service,  continuous  quality 
improvement,  streamlining  operations,  and  performance 
measurement.   To  be  capable  of  achieving  these  goals,  our 
Senior  Executive  Staff  has  initiated  a  reinvention  of  the 
OIG  which  will  assess  the  adequacy  of  our  current  systems 
and  processes. 

To  facilitate  identifying  the  changes  that  are  needed  to 
achieve  our  new  goals,  a  position  of  "Reinvention 
Coordinator"  has  been  installed.   The  person  assigned  to 
this  position  formerly  served  on  the  Treasury  Reinvention 
Team  component  of  the  National  Performance  Review.   The 
Reinvention  Coordinator  will  facilitate  and  help  guide  the 
OIG  Reinvention  effort. 

Recently,  a  "Change  Agent  Team"  was  formed  comprised  of 
members  from  each  of  the  four  functional  components  of  the 
IG.   The  Reinvention  Coordinator  assisted  by  a 
representative  of  the  Treasury  Reinvention  Team,  is  helping 
coordinate  the  focus  of  this  team.   The  mission  of  this  team 
is  to  facilitate  the  identification  and  implementation  of 
changes  that  are  needed  to  achieve  organizational  goals  as 
well  as  to  implement  the  recommendations  of  the  NPR. 
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NATIONAL  PERFORMANCE  REVIEW 
Question. 

Is  the  IG  becoming  nore  involved  in  examining  systems  to 
increase  the  efficiency  and  less  involved  in  financial 
audits? 

Answer. 

Yes;  since  becoming  a  statutory  IG  in  1988,  we  have  made  a 
concerted  effort  to  focus  on  improving  and  enhancing 
Treasury  management  and  control  systems.   As  evidenced  by 
our  FY  1994  audit  work  plan,  we  have  shifted  our  audit 
emphasis  away  from  audits  which  had  a  compliance  theme  to 
audits  that  evaluate  the  efficiency  and  effectiveness  of 
Treasury  management  and  program  operations.   Additionally, 
to  ensure  proper  financial  accountability,  we  have  placed 
additional  emphasis  on  financial  system  audits.   These 
changes  are  consistent  with  the  recommendations  of  the 
National  Performance  Review  which  criticized  compliance 
audits  as  not  effecting  progressive  change  in  government 
programs . 

WHITE  HOUSE  TRAVEL  OFFICE 


Question. 

What  were  the  findings  of  the  IG  with  regard  to  the  White 
House  contact  with  IRS  with  regard  to  the  White  House  Travel 
Office? 


Answer . 


We  found  that  there  was  no  outside  influence  of  IRS 
employees;  and  there  was  no  evidence  to  indicate  that  any 
contact  or  influence  was  made  with  the  IRS  by  any  White 
House  official. 


Question. 

Is  your  investigation  of  that  issue  completed? 

Answer. 

A  draft  of  our  report  has  been  provided  to  IRS  for  its 
review  and  comment.   Upon  receipt  and  coordination  of  their 
comments,  we  will  issue  our  final  report. 
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ADDITIONAL  PERSONNEL 
Question. 

You  have  requested  $2.1  million  and  21  positions  for  audits 
of  financial  statements.   Are  all  of  these  positions  related 
to  Customs  and  IRS  financial  statements? 

Answer. 

The  OIG  has  requested  an  increase  of  $2.1  million  and  21  FTE 
solely  for  the  performance  of  financial  statement  audits  at 
Customs  and  IRS.   The  additional  resources  will  be  used  to 
perform  the  Customs  financial  statement  audit,  and  to 
oversee  the  IRS  financial  statement  audit,  which  will  be 
performed  by  the  IRS'  Inspections  Office.   The  request 
includes  an  amount  to  fully  fund  the  21  FTE  and  $250,000  for 
contract  services  to  perform  the  ADP  portion  of  the  audit 
work. 

Question. 

GAO  has  pointed  out  significant  problems  in  Customs  Service 
financial  management.   Has  the  IG  worked  with  GAO  to 
determine  the  extent  of  Customs  problems? 

Answer. 

The  OIG  is  currently  working  with  GAO  on  the  performance  of 
Customs'  FY  1993  financial  statement  audit  and  will  be 
assuming  full  responsibility  for  these  annual  audits  from 
GAO  beginning  with  the  FY  1994  audits.   Vlhile  we  did  not 
specifically  assist  GAO  with  its  FY  1992  financial  statement 
audits,  many  of  the  issues  reported  by  GAO  had  previously 
been  identified  by  the  OIG  in  individual  program  audits  that 
we  had  performed. 

The  primary  value  of  a  financial  statement  audit  is  that  it 
consolidates  all  financial  related  issues  into  one  report. 
That  is  one  of  the  compelling  reasons  why  we  support  the 
financial  statement  audits  at  Customs  and  the  other  Treasury 
bureaus . 
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Question. 


What  performance  measures  have  you  established  for  the 
Office  of  Inspector  General? 

Answer . 

Through  the  system  and  process  reviews  that  will  be 
performed  as  part  of  the  OIG  Reinvention  effort,  new 
performance  measures  will  be  developed  that  focus  more  on 
outcome  as  opposed  to  output.   For  example,  instead  of  the 
number  of  audit  reports  issued  during  a  particular 
timeframe,  (output) ,  the  focus  will  be  redirected  to 
determine  the  program  improvements  that  were  made  possible 
by  the  management  changes  that  were  recommended  in  audit 
reports,  (outcome) . 

SAVINGS  AS  A  RESULT  OF  IG  REVIEWS 
Question. 

In  your  reports  to  Congress,  you  identify  potential  monetary 
benefits  as  a  result  of  your  audits.   What  do  you  estimate 
the  annual  savings  to  the  Treasury  would  be  if  all  of  your 
recommendations  were  implemented? 


Answer . 


In  FY  1993,  we  reported  in  our  Semiannual  Reports  to 
Congress  total  monetary  results  of  approximately  $43  million 
from  our  program  and  contract  audits.    This  amount 
consisted  of  $36.2  million  in  results  classified  as  Savings 
and  $5.8  million  in  results  classified  as  Revenue 
Enhancements.   In  addition,  IRS  auditors  reported  an 
additional  $13.2  million  in  Savings  and  $226.3  million  in 
Revenue  Enhancements  for  the  same  period  from  their  reports. 

Both  the  Savings  and  Revenue  Enhancements  categories  are 
reported  in  our  Semi-Annual  Report  to  Congress  as  "Funds  To 
Be  Put  To  Better  Use".   This  term  means  that  the  funds  could 
have  been  used  more  efficiently  if  management  took  action  to 
implement  and  complete  the  recommendations.   These  amounts 
were  agreed  to  by  Bureau  management.   However,  these  amounts 
do  not  necessarily  represent  funds  that  were  actually 
collected  since  some  of  our  recommendations  may  involve 
costs  not  incurred  by  implementing  recommended  improvements 
or  the  avoidance  of  unnecessary  expenditures  noted  in 
preaward  contract  reviews. 
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Our  reporting  of  nonetary  results  is  consistent  with  the 
revised  reporting  responsibilities  outlined  in  the  IG  Act 
Amendments  of  1988.   Although  we  monitor  the  status  of  the        ■ 
corrective  action  recommended  in  our  reports,  we  do  not  ^ 

believe  that  it  would  be  effective  use  of  our  audit 
resources  to  evaluate  the  corrective  action  in  terms  of 
recalculating  the  actual  savings  specifically  attributable 
to  our  recommendations. 


Question. 


As  a  percentage,  how  many  of  your  recommendations  have  been 
fully  implemented? 


Answer . 


Within  the  Department,  the  Office  of  Management  is 
responsible  for  tracking  and  reporting  on  the  Implementation 
of  all  recommendations  contained  in  our  audit  reports. 
According  to  these  officials,  the  current  status  of  all 
recommendations  is  tracked  and  recorded  by  audit  and  by 
bureau  until  all  corrective  action  is  completed.   A 
management  report  is  prepared  on  a  monthly  and  annual  basis 
that  tracks  activity  on  audit  recommendations.   This 
information  is  presented  monthly  to  senior  Departmental  and 
bureau  managers.   However,  the  Department  is  not  routinely 
asked  to  compile  the  total  number  of  recommendations  from 
all  issued  audit  reports  for  which  corrective  action  has 
been  completed. 

To  respond  to  your  recjuest,  the  Department  prepared  an 
analysis  of  the  status  of  DIG  audit  recommendations.   The 
Department  advised  us  that  as  of  October  1991,  there  were 
112  open  recommendations  outstanding.   In  FY  1992-1993,  an 
additional  580  new  audit  recommendations  were  added,  for  a 
total  of  692  recommendations.   As  of  September  1993,  485 
(70%)  of  these  recommendations  were  reported  closed  and  all 
corrective  actions  completed.   The  remaining  207 
recommendations  includes  recommendations  in  reports  that 
were  issued  shortly  before  September  1993  for  which  the 
bureaus  would  not  be  expected  to  have  already  completed  all 
corrective  actions. 

Departmental  officials  advised  that  this  analysis  does  not 
consider  the  complexity  of  the  recommendations  and  the  type 
of  corrective  action  recommended  which  could  require 
extended  timeframes  to  complete. 
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Question. 


Do  you  have  a  system  to  track  the  implementation  of  your 
recommendations? 


Answer 


Yes;  we  utilize  the  Department's  automated,  interactive 
Inventory,  Tracking  and  Closure  (ITC)  System  which  was 
implemented  in  1990  to  facilitate  the  entry,  updating  and 
reporting  of  information  associated  with  our  audit  reports, 
and  other  internal  control  data  and  weaknesses.   The  Audit 
subsystem  within  the  ITC  tracks  individual  OIG  and  GAO  audit 
reports,  findings,  recommendations  and  corrective  actions 
taken  by  bureaus. 

OIG  initially  inputs  the  results  of  its  audits  into  the  ITC. 
The  bureaus  then  input  their  corresponding  corrective  action 
plans  for  each  recommendation  and  the  progress  made  in 
correcting  the  conditions  reported  until  all  corrective 
action  is  completed.   The  Department  formally  reports  on  the 
status  of  the  final  actions  on  our  audit  reports  on  a 
semiannual  basis  and  conducts  monthly  meetings  with 
representatives  of  each  Treasury  bureau  on  ITC  operations. 
After  all  corrective  action  has  been  completed,  we  schedule 
for  followup  audit  the  most  significant  issues  previously 
identified  to  verify  the  effectiveness  of  the  corrective 
action  taken. 
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Question. 


When  monetary  waste  is  found  during  your  audits,  what  is  the 
process  which  is  taken  to  correct  the  problem? 


Answer . 


Based  upon  our  audit  results,  we  (quantify  the  monetary 
impact  of  the  weaknesses  that  we  have  found.   The  bureau  or 
office  to  which  our  recommendations  are  addressed  has  the 
primary  responsibility  to  implement  corrective  action  which 
can  include  monetary  recoveries.   The  Department  tracks  the 
status  of  the  actions  taken  in  response  to  our  reports 
through  the  Departmental  Audit  Recommendations  Inventory, 
Tracking  and  Closure  System. 

Bureau  actions  taken  in  response  to  our  reports  are 
summarized  in  the  Secretary's  Semiannual  Report  to  Congress 
and  in  the  Department's  Annual  Statement  and  Report  required 
by  the  Inspector  General  Act  of  1988  and  the  Federal 
Managers  Financial  Integrity  Act.   Both  reports  provide 
Congress  with  specific  information  on  the  weaknesses 
identified  in  our  audits  and  the  corresponding  corrective 
action  and  timeframes  for  completing  action  on  our  findings. 
If  at  any  time  in  the  audit  resolution  process  the  bureau 
and  OIG  are  unable  to  agree  on  the  need  for  implementing  the 
recommended  corrective  action,  then  the  IG  has  the 
responsibility  for  elevating  the  issue  to  the  Deputy 
Secretary  for  a  determination. 
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Question. 

Office  of  Management  and  Budget  (0MB)  has  identified  four 
areas  of  operation  within  the  Department  as  having  high 
vulnerability  to  potential  fraud,  waste  and  abuse.   Please 
identify  what  your  office  has  done  to  address  this  issue  in 
each  of  these  areas. 


Answer . 


There  are  four  high  risk  areas  within  the  Department  which 
are  tracked  by  0MB.   As  our  September  1993  semiannual  report 
indicated,  both  the  OIG  and  the  IRS  Inspection  Service  are 
allocating  considerable  resources  to  these  0MB  high  risk 
areas: 

•  Lack  of  effective  management  oversight  of  systems 
development  activities  in  Treasury  bureaus. 

•  Management  of  IRS  delinquent  debt. 

•  Inadequate  collection/accounting  systems  for  revenues 
on  imports  at  Customs. 

•  Inadequate  controls  in  the  operations  and  maintenance 
accounts  of  both  the  Air  and  Marine  Interdiction 
Programs  at  Customs. 

The  following  section  provides  more  detailed  information 
about  each  of  the  four  high  risk  areas  and  our  audit 
efforts: 

Departmental:  Financial  management  system  coordination  needs 
improvement.   Treasury  is  investing  $111  million  in 
financial  systems  development  in  1994.   At  risk  are  these 
systems  developments  by  bureaus  that  may  not  support 
Departmental  financial  management  initiatives  and  system 
integration  goals. 

Departmental  financial  system  planning  and  control  has  been 
improved  by  establishing  an  office  for  financial  systems 
oversight  and  requiring  review  and  approval  of  bureau 
systems  by  the  Department.   Department-wide  system 
strategies  continue  to  be  developed  through  the  Financial 
Management  Systems  Advisory  Committee  (FMSAC) ,  with  bureau 
participation,  to  standardize  non-core  systems.   Treasury 
also  has  been  reducing  the  number  and  variety  of  financial 
systems  through  the  use  of  off-the-shelf  packages  and  cross- 
servicing.   By  the  end  of  1998,  90  percent  of  Treasury's 
total  budget  authority  was  processed  using  one  of  two 
departmental  standard  off-the-shelf  core  financial  systems. 
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In  1994,  the  Department  will  continue  to  define  departaental 
system  strategies  through  the  FMSAC  teams;  establish  a 
departmental  data  base  for  summary  level  financial 
information;  begin  implementation  of  the  Department -wide 
travel  systems  at  four  bureaus  with  complete  implementation 
at  two  bureaus;  establish  a  department  strategy  for  a 
procurement  system;  and  implement  the  steps  to  convert  the 
Bureau  of  the  Public  Debt  to  the  new  core  financial  system. 

The  IG  has  several  initiatives  underway  that  will  assist  us 
in  monitoring  this  area.   First,  the  IG  has  a  representative 
on  the  FMSAC  to  monitor  the  Committee's  actions.   Second, 
the  financial  statement  audits  will,  to  some  degree,  help  us 
assess  the  effectiveness  of  the  financial  management  system 
coordination  and  recommend  improvements.   Third,  our  FY  1994 
plan  includes  an  audit  that  will  evaluate  whether  the 
Department  is  effectively  overseeing  the  bureaus'  management 
of  information  resources.   In  addition,  the  IRS  Inspection 
Service  has  ongoing  audits  of  major  systems  to  help  ensure 
that  resources  are  being  spent  effectively  and  efficiently. 

Internal  Revenue  Service  (IRS) :  Strategy  for  collecting  and 
resolving  delinquent  Accounts  Receivable  (AR)  is  inadequate. 
IRS  Accounts  Receivable  is  $74  billion.   At  risk  are  at 
least  $22  billion  in  collectible  receivables. 

IRS  collection  of  receivables  has  not  kept  pace  with  the 
growth  in  unpaid  tax  debt,  and  significant  tax  revenues  may 
be  lost.   During  1993,  IRS  made  progress  in  accounting  for 
AR  by:  (1)  reducing  its  estimate  of  collectible  accounts  in 
responses  to  a  General  Accounting  Office  financial  statement 
audit;  (2)  removing  uncollectible  RTC  assessments  from  AR; 
and  (3)  convening  a  study  group  to  examine  redefining  AR. 
IRS  continued  to  revamp  the  collection  process  by  testing 
making  phone  calls  earlier  to  delinquent  taxpayers,  instead 
of  waiting  for  taxpayer  responses  to  several  mailed  notices 
and  subsequent  calls. 

In  1994,  IRS  will  develop  a  debt  collection  performance 
agreement  with  Treasury  and  0MB  that  includes  goals  for 
collections  and  delinquent  receivables.   IRS  will 
incorporate  GAO  methodology  for  determining  the  Allowance 
for  Doubtful  Accounts  into  quarterly  receivables  reporting 
to  Treasury.   0MB  and  Treasury  support  a  provision  in 
pending  legislation  to  authorize  payment  of  taxes  by  credit 
card. 

The  IRS  Inspection  Service  has  worked  on  14  audits 
concerning  the  delinquent  debt  high  risk  area  in  the  last 
six  months  of  the  FY  1993.   The  GAO  is  currently  reviewing 
the  IRS  Accounts  Receivable  as  part  of  their  FY  1993 
financial  statement  audit.   He  will  continue  to  monitor  the 
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IRS  efforts  in  this  area  thereafter  as  we  assune  the 
responsibility  for  performing  the  financial  statement  audit 
for  FY  1994. 


Customs  Service:   Inadequate  accounting  systeas  caused 
problems  in  accounting  for  revenue  on  imports/  data 
Integrity,  and  cost  accounting.   About  $20  billion  is 
collected  annually.   At  risk  are  the  controls  of  revenue, 
including  tracking  of  posted  receivables  of  $883  million  as 
of  September  1993. 

Customs  is  continuing  to  improve  financial  accountability 
for  receivables  through  the  Customs  Automated  Revenue 
Accounting  Project  (CARA) ,   CARA  will  provide  additional 
revenue  accounting  capabilities  for  Customs'  core  accounting 
system.   These  enhancements  will  enable  the  systems  to 
provide  the  quality  and  level  of  data  necessary  for 
preparing  acceptable  financial  statements.   This  endeavor  is 
being  coordinated  with  the  Department's  Financial  Management 
System  Advisory  Committee. 

Both  the  current  GAO  FY  1993  financial  statement  audit  nnd 
the  subsequent  annual  financial  statement  audits  that  we 
will  perform  will  provide  an  assessment  of  the  adequacy  of 
the  accounting  system  in  use  to  control  the  revenue  and 
collection  of  receivables. 


Customs  Service}  The  Operations  and  Maintenance  (OtM) 
account.  Air  and  Marine  Interdiction  programs  lack  adequate 
internal  controls.   The  Interdiction  Operations  and 
Maintenance  Accounts  in  1993  total  $138  million.   At  risk  ii 
fee  million  in  unobligated  balaaoea. 

Customs  identified  problems  in  determining  the  correct 
amounts  of  1992  obligated  and  unobligated  balances  in  the 
O&M  account.   In  addition,  recommendations  from  a  joint 
Department/Customs  task  force  for  improving  accounting 
policies  and  procedures  were  incorporated  into  a  Customs 
corrective  action  plan  and  implemented. 

The  OIG  is  currently  overseeing  an  audit  that  is  evaluating 
and  verifying  Customs'  implementation  of  its  corrective 
action  plan.   The  review  will  be  completed  in  the  spring  of 
1994. 
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Question. 


Are  there  any  particular  bureaus  within  the  Treasuxy 
Department  which  fraud,  waste  and  abuse  Is  commonly  found? 


Answer . 


Several  bureaus,  such  as  the  Customs  Service  and  Bureau  of 
Alcohol,  Tobacco  and  Firearms  are  inherently  vulnerable  to 
fraud,  waste  and  abuse,  because  the  primary  mission  of  the 
Bureau  involves  either  the  collection  or  handling  of  revenue 
or  compliance  inspection  of  goods  and  products. 

The  enforcement  agencies  have  historically  accounted  for 
about  40  percent  of  our  available  audit  resources.   The 
banking  agencies  (Office  of  Comptroller  of  the  Currency  and 
the  Office  of  Thrift  Supervision)  are  two  other  bureaus 
whose  operations  are  inherently  susceptible  to  fraud  and 
abuse  and  which  continue  to  warrant  an  annual  investment  of 
about  20  percent  of  our  resources.   In  contrast,  agencies 
such  as  the  Bureau  of  Public  Debt  and  the  Departmental 
Offices  are  generally  less  vulnerable  to  fraud  and  abuse 
because  of  their  unique  mission  or  because  they  are 
predominately  policy  and  guidance  agencies.  Therefore,  we 
normally  dedicate  less  audit  resources  to  these  Bureaus. 

Both  the  Department  and  its  Bureaus  have  devoted  significant 
resources  towards  the  development  of  effective  management 
controls  at  all  levels  to  prevent  and  detect  fraud  and  have 
generally  taken  aggressive  action  on  the  recommendations  in 
our  audit  reports. 
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Question. 


Mr.  Cesca,  your  testimony  discusses  the  request  I  made  to 
your  office  for  a  comprehensive  review  of  the  IRS' 
investigation  of  alleged  misuses  of  the  IRS  in  connection 
with  the  White  House  travel  office  firings  and  your 
conclusions.   Do  you  have  a  copy  of  your  review? 


Answer. 


We  issued  a  draft  report  to  the  Commissioner  of  IRS  on 
February  25,  1994.   We  requested  that  the  Commissioner 
provide  us  with  comments  by  March  24.   We  will  incorporate 
her  comments  in  our  final  report  that  will  be  submitted  to 
the  Deputy  Secretary  of  the  Treasury  Department.   When  we 
issue  the  final  report,  we  will  be  happy  to  provide  you  with 
a  copy . 


Question. 


Could  you  discuss  this  review  and  how  you  worked  with  the 
ongoing  GAO  investigation  regarding  the  travel  office? 


Answer. 


The  primary  objectives  of  our  inquiry  were  to  determine  if 
there  was  any  outside  influence  or  contact  with  IRS 
employees  concerning  this  matter,  and  whether  certain  IRS 
employees  appropriately  exercised  their  authority  in 
accordance  with  prescribed  IRS  procedures.   The  IRS'  Chief 
Inspector's  Office  had  conducted  an  internal  investigation 
concerning  the  alleged  misuse  of  IRS  regarding  the  White 
House  travel  office  reorganization.   Our  inquiry  involved: 
assessing  the  adequacy  of  Inspection's  investigation; 
interviewing  various  IRS  officials  in  the  IRS  Nashville 
District  and  the  National  Office;  reviewing  and  evaluating 
pertinent  files  maintained  in  the  IRS  Nashville  District 
relative  to  this  matter;  and  evaluating  applicable  IRS 
regulations. 

Pursuant  to  Section  805  of  the  Supplemental  Appropriations 
Act  of  1993  (P.  L.  103-50) ,  the  General  Accounting  Office 
(GAO)  was  mandated  to  conduct  an  independent  review  of  the 
action  taken  with  respect  to  the  White  House  travel  office. 
We  met  with  the  GAO  officials  responsible  for  conducting  the 
White  House  travel  office  review.   It  was  agreed  that  rather 
than  duplicate  efforts  concerning  the  IRS,  we  would 
cooperate  in  providing  information  to  each  other  on  relevant 
matters. 
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Question. 

Were  you  able  to  Interview  Mr.  Kennedy,  who  was  alleged  to 
have  threatened  to  call  the  IRS  in  this  natter,  in  the 

course  of  the  investigation? 

Answer . 

Mr.  Kennedy  was  interviewed  by  GAO  officials  as  part  of 
their  review.   We  provided  a  variety  of  questions  to  GAO  to 
be  posed  to  Mr.  Kennedy.   GAO  provided  us  with  the  results 
of  their  interview. 

Question. 

Were  you  able  to  interview  Messrs.  McLarty,  Panetta, 
Stephanopoulous,  Podesta,  Stern  or  Gearan  in  the  course  of 
your  investigation? 


Answer . 


Based  on  our  agreement  with  GAO  to  share  information,  it  was 
agreed  GAO  would  handle  all  relevant  matters  concerning  the 
White  House.  The  GAO  officials  indicated  that  they  would 
provide  us  with  any  and  all  information  developed  in  their 
inquiry  relative  to  the  allegation  concerning  the  misuse  of 
the  IRS.   During  the  course  of  conducting  our  inquiry,  we 
maintained  close  contact  with  the  GAO  officials  conducting 
the  White  House  travel  office  review.   Details  of  the  GAO's 
inquiry  about  White  House  officials'  actions  will  be 
provided  in  the  GAO  report  on  the  White  House  matter  that 
will  be  issued  in  response  to  P.L.  103-50. 


Question. 


Who  at  the  White  House  did  you  interview  in  the  course  of 
your  investigation? 


Answer. 


We  did  not  interview  any  officials  at  the  white  House.   As 
previously  mentioned,  rather  than  duplicate  efforts,  GAO 
officials  conducted  pertinent  interviews  of  White  House 
officials.   GAO  provided  us  with  the  results  of  their  work 
where  there  was  any  reference  to  the  IRS. 
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Question. 

Did  you  interview  the  individuals  at  the  FBI  that  alleged 
that  Mr.  Kennedy  threatened  to  call  the  IRS  if  the  FBI  did 
not  respond  quickly  enough  on  this  matter? 


Answer. 


The  GAO  officials  with  whom  we  were  working  conducted 
interviews  of  two  FBI  officials  who  made  contacts  with  IRS 
employees.   We  submitted  a  variety  of  questions  to  be  posed 
to  the  FBI  officials.   GAO  provided  us  with  the  results  of 
their  interviews. 


Question. 


Did  you  interview  the  individuals  in  the  Tennessee  field 
office  who  initiated  the  action  against  Ultrair? 

Answer . 

I  am  unable  to  provide  you  with  specific  details  regarding 
this  question.   Section  6103  of  the  IRS  Internal  Revenue 
Code  (IRC)  prohibits  us  from  disclosing  confidential  tax 
return  information  to  any  party  not  specifically  covered 
under  the  section.   However,  in  the  course  of  our  inquiry, 
we  conducted  thorough  interviews  of  IRS  Nashville  District 
employees. 

Question. 

Were  you  able  to  interview  Ultrair  representatives? 

Answer. 

Due  to  IRC  Section  6103  restrictions,  I  am  prohibited  from 
responding  to  this  question. 

Question. 

How  did  you  coordinate  your  investigation  with  the  ongoing 
Justice  and  GAO  investigations? 


Answer. 


In  conducting  our  inquiry,  we  coordinated  our  efforts  with 
the  GAO  officials  conducting  the  White  House  travel  office 
review.   We  were  cognizant  that  the  Department  of  Justice 
and  the  FBI  had  initiated  several  internal  investigations  of 
matters  related  to  the  White  House  travel  office. 
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Question. 

GAO  has  recently  reported  to  congressional  staff  that  the 
White  House  has  not  been  cooperative  in  the  White  House 
travel  office  investigation.   How  were  you  able  to  finish 
your  report? 

Answer . 

The  scope  of  our  inquiry  was  limited  to  any  involvement 
concerning  the  IRS.   GAO's  scope  covered  a  wide  range  of 
issues  concerning  the  White  House  travel  office.   I  was 
aware  of  the  reports  that  GAO  was  encountering  difficulties 
in  conducting  their  review.   However,  the  primary  White 
House  official  in  whom  we  were  interested  was  Associate 
Counsel  William  Kennedy,  since  he  was  the  only  White  House 
official  whose  name  was  reported  to  have  been  linked  to  the 
IRS.   We  were  provided  with  the  results  of  GAO's  interviews 
with  Mr.  Kennedy. 

Question. 

Could  you  discuss  the  increasing  attention  that  the 
Inspector  General  will  be  giving  to  Treasury's  bank 
regulatory  functions.   How  does  the  budget  accommodate  this 
increasing  role? 


Answer . 


Under  Section  131  (k)  of  the  Federal  Deposit  Insurance 
Corporation  Improvement  (FDICIA)  Act  of  1991,  the  Treasury 
IG  has  the  responsibility  to  review  financial  institutions 
regulated  by  the  Office  of  the  Comptroller  of  the  Currency 
(national  banks)  and  the  Office  of  Thrift  Supervision 
(federal  thrifts)  that  fail  and  result  in  a  material  loss  to 
a  deposit  insurance  fund.   These  reviews  will  address  why 
the  bank  failed,  the  adequacy  of  the  supervision  performed 
by  the  regulators,  and  include  recommendations  for 
preventing  such  losses  in  the  future. 

In  our  initial  planning  for  complying  with  this  new 
legislation,  we  anticipated  a  large  number  of  institutions 
failing  during  1994  and  1995.   However,  due  to  the  improving 
economic  condition  of  the  national  banking  and  thrift 
industries,  we  now  estimate  that  we  will  need  to  perform  11 
reviews  in  FY  1995.   The  OIG  has  reallocated  its  base 
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resources  from  its  programmatic  audit  function  to  perform 
these  audits.  If  the  economic  condition  of  the  banking  and 
thrift  industries  begins  to  deteriorate  and  the  number  of 
failures  increases,  the  IG  may  be  required  to  request 
additional  audit  resources  in  future  years. 


Question. 


Given  the  recent  actions  of  Deputy  Secretary,  Roger  Altman  in 
briefing  the  White  House  on  RTC  matters  related  to  Whitewater 
and  Madison  Guaranty  matters,  do  you  expect  your  office  will 
be  looking  into  the  propriety  of  this  meeting  and  the  role  of 
the  Deputy  Secretary  as  acting  head  of  the  RTC? 


Answer. 


We  have  acceded  to  a  request  from  the  Independent  Counsel 
Robert  Fiske  to  refrain  from  conducting  any  inquiry  into  these 
matters  until  he  has  completed  related  portions  of  his 
investigation.  After  we  receive  word  from  Mr.  Fiske  that  our 
inquiry  may  proceed,  we  will  work  with  the  Office  of  Inspector 
General  at  the  Resolution  Trust  Corporation  and  the  Office  of 
Government  Ethics  to  gather,  analyze  and  report  on  relevant 
information. 


Question. 


In  recent  testimony  before  the  Ways  and  Means  committee,  the 
director  of  tax  policy  and  administrative  issues  for  the 
General  Accounting  Office  noted  that  while  electronic  tax 
returns  rose  13  percent  last  year  -  to  12  million  -  from  1992 
levels,  the  number  of  fraudulent  electronic  returns  detected 
by  the  IRS  rose  105  percent.  She  stated  that  fraud  in  the 
electronic  system  should  get  "urgent"  attention.  Have  you 
made  systemic  recommendations  in  this  area? 


Answer. 


Our  Office  has  not  performed  any  reviews  related  to  the 
electronic  filing  of  tax  returns.  IRS'  Internal  Audit 
function,  however,  has  reviewed  electronic  filing  since  it 
began  in  1986.  IRS  Internal  Audit  has  issued  10  national 
audit  reports  on  various  aspects  of  electronic  filing, 
including  two  in  the  first  quarter  of  FY  1994.  In  addition, 
members  of  the  IRS  Internal  Audit  staff  work  directly  with  the 
IRS  Refund  Fraud  Executive  in  designing  detection  and 
prevention  measures. 
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Question. 

In  this  same  hearing  another  enterprising  scam  artist 
applied  to  the  IRS  for  employer  identification  numbers  for 
fictitious  companies  and  sent  in  fake  H-2  forms  and 
electronic  tax  returns  for  individuals  he  recruited  from 
public  housing  projects.   This  scam  netted  him  $500,000  in 
two  years.   The  individual  involved  claims  he  was  caught 
because  someone  turned  him  in,  not  because  the  IRS  detected 
his  fraud.   What  suggestions  have  you  made  to  reduce  fraud 
in  electronic  filing? 

Answer . 

The  OIG  has  oversight  for  the  internal  audit  and  internal 
investigative  activities  of  the  IRS.   In  this  capacity,  we 
are  currently  performing  a  review  of  the  actions  taken  by 
the  IRS  to  address  concerns  regarding  security  over  the 
Integrated  Data  Retrieval  System  (IDRS) .   This  review  was 
initiated  at  the  request  of  Senator  Glenn. 

IRS  Internal  Audit  issued  a  report  on  October  19,  1993, 
which  recommended  additional  improvements  to  strengthen 
controls  and  reduce  the  vulnerability  to  electronic  filing 
refund  schemes.  This  included  controls  to  detect  fictitious 
dependents  and  exclusion  of  first-time  filers  from 
submitting  electronic  returns.   A  second  report,  issued  on 
December  28,  1993,  recommended  additional  processing 
procedures,  including  enhancing  the  use  of  computer  files  to 
provide  better  indicators  of  fraud. 
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Tuesday,  March  1,  1994. 
U.S.  CUSTOMS  SERVICE 

WITNESSES 

GEORGE  J.  WEISE,  COMMISSIONER 

MICHAEL   IL    LANE,    DEPUTY   COMMISSIONER,   DIRECTOR,   REORGA- 
NIZATION STUDY  TEAM 
SAMUEL  H.  BANKS,  ACTING  DEPUTY  COMMISSIONER 
CHARLES  W.  WINWOOD,  ASSISTANT  COMMISSIONER,  INSPECTION  AND 

CONTROL 
C.  L.  BRAINARD,  ASSISTANT  COMMISSIONER,  MANAGEMENT 
JOHN  P.  LUKSIC,  ACTING  ASSISTANT  COMMISSIONER,  ENFORCEMENT 
KAREN  J.  HIATT,  ACTING  ASSISTANT  COMMISSIONER,  COMMERCIAL 

OPERATIONS 
DEBORAH  J.  SPERO,  ACTING  ASSOCIATE  COMMISSIONER,  OFFICE  OF 

ORGANIZATIONAL  EFFECTIVENESS 
HARVEY  G.  POTHIER,  DEPUTY  ASSISTANT  COMMISSIONER,  OFFICE  OF 

Am  AND  MARINE  INTERDICTION 
C.  WAYNE  HAMILTON,  DIRECTOR,  BUDGET  DIVISION 
RONALD  K  NOBLE,  ASSISTANT  SECRETARY,  ENFORCEMENT 
GEORGE  MUNOZ,  ASSISTANT  SECRETARY,  MANAGEMENT,  CHIEF  FI- 
NANCIAL OFFICER 

Mr.  ViSCLOSKY  [presiding].  We  will  bring  the  hearing  to  order. 
The  Chairman  as  reported  has  been  detained  but  does  plan  to  be 
here. 

Mr.  Secretary,  I  welcome  you  back.  Before  we  start,  we  do  have 
testimony  from  a  colleague  of  ours,  Mr.  Spratt  from  South  Caro- 
lina. He  also  will  not  be  able  to  attend  2ind  has  asked  that  his 
statement  be  entered  in  the  record  and  we  certainly  approve  that. 

[Congressman  Spratt's  prepared  statement  follows:] 
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TESTIMONY  BY  CONGRESSMAN  JOHN  SPRATT,  Jr. 

CHAIRMAN,  CONGRESSIONAL  TEXTILE  CAUCUS 

HOUSE  APPROPRIATIONS  COMMITTEE 

SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE 

AND  GENERAL  GOVERNMENT 

MARCH  1,  1994 

Chairman  Hoyer  and  members  of  the  Subcommittee,  thank  you 
for  giving  me  the  opportunity  to  submit  testimony  for  the  record 
and  I  am  sorry  I  am  unable  to  appear  in  person.   I  fully 
appreciate  the  very  tight  budget  constraints  under  which  your 
Subcommittee  must  operate.   Nonetheless,  when  considering  the 
Customs  Service  budget,  I  urge  your  support  for  $15  million  in 
additional  funding  and  the  hiring  of  100  new  personnel  dedicated 
to  the  enforcement  of  textile  and  apparel  trade  laws.   This 
funding  meets  a  promise  President  Clinton  made  to  me  and  10  other 
Members  during  the  NAFTA  debate  and  is  included  in  the 
President's  FY  1995  budget  request.   We  asked  for  these 
additional  resources  because  up  to  $4  billion  each  year  in 
illegal  textile  transshipments  enter  the  U.S.  market. 
Transshipment  is  the  practice  of  falsifying  the  country  of  origin 
to  circumvent  quota  restrictions  on  the  producing  country. 
Customs  needs  these  resources  to  crack  down  on  this  illegal 
trade.    I  would  like  to  include  in  the  record  our  letter  to  the 
President,  his  response  and  a  letter  I  recently  received  from 
Secretary  Bentsen. 

President  Clinton  pledged  in  his  letter  of  November  16, 
1993,  that  "We  will  dedicate  an  additional  $15  million  supplement 
to  the  enforcement  of  textile  and  apparel  regulations  and  rules, 
as  well  as  related  competitiveness  trade  matters".   The  President 
added  that  Customs  will  hire  50  additional  employees  to  work 
"exclusively,  to  the  extent  practical"  on  non-NAFTA  textile 
enforcement  and  50  employees  to  work  on  NAFTA-related  textile 
enforcement.   Finally,  the  President  pledged  that  Customs' 
commercial  program,  associated  with  both  the  enforcement  of  NAFTA 
and  other  textile  and  apparel  enforcement,  "will  be  held  harmless 
from  our  government-wide  effort  to  reduce  employment  levels". 

As  Chairman  of  the  Textile  Caucus,  I  sought  these  pledges 
because  they  will  address  a  multi-billion  dollar  problem  causing 
the  loss  of  thousands  of  American  textile  and  apparel  jobs.   By 
themselves,  these  resources  will  not  end  the  transshipment 
problem.   But  they  can  help  slow  it  down.     The  Government 
Operation's  Subcommittee  on  Commerce,  Consumer  and  Monetary 
Affairs,  which  I  also  chair,  has  held  hearings  to  examine 
Customs'  resources,  textile  transshipment  and  NAFTA 's  textile 
rule  of  origin.    We  have  testimony  that  our  country  receives  as 
much  as  33.5  million  transshipped  textile  articles  each  year  with 
a  market  value  as  high  as  $4  billion.   While  Customs  is  working 
to  stem  the  flow,  it  clearly  does  not  now  have  sufficient 
resources  or  inanpower. 
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Unfortunately,  the  transshipment  problem  could  get  worse 
with  NAFTA.   NAFTA  means  that  the  United  States  will  be  selling 
more  American-made  textile  products  to  Mexico  and  Canada.   But  it 
means  that  more  Mexican  and  Canadian  textile  imports  will  enter 
our  market  as  well.   The  Customs  Service  will  be  required  to 
inspect  those  products  by  enforcing  an  important,  but 
complicated,  textile  rule  of  origin.   This  rule  of  origin  will 
put  an  additional  burden  on  Customs.   Without  adequate 
enforcement,  NAFTA  will  create  just  one  more  opportunity  for 
countries  like  China  to  ship  more  transshipped  goods  through 
Mexico  and  into  the  U.S. 

I  was  pleased  that  President  Clinton  included  these 
additional  funds  in  his  FY  1995  budget  request.   But  I  was 
surprised  when  I  read  in  the  budget  that  the  funds  will  be 
generated  by  a  Merchandise  Processing  Fee  (MPF)  increase  which 
will  raise  $94  million.   I  do  not  understand  why  the 
Administration  has  established  such  a  link  and  I  do  not  believe 
the  link  is  necessary.   Whether  or  not  the  MPF  is  increased,  I 
believe  these  additional  enforcement  personnel  and  resources 
should  be  included  in  your  bill.   It  has  been  the  proven 
experience  of  Customs  that  more  revenue  is  generated  when  Customs 
is  given  additional  enforcement  resources.   For  that  reason, 
these  additional  agents  should  pay  for  themselves. 

Even  though  the  amount  of  money  I  seek  to  meet  President 
Clinton's  promise  is  relatively  small,  the  problem  these  funds 
will  help  remedy  is  enormous.   I  am  grateful  to  the  Subcommittee 
for  its  consideration. 
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THE  WHITE  HOUSE 

WASHIKGTOS 

November  16,  1993 


Dear  John: 

Thank  you  for  your  letter  of  November  10  concerning  the  Uruguay 
Round,  NAFTA  and  questions  concerning  Customs  Service  enforcement  of 
trade  agreements  affecting  textiles  and  apparel.   While  I  appreciate 
your  concerns,  I  believe  NAFTA  will  be  a  strong,  positive  opportunity 
for  the  textile  and  apparel  industries  and  workers  of  the  United 
States. 

Let  me  respond  to  each  of  the  points  you  have  raised.   First, 
regarding  the  enforcement  of  NAFTA,  we  believe  the  Customs  Service 
procedures  set  out  in  the  agreement  are  one  of  its  strongest  features, 
and  a  major  improvement  over  the  provisions  of  the  U.S.  -  Canada  Free 
Trade  Agreement.   I  can  assure  you  that  I  am  committed  to  effective 
enforcement  of  NAFTA,  and  I  am  happy  to  work  with  your  specific 
suggestions  in  order  to  ensure  that  you  and  other  members  are 
satisfied  that  the  agreement  will  be  properly  implemented. 

In  response  to  your  request  regarding  Customs  Service  funding,  I 
can  assure  you  that  we  will  dedicate  an  additional  $15  million 
supplement  to  the  enforcement  of  textile  and  apparel  regulations  and 
rules,  as  well  as  related  competitiveness  trade  matters.   A 
substantial  majority  of  these  funds  will  be  used  for  an  increased 
number  of  audits,  criminal  investigations,  identification  of  high  risk 
shipments  and  "Jump  Team"  activities.   Out  of  these  added  funds, 
Customs  will  provide  for  an  additional  50  import  specialists,  agents, 
and  inspectors  to  work  exclusively,  to  the  extent  practical  under  the 
circumstances,  on  textile/apparel  enforcement  other  than  NAFTA.   I 
will  ensure  that  the  Customs'  commercial  program  associated  with  both 
the  enforcement  of  NAFTA  and  other  textile  and  apparel  enforcement 
will  be  held  harmless  from  our  government-wide  effort  to  reduce 
employment  levels. 

With  respect  to  NAFTA  enforcement  efforts,  I  can  pledge  to  you 
that  the  Customs  Service  will  hire  136  new  employees,  fifty  of  whom 
will  be  dedicated  to  enforcing  textile  and  apparel  rules  and 
regulations.   Many  of  these  new  employees  will  be  stationed  along  the 
Southwest  border  to  handle  the  increased  activity  produced  by  NAFTA. 
Others  will  be  placed  where  they  can  best  be  used  to  enhance  our  trade 
enforcement  efforts. 

Assuming  NAFTA  is  passed.  Secretary  Bentsen  assures  me  that  we 
will  have  at  least  50  new  auditors,  41  import  specialists,  25 
additional  agents,  10  new  analysts  and  10  new  inspectors.   These 
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personnel  are  being  recruited  to  improve  our  ability  to  ensure  that 
our  Customs  rules,  including  particularly  the  rules  of  origin  for 
textiles  and  apparel,  are  enforced. 

The  other  suggestions  you  have  made  are  within  the  administrative 
authority  of  the  Customs  Service,  and  I  am  pleased  to  consider 
implementation  of  your  suggestions,  with  some  minor  modifications,  as 
a  way  to  ensure  the  integrity  of  the  NAFTA  agreement.   The  Customs 
Service  will  commit  to  issuing  by  April  1,  1994  proposed  regulations 
on  your  suggestions  for  extension  of  the  redelivery  period,  changes  to 
the  mitigation  guidelines  and  issuance  of  certificates  of 
origin/textile  declarations  on  non-NAFTA  qualifying  shipments. 
Naturally,  these  proposed  regulations  would  have  to  be  subject  to  the 
normal  administrative  and  legal  procedures  for  issuing  proposed 
regulations.   But  you  should  know  that  I  am   less  certain  of  the 
merits  of  the  suggestion  for  submission  of  these  certificates  "well  in 
advance"  of  the  goods  arrival.   This  proposal  must  be  reviewed  with  an 
awareness  of  possible  burdens  on  the  importing  community. 

Also  Customs  would  be  prepared  to  establish  through  a  directive 
the  necessary  procedures  for  all  U.S.  Customs  Districts,  as  well  as 
foreign  offices,  to  provide  a  monthly  report  to  the  Commissioner  on 
all  textile  transhipment  cases  under  investigation;  and  all  results 
from  Jump  Team  reports;  seizures  and  shipments  denied  entry  including 
the  quantity  and  value  of  such  shipments;  and  any  indictments  or  fines 
and  penalties  with  all  appropriate  details  concerning  the  violation. 
As  you  are  aware,  U.S.  Customs  and  the  Committee  for  the 
Implementation  of  Textile  Agreements  (CITA)  have  recently  signed  a 
Memorandum  of  Understanding  (MOU)  detailing  the  types  of  information 
that  will  be  provided  in  transhipment  cases.   U.S.  Customs  is 
committed  to  providing  as  much  information  as  possible  through  this 
new  procedure. 

As  to  the  Uruguay  Round,  I  appreciate  the  difficulties  faced  by 
the  textile  and  apparel  sector  in  that  negotiation.   I  am  quite  aware 
of  the  difficulty  in  asking  the  textile  and  apparel  industries  to 
agree  to  the  phased  elimination  of  the  quota  system  and  substantial 
tariff  cuts  simultaneously. 

First,  you  mentioned  the  transition  period  for  the  phase  out  of 
the  Multifiber  Arrangement  and  the  implications  for  many  nations, 
given  the  dominance  of  countries  such  as  China  in  the  marketplace. 
Let  me  note  that  we  have  pursued  a  very  aggressive  posture  toward 
China  in  our  bilateral  textile  discussions  with  them,  due  to  the 
difficulties  we  are  having  with  transhipment  and  overshipments  from 
China.   In  addition,  China  would  not  be  afforded  the  increased  growth 
in  its  quotas  provided  for  in  the  draft  Uruguay  Round  agreement  unless 
and  until  it  becomes  a  full  member  of  the  General  Agreement  on  Tariffs 
and  Trade  and  agrees  to  open  its  markets  to  U.S.  textiles  and  apparel. 

With  respect  to  the  duration  of  the  phase-out  period,  I  can 
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pledge  to  you  that  we  will  do  all  we  can  to  achieve  the  longest 
possible  phase-out  period.   I  will  ask  Ambassador  Kantor  to  explore 
the  prospect  of  a  15-year  phase  out  with  those  nations  that  you 
believe  favor  it,  such  as  the  ASEAN  and  Caribbean  nations  and  Ireland. 
If  we  find  sufficient  support  among  these  nations  for  a  15-year  phase- 
out  period,  we  will  put  on  the  table,  with  their  support,  a  proposal 
for  a  15-year  phase  out,  and  will  seek  to  negotiate  acceptance  of  such 
a  proposal.   Failing  that,  we  will  work  for  acceptance  of  the  longest- 
possible  phase-out  period  that  we  believe  can  be  achieved. 

Second,  we  intend  to  work  closely  with  the  affected  industry 
groups  to  ensure  that  the  impact  of  the  Uruguay  Round  is  eased  to  the 
maximum  extent  possible,  including  specifically  addressing  the 
question  of  gradual  and  even  staging  of  tariff  reductions  and  quota 
integration.   With  respect  to  tariffs,  this  Administration  has  made  it 
clear  that  the  tariff  cuts  for  textiles  and  apparel  must  be  phased  in 
over  a  longer  period  than  many  of  the  other  tariff  cuts  in  this  Round 
and  we  have  insisted  that  the  tariff  cuts  should  be  staged  over  a 
period  at  least  as  long  as  the  phase  out  of  the  MFA.   As  I  mentioned, 
I  do  recognize  and  appreciate  that  the  U.S.  textile  and  apparel  sector 
has  been  asked  to  make  substantial  concessions  in  the  Uruguay  Round, 
and  I  am  sympathetic  to  this  request. 

With  respect  to  the  integration  of  textiles  and  apparel  into  the 
GATT,  we  do  not  intend  to  integrate  sensitive  products  until  the  end 
of  the  phase-out  period.   We  will  examine  very  carefully  the 
sensitivity  of  products  in  our  market,  and  we  will  work  with  the 
industry  and  interested  members  of  Congress  to  determine  which 
products  should  be  left  for  integration  at  the  end  of  the  phase-out 
period. 

Third,  I  an  informed  that  the  U.S.  and  EC  industries  have  tried 
to  put  aside  their  differences  on  the  subject  of  wool  tariffs,  and  to 
work  to  find  common  ground  and  I  do  commend  the  industries  for  their 
leadership.    While  the  EC  Commission  has  not  accepted  at  this  point 
that  the  industry's  discussions  on  the  tariff  issue  merits  their 
agreement,  I  would  note  that  these  discussions  are  still  ongoing.   If 
the  industry's  efforts  are  ultimately  successful,   we  will  work  with 
the  U.S.  interests  to  ease  to  the  extent  possible  the  impact  of  any 
agreed-upon  tariff  cuts  and  would  not  anticipate  going  substantially 
beyond  our  current  proposals  on  sensitive  products. 

Finally,  we  fully  agree  that  effective  market  access  commitments 
must  be  made  by  countries  participating  in  the  Round,  both  to 
reciprocate  for  our  agreement  to  the  phased  elimination  of  the 
Multifiber  Arrangement  and  to  fulfill  the  commitment  entered  Into  at 
the  outset  of  the  Round  that  all  participants  would  bring  all  measures 
under  the  discipline  of  the  GATT.   We  are  working  diligently  in 
bilateral  market  access  negotiations  to  attain  this  goal,  and  have 
specifically  proposed  that  tariffs  be  lowered  and  bound  to  levels  no 
higher  than  7.5  percent  for  man-made  fibers,  15  percent  for  yarns,  30 
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percent  for  fabrics  and  made-up  products  and  35  percent  for  apparel  in 
order  to  demonstrate  that  market  access  has  been  provided.   We  have 
insisted,  and  will  continue  to  insist,  that  our  willingness  to  phase- 
out  the  MFA  be  linked  directly  to  the  achievement  of  effective  market 
access  in  individual  countries  by  removal  of  non-tariff  barriers  and 
lowering  of  tariffs.  I  should  also  note  that  we  are  evaluating  the 
options  available  to  us  should  some  countries  fail  to  meet  this 
obligation.   In  this  connection,  we  are  working  closely  with  the 
industries  concerned,  and  would  of  course  welcome  your  input. 

Thank  you  again  for  your  ongoing  interest  and  assistance  on  trade 
issues. 

Sincerely, 


jY^^ 


The  Honorable  John  M.  Spratt,  Jr. 
House  of  Representatives 
Washington,  D.C.   20515 
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fee  2  4  1994 

DEPARTMENT  OF  THE  TREASURY 

WASHINGTON.  DC.  COKMEftCtCOlSUMEftAND 

«a*ETAmr  AFFAins  subcommittee 

SECRETARY  OF  THE  TREASURY  Februarv    23       1994 

The  Honorable  John  M.  Spratt,  Jr. 

Chairman 

Subcommittee  on  Commerce, 

Consumer,  and  Monetary  Affairs 

Committee  on  Government  Operations 

U.S.  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

Thank  you  for  your  letter  of  December  27,  1993,  which  expressed 
concern  regarding  additional  resources  for  the  Customs  Service  to 
enforce  rules  governing  the  import  of  textile  products  under  the 
North  America  Free  Trade  Agreement  (NAFTA) .   The  administration 
also  is  concerned  about  trade  violations,  including  textile 
products.   As  the  President  indicated  to  you,  we  are  "committed 
to  effective  enforcement  of  NAFTA."   To  this  end,  he  fully 
intends  to  fulfill  the  administration's  pledge  to  allocate 
additional  new  resources  and  exempt  the  Customs  Service 
commercial  programs  from  the  government -wide  reductions. 

As  you  are  aware,  identifying  textile  and  other  NAFTA  violations 
is  a  complex  undertaking.   Therefore  as  the  initial  step  in 
complying  with  the  President's  commitment,  the  Customs  Service 
immediately  identified  their  most  experienced  and  knowledgeable 
staff  for  effective  trade  enforcement.   This  staff  has  been 
designated  as  the  present  vanguard  for  heightened  trade 
enforcement.   Also,  the  President's  Budget  for  FY  1995  will 
allocate  additional  resources  to  this  critical  effort. 
Specifically,  186  Full-Time  Equivalent  (FTE)  positions  and 
$18  million  have  been  requested  for  NAFTA  and  textile 
enforcement.   The  new  positions  will  include:   50  Auditors,  70 
Import  Specialists,  40  Special  Agents,  10  Inspectors  and  16  Trade 
Analysts. 

The  additional  resources  will  be  stationed  at  locations  with  the 
highest  potential  risk.   Customs  plans  to  begin  recruitment  of 
these  additional  personnel  this  fiscal  year.   The  Customs 
Service,  on  a  priority  basis,  will  train  and  implement  the  full 
program  envisioned  for  effectively  preventing  import  violations. 
In  addition.  Customs  intends  to  strengthen  its  automated  systems 
and  operational  procedures  to  improve  targeting  of  potential  high 
risk  imports,  particularly  those  involving  transshipment  of 
merchandise  and  other  commodity  violations. 
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Please  be  assured  that  Treasury  is  prepared  to  provide  you  with 
any  additional  information  on  these  new  resources  at  your 
convenience . 


Sincerely, 


336 

€onQnifi  of  tf)e  ^niteb  B>iatti 

Ji}o\iit  of  l^(pre£(cntatibei$ 
8aa{(()ing1on,  iSC  20515 

November  10,  1993 

The  Honorable  William  J.  Clinton 

The  President 

The  White  House 

1600  Pennsylvania  Avenue 

Washington,  D.C.  20500 

Dear  Mr.  President: 

We  represent  textile  and  apparel  workers.  Your  assurances  to 
help  them  would  help  us  vote  for  NAFTA.   They  would  also  help 
your  Administration  by  backing  up  your  pledge  to  offset  the 
impact  of  NAFTA  on  any  who  may  be  adversely  affected  by  it. 

Here  briefly  is  what  we  seek: 

First,  Customs  should  adopt  stricter  rules  and  procedures  to 
detect  and  deter  transshipment  of  textile/apparel  imports  and 
quota  circumvention  in  other  forms.  Customs  has  the  authority  to 
implement  new  rules  without  new  legislation.   This  would  help 
cushion  the  impact  of  increasing  apparel  imports  from  Mexico.   If 
current  transshipments  are  equal  to  $4  billion,  and  if  Customs 
can  stop  one-fourth  of  this  traffic  by  cracking  down,  the  imports 
excluded  will  almost  equal  the  current  value  of  apparel  imports 
from  Mexico. 

Second,  new  rules  and  procedures  alone  are  not  enough,  nor 
is  the  strict  rule  of  origin  in  NAFTA.   None  of  these  rules  is 
self -executing;  and  experience  has  proven  that  the  rules  will  be 
flouted  if  they  are  not  rigorously  enforced.  If  the  rules  are  to 
mean  anything.  Customs  should  have  trained  personnel  to  enforce 
them. 

Third,  the  Bush  Administration  made  substantial  concessions 
in  textiles  and  apparel  in  the  Uruguay  Round  before  you  took 
office.   Your  Administration  should  recognize  that  these 
concessions  plus  NAFTA  take  a  heavy  toll  on  the  American 
textile/apparel  industry,  and  in  fairness,  you  should  resist  any 
new  concessions  of  significance  in  this  sector  in  order  to  close 
the  Uruguay  Round. 

These  generally  are  the  assurances  we  seek.  Let  us  spell 
them  out  more  specifically: 
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The  Honorable  William  J.  Clinton 
Noventvber  10,  1993 
Page  2 

(1)  Customs  Enforcement. 

(A)    NAFTA  provides  that  if  textile/apparel  products 
are  to  move  duty-free  in  North  America,  they  must  be  manufactured 
from  the  yarn-stage  forward  in  North  America.  This  strict  rule  of 
origin  is  a  plus  for  NAFTA,  but  the  rule  is  only  as  strong  as  its 
enforcement . 

The  Fiscal  Year  1995  budget  is  being  assembled,  and 
consistent  with  deficit  reduction,  serious  consideration  is  being 
given  to  a  cut  below  baseline  in  the  budget  for  the  Customs 
Service  and  other  federal  agencies.  Reductions  in  the  budget  of 
the  Customs  Service  would  lead  to  a  reduction  in  its  enforcement 
staff.  As  a  budget-saving  device,  this  would  be  counter- 
effective,  because  Customs  is  the  government's  second  largest 
revenue  producer;  and  less  Customs  enforcement  tends  to  mean 
lower  revenues.  Instead  of  cutting  Customs,  the  Administration 
should  resolve  to  hold  the  Customs  budget  at  the  current  services 
baseline,  adjusting  for  inflation  and  adding  $10  million 
specifically  for  textile/apparel  enforcement  to  supplement 
resources  already  available. 

This  $10  million  supplement  would  go  to  hire  115  new 
Customs  specialists  to  police  transshipment  and  other  forms  of 
circumvention,  and  to  back  up  the  enforcement  staff  with  adequate 
operating  funds,  specifically  travel  funds  for  "jump  team" 
officers  dispatched  to  investigate  exporting  countries  suspected 
of  transshipment.  Fifty  of  these  new  employees  should  concentrate 
exclusively  on  textile/apparel  transshipments  outside  the  North 
American  Free  Trade  Zone. 

(B)  To  enforce  NAFTA' s  rule  of  origin  as  it  applies  to 
textiles  and  apparel.  Customs  needs  trained  personnel  based  in 
the  southwest  who  are  dedicated  to  this  task.  Specifically, 
Customs  should  hire  an  additional  25  auditors,  30  import 
specialists,  and  10  criminal  investigators.  They  should  all  be 
stationed  in  the  southwest  and  assigned  solely  to  this  task. 

(C)  There  is  a  paucity  of  data  on  transshipment  and 
circumvention,  and  there  is  no  regular  flow  of  information  from 
the  field  to  the  Commissioner  of  Customs  and  the  Committee  for 
Implementation  of  Textile  Agreements  (CITA)  on  pending 
investigations,  "jump  team"  dispatches,  indictments,  and 
seizures.  The  Customs  agents  and  investigators  engaged  in  this 
work  should  be  required  to  report  monthly  to  the  Commissioner  or 
Deputy  Commissioner  of  Customs  and  to  CITA  and  Congress  on  cases 
under  investigation;  "jump  team"  dispatches  and  results;  seizures 
and  shipments  denied  entry;  the  quantity  and  value  of  such 
shipments;  indictments;  fines  and  penalties;  the  names  of  the 
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exporters  and  importers  involved;  and  the  originating  and  transit 
countries  involved. 

Basically,  what  we  are  seeking  is  what  your 
Administration  has  already  committed  itself  to  do.   USTR  issued  a 
rebuttal  to  Perot's  polemic  against  NAFTA.  In  answering  his 
charge  that  Customs  is  stretched  too  thin  on  the  southwestern 
border  to  "cope  with  increased  imports  from  Mexico, "  USTR 
responded: 

Customs  is  already  increasing  manpower 
and  expanding  its  facilities  on  the 
border .. .Moreover,  enforcement  of  NAFTA 
preference  will  not  be  done  exclusively  at 
the  border... it  will  be  done  primarily  by 
Customs  personnel  going  directly  to  factories 
in  Mexico  and  Canada  to  confirm  that  goods 

are  manufactured  there,  rather  than  ■ 

transshipped  from  other  countries.  Finally,  ^ 

customs  agents,  through  laboratory  analysis 
and  tracing  of  shipments,  can  differentiate 
between  shirts  made  in  China  and  those  made 
in  Mexico  (NAFTA  and  the  Perot -Choate  Book. 
Statement  of  Ambassador  Mickey  Kantor,  page 
46)  . 

(2)  Administrative  Steps  to  Enforce  Textile/Apparel  Quotas. 

(A)  Certificate  of  Origin:   The  Customs  Service 
should  issue  regulations  requiring  importers  of  textile  and 
apparel  goods  into  the  U.S.  to  sign  a  certificate  of  origin.   The 
regulations  could  be  modeled  on  the  certificates  of  origin 
required  by  NAFTA.   Importers  would  be  required  to  use  due 
diligence  in  the  accuracy  of  the  certificates,  and  would  be 
subject  to  penalty  if  the  information  is  found  to  be  incorrect 
and  the  importer  is  found  not  to  have  been  diligent.  Customs 
should  require  these  certificates  to  be  submitted  well  in  advance 
of  the  goods'  physical  arrival  in  the  United  States.   This  would 
give  Customs  time  to  verify  the  visas  without  forcing  a  pile-up 
of  goods  on  the  docks  and  a  delay  in  legitimate  trade. 

(B)  Period  for  Redelivery/Liquidated  Damages:   In 
cases  where  Customs  finds  that  textile/apparel  goods  have  been 
transshipped  but  is  unable  to  prove  intent  or  negligence,  current 
regulations  make  it  difficult  to  impose  a  penalty  if  the 
violation  is  discovered  more  than  30  days  after  Customs  has 
released  the  imported  goods.  Once  the  30  days  have  run,  neither 
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the  exporter  nor  the  importer  is  likely  to  face  sanctions.   Since 
it  normally  takes  Customs  more  than  30  days  to  find  that  products 
have  been  transshipped,  the  30  day  period  is  too  short.   Customs 
should  issue  new  regulations  extending  the  bond  and  re-delivery 
period  to  six  months. 

(C)    Mitigation  Guidelines:   The  Customs  Service's 
guidelines  for  penalties  imposed  pursuant  to  19  U.S.C.  1592 
should  be  modified  to  include  textile  transshipment  as  an 
aggravating  factor.   Under  its  authority  in  19  U.S.C.  1592  and  19 
U.S.C.  1618,  the  Treasury  Department  has  issued  penalty 
guidelines  for  violations  of  Customs  law.   These  guidelines  are 
in  19  C.F.R.  171  Appendix  B.   In  their  current  form,  these 
guidelines  do  not  allow  Customs  to  consider  the  fact  that  an 
importer  is  transshipping  when  Customs  assesses  penalties.   As  a 
result,  the  guidelines  treat  an  importer  who  transships  the  same 
as  an  importer  guilty  of  any  other  negligent  conduct. 
Transshipment  is  deliberate  fraud  and  should  be  a  material  factor 
in  assessing  penalties.  Making  transshipment  an  aggravating 
factor  will  give  Customs  broader  authority  to  bear  down  on 
transshipments  and  raise  the  disincentive  to  shipping  textiles 
illegally  into  our  markets. 

(3)   GATT  Negotiations  and  Textiles/Apparel. 

Members  of  Congress  who  represent  textile 
constituencies  are  more  concerned  about  the  Uruguay  Round  of  GATT 
than  about  NAFTA.  Phasing  out  the  MFA  is  bound  to  be  harmful  to 
textiles  and  apparel;  and  even  if  NAFTA  does  not  lead  to  multiple 
plant  closings  and  job  losses,  a  new  GATT  agreement  will.   The 
United  States  has  already  made  significant  concessions  in  the 
Urucfuay  Round.  These  concessions  go  much  further  than  we  support. 
In  general,  we  would  like  assurances  that  we  will  make  no 
significant  additional  concessions  to  reach  an  agreement  in 
Geneva. 

In  this  connection,  we  make  four  specific  requests: 

First,  if  you  want  support  for  NAFTA  from  members  from 
textile  constituencies,  extend  the  phase-out  of  the  Multifiber 
Arrangement  from  ten  to  15  years.  Fifteen  years  will  give  the 
domestic  industry  time  to  adjust  to  a  wave  of  imports 
unrestrained  by  quotas.   A  number  of  textile  exporting  nations, 
such  as  the  Caribbean  countries,  also  favor  a  15-year  phaseout . 
They  realize  that  it  will  be  hard  for  them  to  compete  in  the  U.S. 
market  against  lower-wage  nations  like  China  once  trade- 
allocation  by  (juotas  is  eliminated. 
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Second,  the  staging  of  tariff  reductions  and  quota 
phase-outs  should  be  gradually  implemented  over  the  entire  phase- 
out  period.   For  quotas,  the  United  States  should  not  agree  to 
lift  restrictions  on  "sensitive  products"  until  the  last  possible 
stage,  preferably  the  last  year  or  two  of  the  phase-out. 
"Sensitive  products"  are  those  whose  import  penetration  levels 
already  exceed  20%  of  domestic  production.  Moreover,  tariff 
reductions  should  be  imposed  gradually  and  equally  over  the 
entire  period  and  not  "front -loaded"  in  the  first  few  years. 

Third,  the  United  States  should  not  take  any  further 
steps  to  reduce  tariffs  beyond  those  recently  reported  to  the 
domestic  industry.   We  understand  that  U.S.  and  European  industry 
recently  discussed  the  tariff  issue  and  concluded  that  their 
differences  are  narrow.   They  are  convinced  that  U.S.  and 
European  negotiators  can  arrive  at  an  agreement  acceptable  to 
both  sides.    Our  government  should  make  no  offer  beyond  the 
levels  European  and  American  industry  have  discussed. 

Fourth,  any  tariff  reductions  and  quota  phase-out 
should  be  directly  linked  to  market -opening  by  textile  exporting 
nations.  For  those  nations  that  keep  their  markets  closed  to  our 
textile  and  apparel  goods,  quota  growth  and  tariff  levels  should 
be  frozen.  In  determining  whether  a  foreign  market  is  open,  we 
should  require  that  the  exporting  nation  has  eliminated  both 
tariff  and  non-tariff  barriers.   For  tariffs,  the  effective  level 
of  market  opening  means  harmonization  at  maximum  bound  levels  of 
7.5%  for  fibers,  10%  for  yarns,  24%-26%  for  fabrics  and  made-up 
products,  and  35%  for  apparel.   While  it  is  difficult  to  measure 
the  removal  of  non-tariff  barriers,  it  is  not  impossible.   One 
yardstick  is  to  ascertain  if  a  nation's  textile  and  apparel 
imports  are  less  than  15%  of  its  exports.   If  imports  are  below 
15%,  it  is  generally  safe  to  conclude  that  its  market  is  not 
open.   GATT  has  always  assumed  that  market  access  opening  on  our 
part  is  linked  to  market  access  on  the  part  of  exporting 
countries.   The  cover  note  (C)  to  the  December  20,  1991  draft 
agreement  states: 

Final  agreement  on  the  attached  draft 
final  act  will  depend  on  substantial  and 
meaningful  results  for  all  parties  being 
achieved  in  the  ongoing  market  access 
negotiations;  this  applies  to  areas  such 
as. .. textiles  and  clothing. 

These  are  not  new  or  unexplored  proposals.  They  have  been 
discussed  for  months  with  the  Commerce  Department,  the  USTR,  the 
Customs  Service,  the  Labor  Department,  and  the  Treasury.   The 
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Committee  for  the  Implementation  of  Textile  Agreements  (CITA)  has 
been  working  on  stronger  rules  to  police  transshipment  since  last 
spring,  and  what  we  propose  is  only  a  small  part  of  what  CITA  has 
under  consideration. 

Commitments  from  your  Administration  on  these  issues  of 
importance  to  the  textile/apparel  industry  would  help  decide  our 
vote  on  NAFTA  and  could  influence  the  vote  of  other  Members  with 
textile  and  apparel  constituencies.  Copies  of  this  letter  are 
going  to  cabinet  members  with  jurisdiction  in  these  matters.   We 
look  forward  to  your  response. 


Respectfully, 


John   M .    Spr/t t , 


Marilyn  K.oyd  a       ' 


W.G.    Hefner 


I  Howard  Coble 


Herbert  <1.  Bateman 


Blanche  M.  Lambert 


Nathan  Deal 


cc:   The  Honorable  Lloyd  Bentsen 
Secretary  of  the  Treasury 

The  Honorable  Ronald  H.  Brown 
Secretary  of  Commerce 

The  Honorable  Robert  B.  Reich 
Secretary  of  Labor 

The  Honorable  Michael  Kantor 
United  States  Trade  Representative 


The  Honorable  George  J.  Weise 
Commissioner  of  Customs 


342 

Mr.  ViSCLOSKY.  Also  I  am  pleased  that  our  former  colleague,  Mr. 
Coleman,  has  rejoined  us  today  on  the  subcommittee.  It  is  my  un- 
derstanding that  one  Member  of  the  Minority  side  will  also  be  with 
us. 

But  Mr.  Noble,  if  you  would  care  to  proceed,  that  would  be  fine. 

Mr.  Noble.  Thank  you.  I  would  also  like  an  opportunity  to  have 
my  fully  prepared  written  statement  made  part  of  the  record. 

Mr.  ViSCLOSKY.  That  would  be  fine. 

Mr.  Noble.  Good  morning.  With  me  today  I  have  Commissioner 
George  Weise,  Commissioner  of  Customs,  and  to  my  right.  Assist- 
ant Secretary  George  Munoz  of  the  Department  of  the  Treasury. 

THE  MISSION  OF  CUSTOMS 

As  you  know,  sir,  the  Customs  Service  is  responsible  for  enforc- 
ing over  400  Federal  laws  and  regulations,  a  myriad  of  trade,  trade 
fraud,  drug  interdiction,  export  technologies,  and  money  launder- 
ing. 

Money  laundering  accounts,  at  least  according  to  Customs'  esti- 
mates, for  $300  billion  in  annual  lost  revenue  internationally  and 
$110  billion  domestically. 

The  Treasury  Department  has  made  the  international  front  a 
priority,  thereby  ensuring  that  our  efforts  are  well  coordinated,  not 
just  within  the  United  States  but  also  abroad. 

Last  year  Customs  moved  over  $550  billion  worth  of  merchan- 
dise, collected  over  $21  billion  in  duties,  taxes  and  fees,  processed 
over  451  million  travelers,  was  responsible  for  protecting  7,000 
miles  of  the  U.S.  land  border,  and  serviced  300  ports  of  entry. 

As  the  Assistant  Secretary  for  Enforcement,  my  goals  for  Cus- 
toms are  to  ensure  that  there  are  balanced  programs  in  the  area 
of  enforcement  and  commercial  operations,  to  ensure  that  Customs 
remains  both  strong  yet  flexible.  It  is  very  important  toward  that 
end  that  Customs  continue  its  cooperation  with  DEA. 

Currently,  Commissioner  Weise  and  I,  and  the  acting  adminis- 
trator for  DEA,  are  embarking  on  a  course  to  coordinate  Customs' 
ability  to  do  anti-smuggling  cases  at  the  border.  Customs  has  au- 
thority under  Title  21  and  we  are  working  with  DEA  to  get  Cus- 
toms independent  authority  for  its  anti-smuggling  mission. 

As  you  know,  the  1995  budget  for  Customs  is  $1,483  billion  and 
accounts  for  about  17,555  FTEs.  There  are  four  critical  initiatives. 
One  in  the  area  of  upgrading  Customs'  automated  commercial  sys- 
tem, second  in  the  area  of  NAFTA/textile  enforcement,  third  in  the 
area  of  the  trade  enforcement  strategy,  and  fourth  in  the  area  of 
improving  internal  controls. 

Now,  with  the  streamlining  that  is  going  on  in  the  Federal  Gov- 
ernment, Customs  is  doing  its  share  and  there  have  been  signifi- 
cant reductions  in  the  air  and  marine  programs  in  the  neighbor- 
hood of  $16.4  million  and  217  FTEs. 

The  administration  is  still  committed  to  a  very  strong  interdic- 
tion effort.  We  believe  that  streamlining  our  efforts  enables  us  to 
consolidate  administrative  operational  functions,  reduce  the  service 
hours  of  the  pilots  and  other  staff,  and  reduce  the  actual  air  and 
marine  fleet. 
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As  you  know,  transhipment  of  textiles  has  been  a  priority  of  the 
administration  and  the  Commissioner  of  Customs.  A  budget  in- 
crease in  that  area  will  enable  us  to  thwart  unfair  trade  practices. 

George  Weise's  previous  experience  on  the  Hill  has  helped  move 
the  Customs  Modernization  Act  through  the  Congress.  We  are  in 
the  process  of  implementing  it. 

Another  area  I  would  like  to  close  with  is  Customs  reorganiza- 
tion. The  Commissioner  has  directed  that  Mike  Lane,  the  Deputy 
Commissioner  of  Customs,  take  on  a  very  significant  project  and 
that  is  to  see  whether  there  is  a  way  to  make  substantial  and  sig- 
nificant reductions  in  the  administrative  overhead  of  Customs 
while  not  reducing  all  the  services  provided  to  customers  and  with- 
out reducing  the  significant  enforcement  of  Federal  law. 

In  short,  I  am  very  proud  of  the  work  of  Commissioner  Weise, 
very  proud  of  the  work  of  the  men  and  women  of  the  Customs 
Service,  and,  at  this  point,  I  would  like  to  ask  the  Commissioner 
to  make  some  introductory  remarks. 

[TTie  prepared  statement  follows:] 
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statement  of  Ronald  K.  Noble 

Assistant  Secretary 
(Enforcement) 

Appropriation  Hearing  with  the  U.S.  Customs  Service 

Before  the  House  Committee  on  Appropriations 

Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 

March  1,  1994 

Mr.  Chairman  and  Members  of  the  Committee,  it  is  a  pleasure 
to  be  before  you  today  to  present  the  FY  199  5  resource 
requirements  for  the  United  States  Customs  Service.   With  me 
today  are  George  J.  Weise,  Commissioner  of  Customs,  and  memisers 
of  his  staff. 

In  1994,  the  Customs  mission  continues  to  grow  in  complexity 
and  scope.   Customs  continues  to  pursue  its  enforcement  mission, 
to  enforce  more  than  400  federal  laws  and  regulations  pertaining 
to  trade  and  trade  fraud;  interdiction  of  narcotics  and  other 
contraband;  illegal  export  of  critical  technologies;  and 
disruption  of  money-laundering  operations  which  are,  in  many 
cases,  rooted  in  the  deep  undergrowth  of  international  criminal 
activity.   It  is  estimated  that  almost  $300  billion  is  laundered 
internationally  every  year;  in  the  U.S.  the  figure  tops  $110 
billion. 
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One  of  our  responses  at  Treasury  has  been  an  active 
involvement  with  the  Financial  Action  Task  Force  (FATF) .   As  the 
Assistant  Secretary  for  Enforcement,  I  have  had  the  honor  to  head 
the  U.S.  delegation  to  the  FATF,  which  also  includes 
representatives  from  the  Departments  of  Justice  and  State.   As  a 
FATF  member,  I  intend  to  examine  resources  at  our  disposal  within 
the  Department  of  the  Treasury.   I  further  intend  to  ask  for  the 
cooperation  of  the  Customs  Service  in  the  construction  of  an  even 
greater  assault  in  the  campaign  against  money  laundering. 

The  "other  side"  of  our  Customs  mission  is  equally  important 
to  our  enforcement  responsibility.   Customs  is  primarily 
accountable  for  screening  the  commercial  movement  of  cargo  and 
passengers  into  the  United  States.   Last  year.  Customs  moved  more 
than  $550  billion  worth  of  merchandise  across  our  borders, 
collected  over  $21  billion  in  duties,  taxes  and  fees,  and 
processed  more  than  451  million  travellers  into  the  United 
States.   On  a  daily  basis — 24  hours  a  day — Customs  has  to  ensure 
that  its  inspectors,  investigators,  and  agents  are  on  the  job, 
covering  over  7,000  miles  of  land  border  and  servicing  300  ports- 
of -entry.   Given  the  growing  number  of  trade  agreements  and 
increasing  regional  cooperation,  we  can  only  expect  the 
commercial  and  enforcement  challenges  to  grow  for  Customs,  both 
in  terms  of  their  importance  and  difficulty. 

The  goal  of  the  Department  of  the  Treasury  is  to  ensure  that 
Customs  remains  strong  and  flexible  enough  to  meet  all  of  the 
challenges  its  dual  mission  invites.   Aaongst  other  things,  this 
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means  I  am  personally  committed  to  facilitating  cooperation 
between  Customs  and  the  Drug  Enforcement  Administration.   By 
emphasizing  strength  and  flexibility,  each  bureau  would  be  able 
to  better  respond  to  unique  opportunities  and  challenges. 
Customs  and  the  Department  of  Treasury  are  able  to  mount  rapid 
and  joint  responses  because  of  our  willingness  to  pursue 
innovative  solutions  to  difficult  problems. 

During  FY  1994,  we  must  continue  maintaining  a  proper 
balance  between  our  commercial  and  enforcement  mandates,  and,  in 
FY  1995,  pursue  creative,  innovative  ways  of  ensuring  that  these 
mandates  produce  complementary,  rather  than  competing,  goals  and 
operational  strategies. 

We  believe  the  best  way  to  accomplish  this  objective  is  to 
look  to  the  needs  of  our  customers.   By  definition,  our 
operational  goals  must  be  customer-driven;  to  conduct  business 
otherwise,  or  to  allow  Customs  to  be  driven  by  bureaucratic 
priorities  that  fail  to  highlight  "customer-service"  would  be 
disastrous  for  Customs,  the  trade  community,  U.S.  industry,  and 
the  other  Government  agencies  that  depend  on  Customs  to  implement 
their  obligations  to  the  public. 

The  FY  1995  budget  request  for  the  Customs  Service  totals 
$1,482,780,000  and  17,555  full-time  equivalent  (FTE)  position*. 
Very  importantly,  this  budget  request  will  make  possible  four 
critical  new  initiatives  that  we  believe  are  imperative  to  the 
Agency's  ability  to  meet  its  customers'  needs  during  the  coming 
years.   These  initiatives  will  finance  and  upgrade  Customs' 
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automated  systems,  increase  staffing  in  the  area  of  trade 
enforcement  to  help  fulfill  the  Administration's  commitment  to 
Congress  for  enforcement  of  the  NAFTA  and  other  trade  agreements, 
and  enable  Customs  to  improve  financial  management  accountability 
and  control. 

This  budget  also  contains  some  reductions  to  the  Customs  Air 
and  Marine  programs.   I  want  to  assure  you,  however,  that  the 
Administration  has  no  intention  of  walking  away  from 
interdiction.   Our  budget  request  proposes  to  maintain  the  most 
proven  and  effective  aspects  of  our  interdiction  efforts  while 
reallocating  some  counter-drug  resources  to  fund  other  worthwhile 
programs,  including  eradication  in  source  countries  and  education 
here  at  home.   Customs  interdiction  infrastructure,  however,  will 
remain  intact.   We  believe  that  it  is  possible  to  streamline  our 
interdiction  efforts,  by  consolidating  administrative  and 
operational  functions,  reducing  service  hours,  and  reducing 
aircraft  and  marine  fleet  size,  without  diminishing  the  core 
effectiveness  of  these  programs.   In  short.  Customs  will  retain 
its  present  ability  to  respond  to  the  serious  threat  illegal 
narcotics  continue  to  pose  to  the  public  health  and  safety  of  th« 
United  States. 

Another  enforcement  area  we  expect  to  be  of  significant 
concern  to  Customs  in  FY  1995  is  coHnercial  fraud,  especially  the 
transshipment  of  textiles.   Before  the  passage  of  the  NAPTA, 
transshipment  of  textiles  already  posed  a  top  criminal 
enforcement  concern,  and  this  Adainistration  has  continued  to  set 
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textile  transshipment  as  an  enforcement  priority.   Consequently, 
this  budget  includes  an  initiative  that  would  provide  additional 
funding  directed  toward  the  identification  and  prevention  of 
textile  transshipment  and  other  illegal  trading  practices. 
Customs  "jump  teams"  are  a  key  component  of  this  initiative.   We 
believe  that  the  additional  support  for  a  multi-disciplinary 
approach  to  this  longstanding  problem  should  finally  provide 
Customs  with  the  powerful  enforcement  capability  it  needs  to 
effectively  combat  textile  transshipment. 

With  the  recently  passed  Customs  Modernization  Act,  the 
Customs  Service  now  has  the  authority  to  use  fully  all  the 
strategic  advantages  that  automation  offers.   In  1994,  Customs 
can  finally  bring  its  commercial  operations  in  line  with  current 
business  practices,  and  act  on  its  commitment  to  identifying  and 
meeting  the  needs  of  its  customers. 

As  you  are  aware,  there  is  also  a  reorganization  and 
re-engineering  task  force  working  within  Customs  at  the  present 
time.   The  goal  of  this  task  force  is  to  study  and  to  reassess 
the  core  processes  and  internal  structure  of  the  Customs  Service 
with  an  emphasis  toward  identifying  and  strengthening  those 
processes  that  would  advance  Customs  basic  mission.   At  the  same 
time,  the  reorganization  task  force  is  assessing  the 
appropriateness  of  eliminating  or  streamlining  operational 
processes  and  management  structures  whose  functions  are  no  longer 
directly  supportive  of  Customs  mission. 
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In  summary,  we  are  all  proud  of  the  contribution  Customs 
continues  to  make  to  this  nation,  and  we  remain  ever  mindful  of 
the  fact  that  only  with  the  continued  support  of  this  Committee 
and  the  Congress  has  Customs  been  able  to  reach  its  goals. 

With  its  special  abilities  and  unique  presence  as  the 
Nation's  primary  border  agency,  I  am  confident  Customs  will  meet 
the  challenges  ahead  as  we  enter  the  next  century.   We  believe 
Customs  is  effectively  poised  to  contribute  to  the  national  goals 
of  ensuring  fairness  in  international  competition,  improving  the 
economy,  reducing  the  deficit,  and  providing  for  the  protection 
of  the  environment  and  the  health  and  safety  of  the  American 
people. 

With  your  permission,  Mr.  Chairman,  now  I  would  like  to  ask 
Commissioner  Weise  to  describe  in  more  detail  those  goals  and 
strategies  we  see  forthcoming  in  FY  1995;  after  which,  we  would 
be  pleased  to  answer  any  questions  you  or  members  of  your 
Subcommittee  may  have. 

Thank  you. 
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RONALD  K.  NOBLE 
ASSISTANT  SECRETARY  OF  THE  TREASURY  FOR  ENFORCEMENT 


Ronald  K.  Noble  was  sworn  into  office  as  Assistant  Secretary  of  the  Treasury  for 
Enforcement  on  May  4,  1993. 

As  Assistant  Secretary  for  Enforcement,  Noble  oversees  all  Treasury  law  enforcement 
bureaus  and  offices,  including  the  Customs  Service,  the  Secret  Service,  the  Bureau  of 
Alcohol,  Tobacco  and  Firearms  ("ATF"),  the  Federal  Law  Enforcement  Training  Center 
("FLETC"),  the  Financial  Crimes  Enforcement  Network  ("FinCEN"),  the  Office  of  Financial 
Enforcement,  the  Office  of  Foreign  Asset  Control  ("OFAC")  and  the  Office  of  Asset 
Forfeiture.    He  also  has  policy  oversight  responsibility  for  the  Criminal  Investigation 
Division  of  the  Internal  Revenue  Service.    He  is  responsible  for  Treasury  law  enforcement 
direction  and  policy  communication  with  other  U.S.  government  departments  on  these 
matters.    This  includes  the  suppression  of  narcotics  and  dangerous  drug  smuggling, 
monitoring  the  movement  of  large  amounts  of  currency  in  and  out  of  financial  institutions, 
implementing  U.S.  government  embargo  programs,  enforcing  tariff  and  trade  regulation, 
protecting  the  President,  the  Vice  President  and  visiting  heads  of  state  and  collecting  excise 
taxes  on  regulating  trade  in  tobacco,  alcohol  and  firearms. 

In  his  capacity  as  the  Assistant  Secretary  and  at  the  direction  of  Secretary  of  the 
Treasury  Lloyd  Bentsen,  Noble  already  has  conducted  a  comprehensive  review  of  ATF's 
investigation  of  Vernon  Howell,  a/k/a/  "David  Koresh,"  and  his  Branch  Davidian  followers, 
which  culminated  in  the  unsuccessful  raid  of  Koresh's  compound  near  vVaco,  Texas. 

From  1989  until  he  was  appointed  Assistant  Secretary,  Noble  was  associate  professor 
of  law  at  the  New  York  University  School  of  Law.    Noble  also  spent  a  year  as  a  Deputy 
Assistant  Attorney  General  and  Special  Counsel  in  the  U.S.  Department  of  Justice  in 
Washington. 

Noble  served  as  an  Assistant  United  States  Attorney  in  the  Eastern  District  of 
Pennsylvania   from  1984  to  1988.   In  this  position,  he  successfully  prosecuted  the  largest 
public  corruption  case  in  the  history  of  Philadelphia.    It  involved  the  Roofers  Union,  various 
judges,  police  officers  and  other  public  officials.    He  also  successfully  prosecuted  a  cocaine 
conspiracy  of  80  defendants  who  sold  $50  million  worth  of  cocaine  a  year.    In  1988,  he 
received  the  Superior  Performance  Award  from  the  Director  of  the  Executive  Office  for 
United  States  Attorneys. 

Prior  to  serving  as  an  Assistant  United  States  Attorney,  Noble  spent  two  years  as 
senior  law  clerk  for  the  Honorable  A.  Leon  Higginbotham,  Jr.,  United  States  Court  of 
Appeals  for  the  Third  Circuit  in  Philadelphia. 

Noble  received  a  J.D.  from  Stanford  Law  School  where  he  served  as  Articles  Editor 
of  the  Stanford  Law  Review  and  president  of  the  class  of  1982.  He  earned  a  B.A.  from  the 
University  of  New  Hampshire.    Noble,  37,  was  bom  in  Ft.  Dix,  New  Jersey. 
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Mr.  VisCLOSKY.  Is  it  a  coincidence  that  you  are  a  Maryland  Uni- 
versity Law  grad  and  find  yourself  here  today? 

Mr.  Weise.  Purely  a  coincidence.  Mr.  Chairman,  it  is  a  real 
pleasure  for  me  to  be  here  today  to  make  my  first  appearance  as 
the  Commissioner  of  Customs  before  the  Treasury,  Postal  Service, 
and  Greneral  Government  Subcommittee. 

As  Assistant  Secretary  Noble  mentioned,  I  have  spent  some  time 
here  on  Capitol  Hill — spent  the  prior  nine  years  before  assuming 
this  position  working  for  the  authorizing  committee  for  the  Cus- 
toms Service,  the  House  Ways  and  Means  Committee — where  I 
have  had  the  opportunity  to  work  with  many  of  you  and  your  staff. 

I  have  always  had  great  admiration  for  the  work  that  has  been 
done  here,  and  I  know  that  all  of  us  had  the  same  goal  in  mind 
and  that  is  to  help  improve  the  effectiveness  of  the  Customs  Serv- 
ice, and  for  me  it  comes  as  a  particularly  great  pleasure.  Not  only 
was  I  a  University  of  Maryland  Law  School  graduate,  but  while  at- 
tending law  school  at  the  University  of  Maryland,  I  was  a  Customs 
import  specialist  by  day,  so  from  1972  to  1975,  I  actually  was  one 
of  the  front-line  import  specialists  who  was  dealing  with  three 
rather  sensitive  articles  of  trade  that  continue  to  be  problems 
today.  I  spent  one  year  in  textiles,  one  year  in  steel  and  one  year 
in  automobiles,  so  I  bring  a  little 

Mr.  VisCLOSKY.  You  just  endeared  yourself  to  me  with  the  steel. 
I  thought  you  were  going  to  tell  me  you  interned  for  Mr.  Hoyer. 

Mr.  Weise.  It  is  not  a  coincidence  that  I  happened  to  mention  my 
experience  in  steel.  But  I  really  feel  that  for  me  to  assume  this  po- 
sition as  Commissioner  of  Customs  with  the  background  of  having 
spent  my  formative  years,  shall  we  say,  of  my  career  in  this  agency 
and  having  spent  the  last  nine  years  very  much  engaged — involved 
in  issues  affecting  the  Customs  Service — for  me  it  is  a  wonderful 
opportunity  to  go  back  and  lead  the  agency  that  I  have  cared  deep- 
ly about  as  have  all  of  you. 

Like  Assistant  Secretary  Noble,  I  would  ask  that  my  complete 
statement  be  made  a  part  of  the  record,  and  I  would  just  like  to 
take  this  opportunity  to  talk  to  you  a  bit  about  some  of  the  initia- 
tives that  we  have  been  undertaking  in  the  course  of  the  last  year 
and  some  of  the  important  challenges  that  we  will  be  facing  in  the 
year  ahead. 

CUSTOMS  FY  1995  BUDGET  REQUEST 

First  of  all,  as  Assistant  Secretary  Noble  mentioned,  we  feel  that 
the  budget  request  for  fiscal  year  1995  for  the  Customs  Service  is 
a  very  responsible  budget.  We  have  requested  $1,483  billion  and 
17,555  full-time  equivalent  positions.  These  numbers  represent  an 
increase  of  $28.7  million  over  our  fiscal  year  1994  budget. 

We  in  Customs  recognize  that  this  is  a  time  of  shrinking  budgets. 
We  have  been  given  the  opportunity  to  have  an  increase  in  our 
budget  in  this  budgetary  environment,  and  we  are  very  grateful  to 
the  Administration  and  the  people  who  helped  put  this  together. 

We  have,  however,  as  Mr.  Noble  indicated,  taken  some  sacrifices. 
We  have  an  overall  decrease  in  the  number  of  full-time  equivalent 
positions  by  129  from  our  fiscal  year  1994  levels.  We  have  four  very 
significant  initiatives  that  I  think  are  going  to  help  us  achieve  the 
goal  of  making  this  a  more  effective  Customs  Service. 
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The  total  for  the  four  initiatives  is  about  $52.6  million  and  198 
full-time  equivalent  positions.  Of  these  four  initiatives,  one  relates 
to  our  redesign  of  our  ACS  system  which  is  our  fundamental  com- 
puter system.  Over  10  years  old  now,  it  is  in  dramatic  need  of  re- 
vamping in  order  to  meet  the  challenges  of  the  Customs  Mod- 
ernization Act,  NAFTA,  and  all  of  the  new  responsibilities  that  we 
now  have. 

We  have  another  initiative  dealing  with  NAFTA — textile  enforce- 
ment— which  obviously  is  very  important  to  Members  of  this  com- 
mittee. We  have  a  trade  enforcement  strategy  and  we  have  a  finan- 
cial management  improvement  initiative.  Those  four  total  $52.6 
million. 

We  also  had  to  tighten  our  belts  a  bit.  As  Assistant  Secretary 
Noble  mentioned,  we  have  taken  basically  a  25  percent  reduction 
in  our  overall  air  program  and  roughly  a  50  percent  reduction  in 
our  marine  program.  Again,  I  would  be  happy  to  answer  any  ques- 
tions about  the  budget,  but  we  feel  it  is  a  fiscally  responsible  budg- 
et that  will  give  us  the  necessary  resources  to  do  the  job  that  we 
feel  you  want  us  to  do. 

RECE>Pr  ACCOMPLISHMENTS  OF  CUSTOMS 

I  would  like  to,  if  I  could  for  a  moment,  Mr.  Chairman,  just  look 
back  on  the  past  year  and  talk  about  some  of  the  things  that  we 
have  been  engaged  in  and  some  of  our  accomplishments  and  then 
look  a  little  bit  to  the  future  and  some  of  the  challenges  that  lie 
ahead  and  then  be  glad  to  answer  any  questions. 

First  of  all,  I  think  that  we  have  had  an  awful  lot  of  change  oc- 
curring in  the  Customs  Service  over  the  course  of  the  last  nine 
months  since  I  took  over  as  Commissioner.  During  that  period,  we 
have  tried  very  hard  to  keep  our  eye  on  the  ball  and  continue  to 
carry  out  our  important  enforcement  mission.  Faced  with  increas- 
ing volumes  of  trade  and  passengers,  we  did  contribute  $21.6  bil- 
lion of  revenues  to  the  general  Treasury. 

While  doing  this,  we  implemented  fully  our  five-year  plan  initia- 
tive which  sets  forth  four  very  important  priorities  to  the  Customs 
Service.  It  sets  goals  and  objectives  and  targets  on  how  we  can  do 
this  job  effectively,  and  that  deals  with  trade  enforcement,  narcot- 
ics enforcement,  money  laundering,  and  outbound  enforcement. 

All  of  those  were  specifically  identified  in  our  five-year  plan  with 
specific  goals  and  objectives — how  we  can  measure  our  results  and 
do  better.  I  am  very  pleased  that,  even  though  we  have  been  deal- 
ing with  a  good  deal  of  change  within  our  organization — a  lot  of 
anxiety  about  the  reorganization  effort,  which  I  will  be  talking 
about  in  a  few  moments — I  feel  that  we  have  been  effectively  carry- 
ing out  our  responsibilities  in  those  four  very  important  areas. 

CUSTOMS  MODERNIZATION  ACT  IMPLEMENTATION 

In  terms  of  the  change,  we  were  successful,  as  Assistant  Sec- 
retary Noble  indicated,  and  thanks  very  much  to  all  of  you  in  see- 
ing the  Customs  Modernization  Act  enacted  into  law  as  part  of  the 
NAFTA  implementing  bill.  This  is  something  that  is  going  to  allow 
us  to  be  much  more  efficient  and  effective  in  the  future  and  to  be 
able  to  deal  with  in  an  environment  of  shrinking  resources  more 
effectively. 
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We  think  that  as  we  move  to  full  implementation  of  the  Customs 
Modernization  Act,  we  will  be  able  to  do  our  job,  more  effectively 
than  we  can  do  it  today,  but  do  it  with  potentially  fewer  resources 
or  at  least  maintain  stable  resources  in  an  environment  of  growing 
trade.  This  will  ultimately  allow  us  to  get  a  lot  of  the  paper  out 
of  the  process  and  allow  our  computers  to  interface  directly  with 
the  computers  of  the  importing  public,  and  will  create  tremendous 
efficiencies  for  us. 

In  addition  to  the  efficiencies  and  the  facilitation  it  will  provide, 
it  will  also  allow  us  to  be  more  effective  in  our  enforcement.  Be- 
cause of  the  recognition  that  we  will  be  going  to  more  of  a  com- 
puter interface,  the  Customs  Modernization  Act  provides  specific 
recordkeeping  requirements  for  those  that  bring  merchandise  into 
this  country. 

So  all  the  folks  in  the  importing  chain  from  the  importers  and 
shippers  to  the  brokers  have  a  specific  requirement  in  the  Customs 
Modernization  Act  to  maintain  adequate  records — to  substantiate 
all  of  their  transactions — and  if  they  do  not  maintain  those  records, 
there  is  a  provision  in  the  Customs  Modernization  Act  which  actu- 
ally provides  for  penalties  for  failure  to  maintain  those  records.  We 
feel  it  is  a  good  balance  between  facilitation  and  enforcement. 

Another  important  congressional  initiative  that  I  would  like  to 
thank  you  for,  Mr.  Chairman,  as  well  as  the  entire  subcommittee 
and  committee — as  most  of  you  are  aware,  over  the  last  five  or  six 
years  our  annual  appropriations  bill  had  a  specific  provision  in  it 
that  in  effect  prohibited  the  Customs  Service  from  stud3dng  our  or- 
ganizational structure  even  with  a  view  towards  trying  to  stream- 
line and  improve  our  operations. 

I  am  very  grateful  that  the  Appropriations  Committee  in  its  wis- 
dom was  willing  to  drop  that  from  the  supplemental  appropriations 
bill,  which  set  the  foundation  for  us  to  be  able  to  do  the  reorganiza- 
tion study  Assistant  Secretary  Noble  mentioned  that  Mike  Lane  is 
setting  up. 

In  just  a  few  minutes  I  would  like  to  spend  a  little  time  giving 
you  a  status  report  on  where  we  are  in  that  reorganization  effort, 
but  when  I  discussed  with  a  number  of  Members  of  this  committee 
and  the  Senate  appropriation  committees  my  desire  to  get  this  pro- 
vision removed  so  that  we  could  do  a  comprehensive  study  of  our 
organization,  I  made  it  clear  that  we  understood  the  sensitivities 
involved  whenever  you  tackle  a  major  initiative  such  as  this,  and 
the  sensitivities  involved  in  Customs  offices  wherever  they  are  lo- 
cated throughout  the  country.  I  made  a  pledge  and  I  will  fulfill  that 
pledge  that  before  we  move  to  make  any  changes  in  our  organiza- 
tional structure  we  are  going  to  make  sure  that  we  have  worked 
very  closely  with  the  local  communities  that  potentially  will  be  im- 
pacted by  any  changes  in  our  organization  structure,  as  well  as 
meeting  with  the  Representatives  and  Senators  from  the  various 
districts  that  could  potentially  be  impacted. 

We  are  going  to  fulfill  that  commitment  and  as  I  describe  the  ac- 
tions we  have  taken  on  reorganization  in  a  few  minutes,  I  hope  you 
will  find  that  has  been  the  case. 
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COOPERATION  BETWEEN  CUSTOMS  AND  OTHER  AGENCIES 

I  would  like  to  spend  a  few  moments  to  talk  about  some  of  the 
things  we  have  been  attempting  to  accomplish  in  the  course  of  the 
last  year  in  the  overall  theme  of  trying  to  provide  greater  coopera- 
tion between  the  Customs  Service  and  the  agencies  that  we  inter- 
act with. 

I  must  say  that  much  of  this  has  been  possible  because  of  the 
leadership  of  Assistant  Secretary  Noble  in  a  whole  range  of  areas. 
He  already  alluded  to  the  cooperation  between  Customs  and  DEA 
and  the  FBI.  That  is  one  issue  that  is  not  complete,  but  I  think 
that  we  are  seeing  better  cooperation  not  only  between  those  agen- 
cies, but  I  think  in  general  between  overall  Treasury  law  enforce- 
ment and  Justice  law  enforcement  than  we  have  ever  seen  before, 
and  I  think  a  lot  of  this  is  as  a  result  of  Assistant  Secretary  Noble's 
leadership. 

We  have  been  tr3dng  very  hard  to  work  together,  and  I  think 
that  you  have  seen  efforts  in  the  past  that  we  have  tried  to  work 
together  and  it  hasn't  really  been  very  effective.  But  I  think  we 
have  good  environment  now,  both  through  the  departmental  level, 
but  I  also  think  from  the  President  on  down.  We  are  clearly  in  an 
environment  where  the  entire  Federal  Government  is  facing  the 
prospect  of  a  reduction  in  the  Federal  work  force  of  252,000  people. 
We  have  to  work  better  together  or  we  are  not  going  to  get  the  job 
done,  and  in  the  area  of  what  we  are  trying  to  accomplish  in  terms 
of  our  law  enforcement,  there  is  an  initiative  that  we  are  attempt- 
ing to  resolve  that  may  ultimately  become  a  legislative  initiative, 
so  I  just  bring  it  to  your  attention. 

The  narcotics  work  that  the  Customs  Service  does  today  is  basi- 
cally done  as  a  result  of  a  so-called  cross  designation  under  Title 
21  of  our  laws  by  the  Administrator  of  the  Drug  enforcement  Ad- 
ministration. This  has  been  something  that  has  been  renewed  peri- 
odically over  the  years,  and  basically  it  is  somewhat  unsatisfactory 
from  Customs'  standpoint  because  only  a  certain  number  of  our 
agents  are  specifically  designated  to  be  able  to  do  investigations  re- 
lating to  narcotics  smuggling. 

We  faced  a  situation  just  before  outgoing  Director  Rob  Bonner 
left  as  Administrator  of  DEA  where  we  had  a  very  difficult  time  ex- 
tending this  cross  designation  because  there  were  some  issues  that 
were  on  the  table  where  DEA  wanted  to  bring  Customs  agents 
under  their  direct  supervision  and  control  and  locate  them  where 
DEA  agents  are  located. 

We  felt  this  was  very  unsatisfactory  and  we  are  now  pursuing  an 
initiative  through  the  Administration  where  we  feel  that  the  most 
effective  way  to  have  cooperation  in  law  enforcement  is  to  recognize 
the  Customs  Service  for  the  traditional  anti-smuggling  mission 
that  we  have  had  throughout  our  existence  that  relates  to  all  prod- 
ucts that  are  smuggled  across  our  border — to  have  the  same  au- 
thorities for  narcotics  smuggling  as  we  do  have  for  those  others — 
and  under  Assistant  Secretary  Noble's  leadership,  we  are  trying 
very  hard  to  reach  a  consensus  within  the  administration  to  have 
a  blanket  cross  designation  of  our  Customs  agents  under  Title  21 
or  as  an  alternative,  to  amend  Title  18,  which  is  our  parent  anti- 
smuggling  statute — to  provide  the  same  parallel  authority  so  that 
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we  will  be  able  to  fully  carry  out  our  important  responsibilities  in 
the  narcotics  area. 

In  the  whole  spirit  of  cooperation  we  have  done  some  things  that 
I  am  particularly  proud  of.  One  is  on  our  export  enforcement.  We 
have  overlapping  responsibility  with  the  Department  of  Commerce 
to  enforce  the  export  control  laws  and  all  of  the  export  laws  that 
are  designed  to  make  sure  that  products  that  are  exported  are  au- 
thorized to  be  exported  and  to  keep  nuclear  weapons 

Mr.  VISCLOSKY.  Let  me  just  interrupt.  When  you  talk  about  out- 
bound, that  is 

Mr.  Weise.  Yes,  that  is  exactly  what  we  are  referring  to.  We 
have  been  trying,  we  as  the  Customs  Service,  for  more  than  10 
years  to  get  the  Commerce  Department  to  share  with  us  the  data 
on  their  computer  that  is  provided  when  potential  exporters  seek 
an  export  license  to  export  a  particularly  sensitive  product. 

We  have  been  unsuccessful  for  more  than  10  years  in  getting 
that  information,  notwithstanding  the  fact  that  on  several  occa- 
sions the  Congress  has  practically  ordered  them  to  do  so. 

One  of  the  problems  that  we  have  had  in  trying  to  achieve  that 
cooperation  is  that  the  Customs  Service  and  Treasury  Department 
I  guess  in  the  past  have  basically  had  a  two-pronged  agenda.  One, 
they  wanted  to  get  the  data,  and  two,  they  wanted  to  take  over  full 
responsibility  of  export  controls  and  put  Commerce  out  of  business. 

We  clearly  recognized  within  the  Treasury  Department  and  Cus- 
toms that  that  was  an  approach  that  wasn't  getting  us  very  far  and 
we  began  to  try  to  work  to  see  if  we  can't  use  our  resources  in  com- 
bination with  one  another  to  have  more  effective  enforcement  of 
our  export  control  laws.  As  a  consequence  of  that  kind  of  approach, 
after  several  months  of  hard  negotiating,  we  reached  a  Memoran- 
dum of  Understanding  with  the  Department  of  Commerce  where 
we  now  are  getting  that  data  and  we  are  now  working  more  coop- 
eratively. 

We  feel  in  the  Customs  Service  that,  with  this  data,  we  can  do 
a  much  more  effective  job  of  carrying  out  the  export  control  respon- 
sibilities 2Lnd  ultimately,  if  decision  makers  and  policy-makers 
down  the  road  want  to  look  at  the  almost  2,400  agents  that  the 
Customs  Service  has,  not  all  dedicated  to  outbound,  but  a  good  por- 
tion of  them  have  this  as  an  important  part  of  their  responsibil- 
ities, and  then  look  at  the  60  agents  that  the  Commerce  Depart- 
ment has,  I  think  you  can  see  that  there  isn't  a  need  for  one  to 
take  over  the  other.  They  can  cooperate  together. 

If  down  the  road  other  people  want  to  talk  about  one  taking  over 
the  other,  what  I  have  said  as  an  objective  for  Customs  is  we  are 
going  to  demonstrate  our  effective  enforcement  of  those  statutes 
that  we  are  doing  the  best  job  at  it,  but  doing  it  in  cooperation  with 
the  Commerce  Department.  So  I  am  very  proud  of  that  one. 

I  want  to  touch  on  a  few  others  very  quickly.  We  have  entered 
into  a  Memorandum  of  Understanding  with  the  Committee  for  Im- 
plementation of  Textile  Agreements,  CITA,  which  I  think  again  is 
a  demonstration  that  we  are  working  very  closely  together  on  the 
very  important  issue  of  enforcing  textile  agreements  and  dealing 
with  the  issues  of  transshipments.  We  are  providing  information  to 
the  CITA  as  early  as  we  possibly  can.  In  light  of  how  often  informa- 
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tion  is  desired  as  a  result  of  investigations  that  are  ongoing,  this 
information  is  somewhat  sensitive. 

We  are  absolutely  committed  as  an  agency  and  will  be  working 
very  closely  with  the  Immigration  and  Naturalization  Service  to  try 
to  demonstrate  that  we  can  work  effectively  together.  I  am  sure  all 
of  you  have  been  aware  that  there  has  been  criticism  in  the  past, 
both  through  Greneral  Accounting  Office  reports  and  recently  the 
National  Performance  Review,  the  Vice  President's  initiative,  has 
brought  us  once  again  under  criticism  that  we  don't  work  as  well 
as  we  can  together. 

There  is  dual  management,  particularly  along  the  Southwest  bor- 
der. We  have  a  number  of  important  initiatives  that  we  are  trying 
to  insure  that  thds  issue  is  no  longer  going  to  be  considered  to  be 
a  problem. 

Commissioner  Meissner  of  the  INS  and  I  are  planning  in  the 
very  near  term  to  visit  the  Southwest  border  together  to  dem- 
onstrate our  commitment  at  the  top  of  the  organizations  that  this 
lack  of  cooperation  will  not  be  tolerated. 

We  have  had  several  meetings  gdready  at  the  working  level  in 
trjring  to  identify  a  series  of  issues  that  we  can  improve  on  our  op- 
erations and  we  are  tr3dng  very  hard  to  carry  those  out. 

NAFTA  IMPLEMEISPTATION 

Let  me  just  conclude.  At  least  in  terms  of  the  past  year,  we  also 
had  a  very  important  responsibility  of  implementing  NAFTA  as 
smoothly  as  we  possibly  could,  and  I  have  been  proud  of  the  way 
we  have  handled  this.  Obviously  it  is  a  sensitive  agreement  in  Con- 
gress and  I  think  that  everyone  in  the  Congress,  both  the  support- 
ers and  the  opponents  of  the  NAFTA,  have  expressed  concern  to 
make  sure  that  only  the  signatories  to  the  agreement  actually  re- 
ceive the  benefits  of  the  agreement. 

We  have  done  an  awful  lot  in  my  judgment  to  ensure  that  we 
had  a  smooth  transition  to  the  NAFTA.  We  have  spent  endless 
hours  trjdng  to  help  educate  the  trading  public  through  a  series  of 
seminars.  We  have  a  fax  line  that — and  a  hotline  that  people  can 
call  in  on  with  questions.  We  are  getting  about  350  calls  a  day  on 
the  hotline.  Our  fax  line  is  getting  nearly  1,000  requests  a  day  for 
various  documents  and  certificates  of  origin  to  ensure  that  they  are 
educated  as  best  they  can  be  on  what  is  expected  of  them. 

We  have  also  published  a  guide  to  Customs's  procedures  that  we 
put  together  in  consultation  with  both  the  Mexican  and  the  Cana- 
dian Customs  officials,  and  we  have  done  an  awful  lot  of  work  with 
the  Mexican  Government  and  the  Canadian  government  to  ensure 
that  we  are  cooperating  with  one  another  on  the  enforcement  as- 
pect of  this. 

I  know  on  the  rules  of  origin  that  there  has  been  concern  in  the 
past,  whether  we  can  assure  that  products  that  are  seeking  duty 
free  treatment  under  NAFTA  will  be  products  that  are  actually  eli- 
gible. 

One  of  the  things  that  has  been  beneficial  in  this  process  is  that 
we,  through  the  Treasury  Department  and  John  Simpson,  were 
part  of  the  negotiating  team,  and  we  have  in  the  NAFTA  itself  a 
provision  that  for  the  first  time  allows  U.S.  Customs  officers  to  go 
into  the  plants  in  Mexico  or  in  Canada  to  actually  substantiate  the 
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allegations  that  are  being  made  that  products  are  indeed  made  in 
that  plant.  So  that  is  something  that  is  going  to  be  tremendously 
helpful. 

CUSTOMS  REORGANIZATION 

I  recognize  that  I  am  taking  a  long  time,  so  let  me  quickly  try 
to  glance  at  the  year  ahead.  Those  are  some  of  the  major  accom- 
plishments of  the  last  year.  The  reorganization  effort  is  I  think  one 
of  the  most  important  things  that  Customs  is  embarking  upon  now. 
As  I  indicated  before,  we  wanted  to  make  sure  we  handled  this  in 
as  responsible  and  deliberate  fashion  as  we  could,  and  also  do  it 
in  a  way  that  we  could  very  expeditiously  see  the  benefits  as  far 
as  an  agency  is  concerned. 

As  I  looked  at  the  current  Customs  organization,  I  saw  an  orga- 
nization that  was  not  sick  or  broken.  I  think  it  was  an  organization 
that  was  doing  very  effective  work,  but  clearly  in  an  environment 
with  shrinking  resources  that  all  of  us  are  very  much  aware  of,  £in 
environment  where  the  President  is  committed  to  reduce  the  Fed- 
eral work  force.  I  felt  it  was  my  responsibility  as  the  Commissioner 
of  Customs  to  ensure  that  we  have  looked  at  our  organization  to 
make  sure  that  we  have  got  all  the  savings  that  we  possibly  can 
achieve  through  our  organization. 

We  have  a  headquarters  now  that  has  over  1,800  people.  We 
have  7  regional  offices.  We  have  44  district  offices  and  over  300 
ports  of  entry.  We  put  together  the  task  force  under  the  leadership 
of  Mike  Lane.  We  took  the  best  and  brightest  people,  about  20  peo- 
ple, representing  all  cross-sections  of  the  Customs  Service  from  re- 
gions, districts,  ports,  headquarters,  and  various  disciplines.  This 
group  started  out  by  reaching  out  to  our  so-called  customers,  the 
folks  that  interact  with  Customs,  and  when  we  say  customers,  we 
don't  mean  just  the  people  who  come  in  amd  put  entries  in.  They 
are  the  customers,  they  are  the  importers,  but  so  are  the  domestic 
industries,  the  industries  that  rely  upon  the  Customs  Service  to 
carry  out  our  very  important  enforcement  mission.  This  group  went 
out  and  met  with  thousands  of  people  and  sought  their  input  in 
this  process. 

We  also  met  with  academics  and  we  talked  about  what  is  the 
best  way  to  go  about  this  and  from  the  very  beginning,  it  was  clear 
that  what  we  needed  to  do  is  have  a  process  orientation.  We  had 
to  look  at  what  the  important  responsibilities  of  the  Customs  Serv- 
ice were  and  how  we  can  look  at  the  processes  as  we  carry  out 
those  responsibilities,  how  we  can  improve  those  processes  and 
then  how  we  can  look  at  an  organization  that  facilitates  the  effec- 
tive carrying  out  of  those  processes. 

We  are  very  much  along  in  that  exercise,  and  I  want  to  thank 
the  subcommittee  for  allowing  us  a  slight  extension.  March  1st  was 
the  deadline  you  had  set  in  your  appropriations  bill.  We  began  this 
exercise  on  October  1st.  We  now  have  an  extension  until  May  1st 
thanks  to  your  committee.  We  are  going  to  meet  that  target. 

We  are  now  very  far  along  in  the  process  where  we  have  some 
specific  concrete  proposals,  and  I  think  some  of  them  are  going  to 
be  rather  dramatic.  For  example,  we  are  looking  at  reduction  of 
headquarters  staffing  by  at  least  a  third,  going  down  from  1,800  to 
1,200  or  fewer. 
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We  are  looking  at  the  possible  elimination  of  all  of  our  regions 
and  the  possible  significant  reduction  of  a  number  of  our  districts 
and  replacing  that  with  some  other  type  of  offices  that  will  be  an 
intermediate  between  the  headquarters  and  Customs. 

Recognizing  that  this  is  not  going  to  be  easy  politically  for  us  to 
implement,  we  want  to  be  engaged  with  each  and  every  one  of  you 
so  you  know  what  we  are  attempting  to  accomplish.  We  feel  that 
we  are  going  to  provide  enhanced  service  to  the  community. 

We  are  not  going  to  reduce  any  of  our  over  300  ports  of  entry 
where  we  exist  today.  As  a  matter  of  fact,  the  whole  effort  is  to  try 
to  free  up  resources  from  mid-level  management  and  above,  the 
district,  regional,  and  headquarters  operations  so  we  can  free  up 
additional  resources  to  provide  even  more  effective  service  to  the 
community  and  to  our  customers  while  canying  out  our  enforce- 
ment responsibilities  even  more  effectively. 

With  that,  Mr.  Chairman,  I  know  that  I  have  talked  for  quite 
awhile.  I  hope  you  can  see  I  am  very  enthusiastic  about  some  of     J 
the  initiatives  that  are  ongoing  in  the  Customs  Service. 

My  objective,  I  think  like  yours,  is  to  bring  a  balanced  approach 
to  enforcement  and  facilitation,  to  make  this  the  most  modem,  effi- 
cient, effective  Customs  Service  that  we  possibly  can  make  it. 
Thanks  to  the  cooperation  of  Assistant  Secretary  Noble  and  Assist- 
ant Secretary  Munoz  and  Secretary  Bentsen  of  the  Treasury  and 
the  Customs  folks,  and  the  support  of  this  subcommittee,  I  think 
we  are  off  to  a  fairly  good  start  and  we  look  forward  to  working 
with  you  closely  in  the  years  ahead. 

I  thank  you  for  the  opportunity  to  testify. 

Mr.  ViSCLOSKY.  Mr.  Weise,  I  do  appreciate  your  enthusiasm  for 
the  job. 

[The  prepared  statement  and  budget  justifications  follow:! 
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statement  of  George  J.  Weise 

Commissioner  of  Customs 

Appropriation  Hearing  with  the  U.S.  Customs  Service 

Before  the  House  Committee  on  Appropriations 

Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 

March  1,  1994 

Mr.  Chairman  and  Members  of  the  Committee,  it  is  indeed  a 
pleasure  to  be  here  today  before  the  Treasury,  Postal  Service, 
and  General  Government  Subcommittee  on  Appropriations  to  present 
the  FY  1995  requirements  for  the  United  States  Customs  Service. 
Accompanying  me  are  Michael  H.  Lane,  Deputy  Commissioner  and 
Director,  Reorganization  Study  Team;  Samuel  H.  Banks,  Acting 
Deputy  Commissioner;  Charles  W.  Winwood,  Assistant  Commissioner, 
Office  of  Inspection  and  Control;  C.  L.  Brainard,  Assistant 
Commissioner,  Office  of  Management;  John  P.  Luksic,  Acting 
Assistant  Commissioner,  Office  of  Enforcement;  Karen  J.  Hiatt, 
Acting  Assistant  Commissioner,  Office  of  Commercial  Operations; 
Deborah  J.  Spero,  Acting  Associate  Commissioner,  Office  of 
Organizational  Effectiveness;  Harvey  G.  Pothier,  Deputy  Assistant 
Commissioner,  Office  of  Air  and  Marine  Interdiction;  and  C.  Wayne 
Hamilton,  Director,  Budget  Division. 

Since  this  is  my  first  appearance  before  the  Subcommittee  as 
Commissioner,  I  would  like  to  express  my  gratitude  for  the  strong 
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support  that  I  know  you  and  the  other  Members  of  this  Committee 
have  shown  for  the  Customs  Service  over  the  years.   I  have  spent 
much  of  my  career  involved  in  Customs-related  issues,  and  it  is 
with  great  pride  that  I  assumed  the  responsibility  for  overseeing 
the  workings  of  this  Agency  nine  months  ago.   I  know  that  many  of 
you  here  today  understand  and  appreciate  the  important 
contribution  Customs  is  making  to  the  Nation  as  well  as  to  U.S. 
industry.   Given  the  recent  developments  in  international  trade, 
it  seems  the  Customs  Service  is  destined  to  make  an  even  greater 
contribution  in  the  coming  years.   In  1994,  in  many  respects,  the 
Customs  Service  is  at  the  very  center  of  our  national  effort  to 
expand  opportunity  at  home  and  assert  leadership  abroad.   Our 
mission  is  a  broad  one,  and  Customs  is  ready  to  do  its  part  to 
implement  NAFTA  and  GATT,  to  open  up  the  world's  markets,  to 
protect  American  business  from  unfair  trade,  to  "reinvent" 
Government,  and  to  reduce  the  size  of  the  federal  deficit.   We 
are  poised  to  move  Customs  into  the  21st  century  and  our 
blueprint  includes  plans  to  build  on  our  partnership  with 
industry;  to  improve  collaboration  with  other  Federal  agencies, 
both  as  regards  enforcement  and  commercial  goals;  to  maintain  the 
proper  balance  between  the  enforcement  and  commercial  missions  of 
the  Service;  and  to  give  the  taxpayers  of  this  country  maximum 
return  on  the  dollar. 
FY  1995  Budget  Recmest 

In  FY  1995,  the  proposed  Customs  Service  appropriations 
total  $1,482,780,000  and  17,555  full-time  equivalent  (FTE) 
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positions.   This  represents  an  increase  of  $28,750,000,  but  a 
decrease  of  129  FTE  from  the  FY  1994  proposed  authorized  level. 
This  year's  requested  program  changes  include  new  initiatives 
totalling  $52.6  million  and  198  FTE.   In  addition,  the 
President's  request  proposes  to  reduce  the  Air  Program  by  92  FTE 
and  $45.4  million,  and  the  Marine  Program  by  125  FTE  and 
$12  million. 

Several  of  the  initiatives  warrant  special  mention.   Customs 
is  requesting  an  additional  $26  uillion  to  continue  to  develop 
and  modernize  the  Automated  Commercial  System  (ACS) ,  an 
undertaking  critical  to  the  continued  success  of  our  commercial 
mission.   This  budget  request  also  targets  $18  million  for  NAFTA 
and  Textile  Enforcement  activities,  and  $7  million  for  Trade 
Enforcement  activities.   These  two  enforcement  initiatives 
provide  Customs  with  the  resources  and  means  to  protect  American 
industry  from  illegal  trading  practices  of  foreign  nations  and 
corporations.   With  these  funds.  Customs  will  hire  additional 
inspectors,  import  specialists,  special  agents,  and  auditors,  as 
well  as  assign  existing  senior  trade  experts  to  enforce  NAFTA  and 
other  trade  agreements.   As  a  result  of  these  program 
initiatives,  the  President's  Budget  Request  includes  a  proposed 
increase  to  the  Merchandise  Processing  Fee  to  offset  the  Agency's 
increased  commercial  operations  costs. 
The  Mission  of  the  Customs  Service 

As  the  Nation's  principal  border  agency,  the  Customs  Service 
has  responsibility  for  ensuring  that  all  goods  entering  and 
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exiting  the  United  States  do  so  in  accordance  with  all  United 
States  laws  and  regulations.   This  mission  includes: 

o    Assessing  and  collecting  revenue  in  the  form  of  duties, 
taxes,  and  fees  on  imported  merchandise; 

o    Regulating  the  movement  of  persons,  carriers, 

merchandise,  and  commodities  between  the  United  States 
and  other  nations,  while  facilitating  the  movement  of 
all  legitimate  cargo,  carriers,  travelers,  and  mail; 

o    Enforcing  U.S.  laws  intended  to  prevent  illegal  trade 
practices; 

o    Protecting  the  American  public  and  environment  from  the 
introduction  of  prohibited  hazardous  and  noxious 
products ; 

o    Interdicting  narcotics  and  other  contraband;  and 

o    Enforcing  certain  provisions  of  the  export  control  laws 
of  the  United  States. 
Recent  Accomplishments 

Recent  accomplishments  of  the  Customs  Service  include: 

o    Initiation  of  a  national  program  to  provide 

statistically  valid  compliance  rates  of  key  industries 
identified  in  the  Trade  Enforcement  Strategy.   The 
refinement  of  this  program  will  allow  Customs  to 
provide  sophisticated  projections  on  the  efficiency  of 
our  operations  in  a  host  of  commercial  areas  including 
the  accuracy  of  trade  statistics  and  revenue 
collections. 
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Full  implementation  of  our  Trade  Enforcement  Strategy, 
which  resulted  in  marked  increases  in  the  value  of 
textile  seizures. 

Processing  451  million  passengers  and  131,666  carriers 
of  persons  and  merchandise. 

A  dramatic  increase  in  seizures  due  to  Intellectual 
Property  Rights  (IPR)  violations  (up  over  90  percent 
the  first  quarter  of  FY  1994  compared  to  the  first 
quarter  of  FY  1993) . 

A  19  percent  increase  in  the  number  of  paperless  cargo 
releases  in  FY  1993  compared  to  FY  1992. 
A  14  percent  increase  in  the  number  of  discovered 
violations  during  commercial  cargo  examinations, 
despite  a  3  percent  decrease  in  the  number  of 
examinations,  FY  1993  compared  to  FY  1992. 
Working  toward  implementation  of  Business  Service 
Centers  nationwide,  in  line  with  the  precepts  of 
informed  compliance. 

Discovery  of  a  massive  illegal  transshipment  of  Chinese 
t-shirts  through  the  Dominican  Republic. 
Discovery  of  $1.2  million  worth  of  sweaters  purported 
to  have  been  made  in  Mongolia  that  were  actually  made 
in  China. 

Creation  of  an  automated  database  of  text  and  images 
for  all  17,000  trademarks  and  copyrights  recorded  with 
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Customs.   About  1,400  new  recordations  are  added  each 
year. 

Operation  HAT  TRICK,  which  targeted  undeclared  assets 
by  domestic  automobile  manufacturers.   To  date,  the 
operation  has  resulted  in  the  collection  of  $12  million 
in  withheld  duties  on  undeclared  assets  and  $3  million 
in  penalties.   Additional  duty  collections  and 
penalties  are  anticipated. 

A  joint  munitions  investigation  with  Her  Majesty's 
Customs  in  England.   U.S.  Customs  Special  Agents 
executed  a  search  warrant  for  records  at  the  U.S. -based 
REXON  TECHNOLOGY  CORPORATION,  subcontractor  to  a  Geneva 
firm  contracted  to  design  and  install  an  assembly  line 
for  production  of  the  M739A1  artillery  fuse.   On  its 
State  Department  export  license,  REXON  falsely  listed 
the  end-use  country  for  M739A1  components  and 
sub-assemblies  as  Jordan,  instead  of  Iraq.   Several 
subjects  have  been  indicted. 

The  CARLOS  CARDOEN  investigation,  which  concerned  the 
illegal  exportation  to  Chile  of  U.S. -origin  products 
later  incorporated  into  24,000  cluster  bombs  and  other 
military  articles.   These  products  were  then  sold  to 
Iraq.   Carlos  Cardoen,  a  Chilean  arms  manufacturer,  and 
two  of  his  employees  were  indicted.   Also  indicted  was 
Teledyne  Industries,  a  California  corporation. 
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Miami-based  Customs  Special  Agents  seized  approximately 
$30  million  worth  of  real  property. 
Customs  Modernization  Act  Implementation 

Currently,  Customs  is  implementing  two  major  legislative 
initiatives,  the  Customs  Modernization  Act  and  the  North  American 
Free  Trade  Agreement  (NAFTA) ,  both  signed  into  law  by  the 
President  on  December  8,  1993. 

The  Customs  Modernization  Act  allows  Customs  to  bring  its 
commercial  operations  in  line  with  current  business  practices  and 
reflects  our  new  commitment  to  identifying  and  meeting  the  needs 
of  our  customers.   Customs  can  now  take  advantage  of  already 
available  computer  technology  to  minimize  the  paper  transactions 
traditionally  required  to  do  our  work,  allowing  us  to  move  in  the 
direction  of  totally  paperless  entry. 

The  Customs  Modernization  Act  also  helps  us  move  forward  on 
a  path  of  "informed  compliance."   The  Act  requires  that  Customs 
educate  the  importing  public  in  the  procedural  requirements  for 
the  commercial  entry  of  goods.   It  also  clarifies  the 
responsibilities  of  importers  for  following  these  procedures. 
"Informed  compliance"  means  that  once  an  importer  has  had  the 
opportunity  to  become  "informed,"  if  the  importer  then  fails  to 
comply  with  the  laws  and  regulations.  Customs  will  forcefully 
deal  with  the  violator.   With  the  proper  cooperation  and 
coordination  between  Customs  and  the  importing  community,  there 
should  be  no  surprises — only  serious  consequences  for  those 
choosing  not  to  comply  with  the  law. 
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Because  we  believe  that  the  more  knowledgeable  the  trade 
community  is,  the  easier  the  burden  is  on  Customs,  Customs  has 
endeavored  to  promote  informed  compliance  through  trade  outreach. 
Another  significant  innovation  in  support  of  informed  compliance 
is  our  Pre-Importation  Review  Program,  which  offers  binding 
rulings,  or  pre-approval,  of  a  company's  classification  methods. 
In  addition,  nationwide  implementation  of  our  Business  Service 
Centers  will  continue  in  FY  1995.   These  centers  provide 
one-stop,  integrated  processing  and  trade  services  through  rapid 
communications  and  electronic  data  processing. 

As  I  briefly  mentioned.  Customs  is  requesting  $26,000,000  to 
redesign  the  Customs  Service  Automated  Commercial  System  (ACS)  to 
help  with  modernization.   The  redesign  of  the  Automated 
Commercial  System  (ACS)  entails  a  re-engineering  of  both  the 
Customs  business  functions  and  the  automated  systems  that  support 
those  functions.   This  effort  encompasses  the  Future  Automated 
Commercial  Environment  Team  (FACET) ,  Customs  Automated  Revenue 
Accounting  (CARA)  system  and  Selectivity  Redesign.   The 
redesigned  system  is  structured  to  be  the  "next  generation"  for 
trade  processing.   The  investment  represented  by  the  development 
of  these  projects  will  enhance  the  quality  of  virtually  every 
area  of  Customs  processing. 

One  of  the  most  beneficial  enhancements  will  be  the 
esteiblishnent  of  an  international  trade  database,  as  advocated  by 
the  National  Performance  Review  (NPR) ,  that  will  allow 
accessibility  to  the  data  gathered  by  Customs,  used  by  numerous 
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other  Federal  agencies,  and  exchanged  with  foreign  Customs 
services.   These  data  form  the  basis  for  trade  negotiations  and 
monitoring  compliance  with  international  trade  agreements 
established  with  other  nations.   The  database  will  expand  to 
include  both  import  and  export  information  invaluable  to  many 
public  and  private  sector  entities. 

In  addition,  significant  quality  improvement  will  be 
manifested  through  improved  international  trade  controls,  greater 
precision  in  revenue  collections,  and  in  greater  facilitation  for 
legitimate  international  business. 
NAFTA  Implementation 

Before  the  passage  of  the  North  American  Free  Trade 
Agreement  (NAFTA) ,  Customs  worked  aggressively  to  ensure  that  its 
implementation  would  be  smooth,   vmile  NAFTA  was  being 
negotiated.  Customs  helped  draft  the  procedures  and  regulations. 
We  wanted  to  make  sure  the  rules  were  clear  and  enforceable, 
which  they  are.   We  formulated  a  comprehensive  training  program 
for  import  specialists  and  auditors.   To  field  questions  from 
outside  of  Customs,  we  created  the  NAFTA  Help  Desk,  which  gives 
advice  by  phone  and  by  fax  to  the  trade  community.   Customs  began 
NAFTA  implenentation  on  January  1,  1994.   Because  of  good 
planning  and  preparation,  the  goals  of  this  important  trade 
agreement  are  already  being  met. 

Under  NAFTA,  Customs  has  begun  the  15-year  process  of 
eliainating  tariffs  on  goods  originating  in  Canada  and  Mexico. 
Absolute  import  quotas  for  originating  textile  articles  and 
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apparel  were  immediately  eliminated  as  well  as  licensing 
requirements  for  agricultural  products.   These  have  been  replaced 
by  Tariff  Preference  Levels  (tariff-rate  quotas)  for  broader 
categories  of  merchandise.   Quotas  have  been  maintained  for  goods 
not  originating  in  Mexico.   Safeguard  provisions  are  included  in 
the  NAFTA  legislation  to  protect  against  import  surges  of  certain 
sensitive  goods  while  tariffs  for  these  goods  are  being  phased 
out. 

Customs  is  gearing  up  for  special  problem  areas  under  NAFTA, 
especially  textile  and  apparel  transshipments.   It  will  be  a 
great  temptation  for  exporters  in  many  countries  to  transship 
into  the  United  States  through  one  of  the  other  NAFTA  countries. 
All  three  NAFTA  countries  expect  to  have  to  deal  with  false 
claims  and  transshipment.   Under  NAFTA,  we  will  work  jointly  with 
Mexico  and  Canada,  with  whom  we  have  developed  a  strong 
partnership,  on  such  problems.   For  our  part,  we  will  have  to 
carefully  scrutinize  shipments  claiming  NAFTA  preference  to 
ensure  their  true  eligibility  under  the  Agreement. 

As  I  mentioned  briefly,  in  FY  1995  Customs  budget  request 
includes  $18  million  and  186  FTE  to  address  special  problems 
deriving  from  the  passage  of  NAFTA  and  other  trade  agreements. 
The  NAFTA/Textile  Enforcement  Initiative  represents  a  new 
strategy  to  confront  new  circumstances  under  the  Agreement.   This 
initiative  will  provide  additional  inspectors,  import 
specialists,  special  agents,  auditors,  and  support  personnel  to 
attack  the  problem  of  illegal  trade  practices  by  targeting 


369 


-  11  - 

potential  offenders  and  eliminating  the  profits  from  their 
illicit  activities.   As  a  result,  foreign  and  multinational 
corporations  will  be  forced  to  adhere  to  U.S.  and  international 
trade  regulations,  and  American  industry  will  not  be  victimized 
by  unfair  and  illegal  trade  practices. 
The  GATT  and  Other  Trade  Agreements 

The  U.S. -Canada  Free  Trade  Agreement  of  1989  was  one  step  in 
the  removal  of  trade  barriers.   The  NAFTA  accord  of  199  3  was 
another.   This  year,  following  the  President's  signature,  the 
Congress  must  decide  whether  the  GATT  Uruguay  Round  trade 
agreement  will  be  ratified. 

The  U.S.  Customs  Service  has  initiated  within  GATT  a  draft 
agreement  on  the  harmonization  on  the  rules  of  origin.   The 
purpose  of  this  initiative  is  to  simplify  determination  of 
origin,  and  to  expedite  the  processing  of  goods  traded 
internationally.   To  further  this  effort  we  are  creating  a 
position  of  Technical  Attache  (Origin)  to  be  stationed  in 
Brussels,  Belgium,  and  to  work  with  the  Customs  Cooperation 
Council  (CCC)  in  leading  this  effort. 

Should  the  GATT  be  passed  by  the  Congress  and  signed  into 
law,  it  is  likely  that  the  Customs  Service  will  subsequently  see 
an  increase  in  the  volume  of  trade  and  travel.   Establishing 
country-of-origin  of  imported  products  and  preventing 
transshipment  violations  will  be  ways  in  which  Customs  enforces 
the  terms  of  the  Agreement. 
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We  have  also  been  working  to  improve  our  trading 
relationship  with  Pacific  region  countries.   We  have  participated 
extensively  in  the  Presidents'  Economic  Initiative  (PEI)  to 
improve  trade  with  Korea,  as  well  as  the  Structural  Impediments 
Initiative  (SII)  with  Japan.   In  November,  Customs  sponsored  an 
important  event  at  a  customs-trade  symposium  on  cooperation  and 
facilitation  with  other  Asian  Pacific  Economic  Cooperation  (APEC) 
countries.   In  January,  Customs  made  its  most  recent  visit  in  its 
ongoing  inspections  of  prisons  and  correctional  facilities  in  the 
People's  Republic  of  China.   These  inspections  are  performed 
under  a  Memorandum  of  Understanding  (MOU)  which  was  signed  in 
August  1992.   While  the  Chinese  have  allowed  some  inspections 
under  the  MOU,  in  general  they  have  been  slow  in  responding  to 
our  requests.   We  are  currently  negotiating  a  Declaration  of 
Cooperation,  which  will  contain  clear  implementing  procedures  for 
the  MOU. 

In  FY  1995,  we  expect  to  continue  our  efforts,  through 
avenues  such  as  these,  to  reduce  barriers  to  U.S.  exports  abroad 
and  increase  the  level  of  compliance  and  cooperation 
internationally. 
Continuing  Threat  of  Smuggled  Narcotics 

The  use  of  illegal  narcotics  remains  a  serious  threat  to  the 
public  health  of  the  United  States.   Although  education, 
treatment,  and  local  law  enforcement  will  be  increasingly 
emphasized  as  the  means  of  reducing  the  demand  for  illegal 
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narcotics,  the  important  results  from  interdiction  cannot  be 
overlooked. 

As  we  move  into  the  21st  century,  Customs  narcotics 
enforcement  efforts  will  need  to  be  more  tightly  integrated  into 
commercial  processing  activities.   Burgeoning  world  trade  and  the 
concealment  of  large  narcotics  loads  in  commercial  goods  require 
interdiction  efforts  using  targeting  and  detection  technology 
which  also  permit  the  uninterrupted  flow  of  legitimate  cargo. 
The  increased  sophistication  of  narcotics  smuggling  organizations 
will  elevate  the  importance  of  highly  targeted  investigations  and 
intelligence  gathering.   Customs  ability  to  intercept  large  loads 
of  narcotics  and  the  resulting  currency  while  in  transit  must 
remain  an  integral  part  of  the  national  narcotics  interdiction 
strategy  to  produce  the  maximum  disruption  of  the  smuggling 
organizations. 

In  FY  1995,  the  Customs  Service  Air  and  Marine  Programs  will 
continue  to  support  the  National  Drug  Control  Strategy  and 
Presidential  Decision  Directive  14  (PDD-14) ,  which  describe 
national  policy  on  domestic  and  foreign  counter-narcotics 
programs.   The  Administration  proposes  the  consolidation  of 
administrative  and  operation  functions,  reduction  of  service 
hours,  and  reduction  of  aircraft  and  marine  fleet  size,  which  can 
be  done  without  diminishing  the  core  effectiveness  of  these 
programs.   Most  importantly.  Air  and  Marine  infrastructure  will 
be  maintained,  thereby  allowing  th«  Administration  to  step  up  its 
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interdiction  efforts  in  the  future  if  necessary.   Customs  will 
attempt  to  offer  positions  to  displaced  personnel. 
Reducing  the  Federal  Bureaucracy 

As  you  know,  the  need  to  reduce  the  Federal  deficit  seems 
likely  to  continue  for  the  next  several  years.   The  days  of  the 
six  percent  annual  growth  rate  that  we  have  seen  over  the  last 
five  years  are  gone.   Combined  with  this  are  increased 
requirements  in  terms  of  workload,  especially  following  the 
passage  of  NAFTA  and  possibly  the  GATT,  all  translating  into  a 
mandate  for  Customs  to  do  more  with  less. 

In  addition,  the  Congress  as  a  whole,  and  in  particular  this 
Committee,  has  taken  steps  to  ensure  that  the  American  public 
receives  the  most  for  its  money  from  agencies  such  as  Customs. 
You  have  asked  that  we  pay  even  closer  attention  to  the  way  in 
which  we  measure  our  performance,  so  that  the  most  beneficial 
allocation  of  resources  can  be  determined,  and  we  wholeheartedly 
agree  with  this  approach. 

This  equation  of  decreasing  resources  and  increasing  demands 
requires  a  creative  response.   Since  October  1,  1993,  a 
reorganization  and  re-engineering  task  force  made  up  of 
representatives  from  headquarters,  regional,  district,  special 
agent  in  charge,  and  port  offices — as  well  as  highly  respected 
advisors  outside  the  Government — has  been  studying  and 
reassessing  all  internal  processes  in  light  of  their  contribution 
to  Customs  mission.   We  anticipate  the  task  force's  study  will 
recommend  fundamental  changes  in  the  way  we  do  business  and  in 
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our  organization  structure,  which  will  be  reflective  of  our  core 
business  processes.   A  basic  approach  of  the  National  Performance 
Review  (NPR)  is  to  focus  careful  attention  on  customer  needs. 
The  Customs  reorganization  study  team  has  interviewed  and 
conducted  various  information  gathering  sessions  with  every 
segment  of  our  vast  range  of  stakeholders.   Our  anticipated 
organization  will  be  a  representative  model  of  NPR  principles, 
including  improved  supervisor/ employee  ratios,  greatly  reduced 
resources  for  support  functions  and  increased  resources  for  core 
processes  in  the  field,  and  reductions  in  areas  which  represent 
duplication  of  effort  or  are  outside  of  our  core  business 
processes.   We  appreciate  the  Committee  providing  us  with 
additional  time  to  present  our  reorganization  plan.   The  extra 
time  will  assure  that  we  produce  the  highest  quality  analysis 
possible.   I  believe  that  in  the  next  30  to  60  days  we  will  have 
completed  this  comprehensive  study. 

In  the  meantime,  reductions  have  been  taken  at  headquarters, 
regional,  and  field  offices  to  meet  the  goals  set  by  Executive 
Order  12839.   These  reductions  have  been  weighted  to  provide 
greater  reduction  in  support  and  management  positions  versus 
operational  positions  (approximately  2:1). 

In  the  development  of  the  FY  1995  Budget,  it  was  agreed  that 
Executive  Order  12839  FTE  reductions  would  not  apply  to  Customs 
Service  personnel  involved  in  commercial  operations  in  FY  1995. 
This  meant  a  reduction  of  160  fewer  FTE  than  the  Customs  Service 
would  have  taken  otherwise. 
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Automation 

To  successfully  confront  the  diverse  and  demanding  task  we 
have  ahead  of  us,  and  to  maintain  our  commitment  to  a  high 
standard  of  public  service,  Customs  intends  to  intensify  its 
emphasis  on  automation.    Innovative  automated  resource 
applications  by  Customs  already  have  become  an  integral  part  of 
our  operations  and  now  are  relied  upon  by  numerous  agencies  and 
organizations  as  well.   The  timely  sharing  of  critical  law 
enforcement  intelligence  and  information  among  Federal  border 
control  agencies  is  imperative  if  we  are  going  to  be  more 
effective  in  enforcing  the  laws  intended  to  safeguard  the 
American  public  and  in  preventing  illegal  trade  practices. 
Customs  encourages  the  establishment  of  information  partnerships 
and  the  cooperative  electronic  interchange  of  information.   Our 
Agency  is  being  promoted  as  the  "automated  clearinghouse"  for 
Customs-related  information  on  trade  enforcement  and  border 
interdiction,  and  serves  as  a  central  repository  of  trade, 
travel,  and  enforcement  data.   We  will  continue  our  focus  on 
establishing  and  expanding  system  interfaces  among  all  of  Customs 
automated  systems  and  other  information  sources  to  facilitate 
data  sharing  and  information  exchange  among  our  system  users. 

Beyond  merely  facilitating  manual  activities,  the  automation 
process  at  Customs  has  given  us  the  opportunity  to  examine  our 
current  methods  of  operation  and  develop  improved  and  more 
efficient  ways  of  doing  business.   Recent  developments  in  Customs 
use  of  automation  include  the  redesign  of  the  Automated 
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Commercial  System  (ACS) ,  mentioned  earlier,  and  a  Memorandum  of 
Understanding  signed  in  September  which  gave  Customs  access  to 
information  in  the  Department  of  Commerce's  Export  Control 
Automated  Support  System  (ECASS)  database.   This  database 
contains  valuable  information  on  licensing  actions. 
Outbound  Strategy 

The  focus  of  our  efforts  to  stem  the  illicit  transfer  of 
technology  has  greatly  changed  over  the  past  several  years. 
Until  the  late  1980 's,  our  main  export  enforcement  thrust  was 
stopping  dual-use  and  military  technology  from  going  to  the 
Soviet  bloc.   This  situation  has  drastically  changed,  to  the 
point  where  we  now  have  few,  if  any,  technology  diversion  cases 
which  concern  the  Soviet  bloc.   Today,  we  are  faced  with  numerous 
aggressive  countries  which  are  trying  to  develop  or  enhance  their 
military  stature  through  illicit  acquisition  of  Western  military 
and  dual-use  technology.   What  is  particularly  worrisome  is  that 
many  of  these  countries  are  engaged  in  efforts  to  acquire 
technology  that  supports  weapons  systems  of  mass  destruction — 
including  nuclear,  chemical,  and  biological  weapons — and  their 
delivery  systems,  such  as  medium  and  long-range  missiles. 

The  Government  has  initiated  several  major  integrated 
programs  to  both  monitor  and  deter  the  efforts  of  these  countries 
to  acquire  technology  illicitly.   As  part  of  these  efforts. 
Customs  export  enforcement  activities,  including  the  exchange  of 
intelligence,  have  been  refocused  and  prioritized  in  this  area 
and  are  being  coordinated  with  other  concerned  agencies. 
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including  the  Departments  of  Defense,  Commerce,  Energy,  State, 
and  Justice.   Over  the  past  two  years,  these  relationships  have 
become  much  closer  and  have  resulted  in  several  significant  and 
successful  investigations. 

We  are  in  the  process  of  designing  an  automated  export 
system.   This  system  would  provide  an  information  pool  for 
outbound  cargo  and  would  collect  data  from  such  sources  as  export 
declarations,  export  manifests.  Harbor  Maintenance  Fee  invoices, 
and  license  applications. 
Serbian  Sanctions 

In  an  attempt  to  stem  the  senseless  killing  and  other 
violence  associated  with  the  breakup  of  the  former  Yugoslavia, 
the  U.S.  joined  a  United  Nations  Security  Council  weapons  embargo 
to  the  area  in  1991.   The  U.S.  later  joined  in  three 
progressively  tighter  U.N.  trade  sanctions  against  Serbia  and 
Montenegro  designed  to  limit  these  states'  ability  to  continue 
their  aggressions  against  Bosnia.   The  effectiveness  of  the 
sanctions  was  initially  limited  due  to  the  weak  customs  and 
border  control  capabilities  of  the  countries  surrounding  Serbia 
and  Montenegro.   As  a  result,  the  member  states  of  the  European 
Community  (EC)  and  the  Conference  on  Security  and  Cooperation  in 
Europe  (CSCE)  agreed  to  form  Sanctions  Assistance  Missions  (SAMs) 
comprised  of  experienced  customs  officers  and  send  them  to  the 
countries  neighboring  Serbia  and  Montenegro.   The  SAMs  advise  the 
border  countries  on  sanctions  enforcement  and  monitor 
effectiveness  of  the  sanctions. 
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At  the  request  of  the  Department  of  State,  the  Department  of 
the  Treasury  agreed  to  make  available  ten  U.S.  Customs  Officers 
for  the  SAM  program.   These  officers,  initially  joined  by  about 
30  officers  from  other  countries,  were  posted  to  Hungary, 
Romania,  and  Bulgaria.   Through  their  efforts,  and  those  of  the 
North  Atlantic  Treaty  Organization  (NATO)  and  Western  European 
Union  (WEU)  marine  forces,  the  sanctions  have  been  progressively 
tightened.   In  the  first  half  of  1993,  Sanctions  Assistance 
Missions  were  expanded  to  Croatia,  the  Ukraine,  Albania,  and 
Macedonia.   The  number  of  SAM  members  now  stands  at  about  160 
officers,  of  which  some  27  are  inspectors  and  special  agents  from 
U.S.  Customs.   Treasury  has  agreed  in  principle  to  increase 
Customs  participation  by  another  18  officers,  to  a  total  of  45, 
as  part  of  a  general  effort  to  boost  the  number  of  SAM  members 
to  240.   The  increasingly  tight  enforcement  of  the  economic 
sanctions,  with  the  assistance  of  the  SAM  teams,  has  devastated 
the  economies  of  Serbia  and  Montenegro. 

Customs  expended  about  $2.1  million  of  its  appropriated 
funds  for  this  effort  in  FY  1993,  with  the  Department  of  State 
providing  about  $5  million  for  support  of  the  missions  teams  and 
technical  assistance  to  the  countries  hosting  them.   About 
$1  million  was  also  transferred  from  the  Bureau  of  Public  Debt. 
Customs  projects  it  will  spend  $5.8  million  in  the  current  fiscal 
year  which  will  cover  most  of  the  salary  and  travel  costs  of  our 
officers,  with  State  expending  about  $3.6  million  to  cover  some 
travel  and  support  costs.   It  is  my  understanding  that  if  this 
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effort  continues  into  FY  1995,  all  costs  will  be  paid  by  the 
Department  of  State. 
Financial  Crimes  Enforcement 

Financial  gain  is  the  motivation  for  most  smuggling 
activity.   For  instance,  the  Office  of  National  Drug  Control 
Policy  estimates  that  about  $30  billion  in  narcotics-related 
proceeds  is  laundered  in  the  United  States  each  year.   The 
Customs  financial  enforcement  program  focuses  on  the  illegal  flow 
of  money  and  proceeds  of  major  criminal  enterprises,  both  drug 
smuggling  as  well  as  commercial  activities.   The  objective  is  to 
disrupt  the  flow,  seize  the  assets  of  the  illegal  enterprise,  and 
successfully  prosecute  those  individuals  who  direct  and/or 
control  the  organization.   Targeting  the  financial  activities  of 
a  smuggling  organization  is  one  of  the  most  effective  ways  of 
dismantling  it. 

In  the  case  of  narcotics,  the  smuggler  can  replace  seized 
drugs  from  continued  cultivation,  while  seized  profits  and  assets 
are  not  so  easily  replaced.   As  a  means  of  attacking  the  assets 
derived  from  narcotics  smuggling,  trade  fraud,  or  export 
violations,  the  Customs  Service  will  continue  to  aggressively 
pursue  its  nationwide  asset  removal  program.   This  program  leads 
to  the  identification,  seizure,  and  forfeiture  of  illegally 
gained  assets.   Customs  will  continue  to  encourage  the 
participation  of  State,  local,  and  foreign  law  enforcement 
agencies  in  asset  identification  and  seizure. 
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Conclusion 

All  the  developments  I  have  outlined  here  will  influence 
Customs  during  the  next  months  as  the  Agency  develops  the  most 
effective  means  of  carrying  out  its  mission  in  FY  1995.   The  new 
global  economy,  the  rapid  proliferation  of  new  trade  agreements, 
and  the  continuing  drug  smuggling  threat  provide  Customs  with  a 
wide  range  of  targets  for  its  efforts.    Constrained  resources  in 
terms  of  both  funding  and  staffing  levels  are  challenges  that 
Customs  must  face.   During  this  process,  however,  we  intend  to 
remove  barriers  to  productivity  improvement  in  work  processes  and 
accommodate  the  full  power  of  technology.   In  short,  we  will  make 
this  the  best  Customs  Service  ever. 

I  now  look  forward  to  responding  to  any  questions,  advice, 
and  guidance  you  might  have. 

Thank  you. 
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GEORGE  J.  WEISE 

COMMISSIONER  OF  U.S.  CUSTOMS 

George  Weise  was  sworn  in  as  Commissioner  of  the  United 
States  Customs  Service  on  May  12,  1993.   He  is  the  first  Customs 
Commissioner  whose  appointment  was  subject  to  confirmation  by  the 
U.S.  Senate. 

Prior  to  occupying  his  current  position,  Mr.  Weise  was  the 
staff  director  of  the  Subcommittee  on  Trade  of  the  House  Ways  and 
Means  Committee.   In  that  position,  he  served  as  the  principal 
advisor  to  Chairman  Rostenkowski  and  other  members  of  the 
Committee  on  all  trade  issues  and  was  responsible  for  all  aspects 
of  trade  legislation  in  the  Committee's  jurisdiction. 

During  his  tenure  on  the  Committee,  Mr.  Weise  was  heavily 
involved  in  a  number  of  major  trade  bills.   He  was  also  primarily 
responsible  for  all  Customs-related  legislation  considered  during 
his  tenure,  including  legislation  establishing  Customs  user  fees 
and  the  Customs  Forfeiture  Fund,  the  Customs  Modernization  Act  to 
modernize  commercial  operations,  and  legislation  to  strengthen 
Customs  enforcement  capabilities. 

Mr.  Weise  joined  the  Trade  staff  in  1984  after  serving  as 
the  supervisory  attorney-advisor  in  the  Office  of  Tariff  Affairs 
at  the  U.S.  International  Trade  Commission  (ITC) .   While  at  the 
ITC,  Mr.  Weise  was  the  U.S.  representative  to  the  GATT 
Subcommittee-  on  Trade  in  Civil  Aircraft  in  Geneva  from  1980  until 
1983,  and  he  served  as  chairman  of  that  group  during  1983.   He 
concluded  his  tenure  with  the  ITC  as  a  participant  in  the 
President's  Executive  Exchange  Program,  serving  as  a  customs 
attorney  in  the  corporate  headquarters  of  the  IBM  corporation. 

Mr.  Weise  began  his  career  as  an  import  specialist  with  the 
U.S.  Customs  Service  in  Baltimore,  Maryland.   He  served  in  this 
position  from  1972-75,  during  which  time  he  gained  hands-on 
experience  and  developed  a  deep  affection  for  the  Customs  Service 
that  has  continued  to  the  present. 

As  Commissioner  of  Customs,  Mr.  Weise  directs  a  workforce  of 
over  19,000  employees,  and  he  is  responsible  for  enforcing  more 
than  500  laws  for  40  other  agencies.   The  U.S.  Customs  Service 
generates  over  $20  billion  per  year  in  revenue  for  the  federal 
treasury,  second  only  to  the  Internal  Revenue  Service  as  a  source 
of  income  for  the  U.S.  government. 

Mr.  Weise  is  a  graduate  of  the  University  of  Maryland  School 
of  Law  and  has  an  M.B.A.  degree  in  international  business  from 
the  George  Washington  University  of  Government  and  Business 
Administration.   He  is  married  and  has  two  children.   He  enjoys 
all  sports,  particularly  tennis  and  golf. 
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MICHAEL  H.  LANE 

Mr.  Lane  has  served  as  the  Deputy  Commissioner  of  the  U.S. 
Customs  Service,  the  highest  ranking  career  position  in  that 
organization,  since  January  1987.   He  functioned  as  the  Acting 
Commissioner  from  January  19,  1993,  to  Mr.  Weise's  appointment  on 
May  12,  1993. 

Mr.  Lane  was  born  October  22,  1942,  in  Philadelphia, 
Pennsylvania.   His  educational  background  includes  studies  in 
Public  Administration  at  George  Washington  University,  and  Public 
Administration  and  Liberal  Arts  at  the  University  of  Southern 
California. 

He  has  served  in  the  Federal  Government  for  nearly  25  years 
and  has  held  numerous  key,  executive  level  positions  including 
Deputy  Assistant  Secretary  for  Enforcement,  and  Deputy  Assistant 
Secretary  for  Tariff  and  Trade,  Department  of  the  Treasury; 
Assistant  Commissioner/Commercial  Operations,  U.S.  Customs 
Service;  Deputy  Assistant  Commissioner/Inspection  and  Control, 
also  in  the  U.S.  Customs  Service;  and  Assistant  Director  for 
Planning  and  Evaluation  in  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms. 

Since  October  1993,  he  has  been  personally  directing  the 
Customs  Reorganization  study  effort  which  is  charged  with  the 
responsibility  to: 

o     Develop  an  organizational  structure  to  meet  the 
challenges  of  the  21st  century. 

o    Develop  core  business  processes  &  a  portfolio  of 
management  tools. 

o    Take  advantage  of  opportunities  provided  by  NPR. 

o    Explore  ways  to  fund  Customs  by  User  Fees. 

He  has  received  the  Meritorious  and  Distinguished 
Presidential  Rank  Awards,  the  highest  recognition  which  can  be 
given  to  a  Civil  Servant.   In  addition,  he  has  extensive 
experience  in  inter-governmental  policy  formulations. 


382 


BIOGRAPHY 

SAMUEL  H.  BANKS 

Samuel  H.  Banks  was  appointed  Assistant  Commissioner  for 
Commercial  Operations  in  March,  1990.   He  sets  policies  and 
procedures  related  to  the  entry  of  merchandise  into  the  United 
States,  directs  the  issuance  of  regulations  and  ruling,  and 
oversees  the  regulatory  audit  program.   The  Office  of  Commercial 
Operations  also  provides  scientific  and  technical  support 
servicewide  regarding  trade  compliance  and  the  enforcement  of 
criminal  laws. 

Mr.  Banks  began  his  career  in  1971  as  a  Customs  inspector, 
San  Francisco.   In  1975,  he  transferred  to  Washington,  D.C.  as  an 
Operations  Officer.   He  has  worked  as  a  Regional  Division 
Director  in  San  Francisco  and  as  a  Headquarters  Office  Director 
responsible  for  cargo  inspection  and  control.   In  1985,  Mr.  Banks 
was  appointed  Area  Director  of  Customs  at  JFK  International 
Airport  in  New  York. 

Just  prior  to  his  appointment  as  the  Assistant  Commissioner 
for  Commercial  Operations,  Mr.  Banks  served  for  four  years  as  the 
Assistant  Commissioner  for  Inspection  &  Control. 

Mr.  Banks  has  been  serving  as  Acting  Deputy  Commissioner  of 
Customs  since  October  4,  1993. 
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CHARLES  W.  WINWOOD 

ASSISTANT  COMMISSIONER 

OFFICE  OF  INSPECTION  AND  CONTROL 

Mr.  Wlnwood  was  appointed  to  the  position  of  Assistant 
Commissioner,  Inspection  and  Control,  of  the  U.S.  Customs  Service 
effective  March  16,  1990.   In  this  capacity  he  is  responsible  for 
providing  executive  leadership  for  all  inspection  and  control 
programs,  ensuring  the  enforcement  of  U.S.  laws  and  facilitating 
movement  of  international  trade  and  travelers. 

Prior  to  this  appointment,  Mr.  Winwood  served  as  Deputy 
Assistant  Commissioner,  Inspection  and  Control,  with  management 
responsibility  for  Customs  programs  relative  to  inspection  and 
control  issues. 

In  his  18  years  with  the  Customs  Service,  Mr.  Winwood  has 
served  in  the  management  positions  of  Assistant  Regional 
Commissioner,  Operations,  Southeastern  United  States;  Regional 
Director,  Office  of  Inspection  and  Control;  and  Assistant  Airport 
Director,  Miami  International  Airport. 

Mr.  Winwood  began  his  Customs  career  in  1972  as  a  Customs 
inspector  after  serving  2  years  in  the  United  States  Army. 

A  native  of  Pennsylvania,  Mr.  Winwood  received  a  Bachelor 
of  Science  Degree  in  Political  Science  from  Indiana  University  of 
Pennsylvania  in  1969  and  obtained  a  Masters  Degree  in  Management 
and  Public  Administration  from  Florida  International  University 
in  1976.   In  1984  he  was  selected  for  the  Senior  Executive 
Fellows  Program  in  the  JFK  School  of  Government  at  Harvard 
University. 
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CARLTON  L.  BRAINARO 

Carlton  L.  Brainard  was  born  on  June  2,  1934,  in  Derby, 
Vermont.   He  served  three  years  in  the  U.S.  Marine  Corp. 

In  1958,  Mr.  Brainard  joined  the  Customs  Service  as  an 
inspector  in  Vermont.   In  1968,  he  moved  to  Boston  as  an 
inspector  assigned  to  the  Boston  Seaport.   In  1970,  he  was 
promoted  to  Senior  Inspector  at  Logan  International  Airport  in 
Boston.   He  became  Supervisory  Inspector  at  Champlain,  New  York, 
in  October  of  1974. 

Mr.  Brainard  returned  to  Boston  in  October  of  1980  as 
Airport  Director.   He  then  served  as  Assistant  District  Director 
in  the  Boston  District,  then  as  Assistant  District  Director  in 
the  St.  Albans,  Vermont,  and  Ogdensburg,  New  York,  districts.   In 
1984,  he  became  the  District  Director  in  Buffalo,  which  has  one 
of  the  most  diversified  workloads  in  the  Customs  Service. 

In  1991,  Mr.  Brainard  became  Deputy  Assistant  Commissioner 
for  Trade  Operations  at  Customs  headquarters  in  Washington,  D.C. 
In  September  of  1992,  Mr.  Brainard  was  appointed  Assistant 
Commissioner,  Office  of  Management. 
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JOHN    P.     LUKSIC 

John  P.  Luksic  was  appointed  Acting  Assistant  Commissioner, 
Office  of  Enforcement,  in  December  1993. 

Mr.  Luksic  graduated  from  American  University  with  a 
bachelor  of  science  degree  in  Administrative  Justice,  with  a 
minor  in  Political  Science. 

Mr.  Luksic  was  a  Pennsylvania  State  Trooper  from  1964  to 
1971.   He  began  his  career  at  U.S.  Customs  in  1971  as  a  Special 
Agent.   From  1973  to  1974,  Mr.  Luksic  worked  as  a  Special  Agent 
for  the  Drug  Enforcement  Administration.   In  1976,  he  returned  to 
Customs  as  a  Senior  Special  Agent  stationed  in  Newark, 
New  Jersey. 

In  1979,  Mr.  Luksic  became  Branch  Chief  (Internal  Affairs) 
at  Customs  headquarters  in  Washington,  D.C.   In  1982,   Mr.  Luksic 
became  Branch  Chief  (Strategic  Investigations) . 

From  1983  to  1986,  Mr.  Luksic  served  as  Special  Agent  in 
Charge  at  JFK  International  Airport  in  New  York.   He  was 
Assistant  Customs  Attach6  in  London  from  1986  to  1991. 

Prior  to  his  appointment  as  the  Acting  Assistant 
Commissioner  for  Enforcement,  Mr.  Luksic  served  two  years  as 
Special  Agent  in  Charge  in  Los  Angeles,  California,  and  several 
months  as  the  Assistant  Regional  Commissioner  for  the  Office  of 
Enforcement. 
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KAREN  J.  HIATT 


Karen  J.  Hlatt  has  been  Deputy  Assistant  Commissioner  for 
Commercial  Operations,  since  July  28,  1991. 

Mrs.  Hiatt  was  boim  February  13,  1948,  in  Tokyo,  Japan,  the 
daughter  o£  an  Air  Force  Officer  serving  in  the  occupation 
forces.   After  spending  miuiy  years  abroad,  the  family  settled  in 
Los  Angeles,  California.   Karen  received  her  Bachelor  of  Science 
degree  in  History  and  Economics  in  1970  from  the  University  of 
California.  She  enjoys  reading,  gardening  and  singing. 

Mrs.  Hiatt  began  her  Customs  career  in  1974  as  an  Import 
Specialist  in  Los  Angeles.   After  serving  as  Supervisory  Import 
Specialist  and  Entry  Officer  in  the  Los  Angeles  District,  she 
transferred  to  Washington,  D.C.   There  she  directed  the 
development  2Uid  i]i^>lementation  of  the  Automated  Commercial 
System  (ACS) ,  including  Automated  Broker  Interface  (ABI)  and  the 
Automated  Invoice  Interface  (All) .   Mrs.  Hiatt  served  as  the 
Regional  Director,  Commercial  Operations  in  the  Pacific  Region 
from  September  1988  until  to  her  appointment  as  the  Deputy 
Assistant  Commissioner  for  Commercial  Operations.   Currently, 
Mrs.  Hiatt  is  the  Acting  Assistant  Commissioner  for  Commercial 
Operations. 

She  is  married  to  John  Hiatt,  a  fourth  generation 
Calif omian,  they  have  two  daughters.   The  Hiatts  reside  in 
Alexandria,  Virginia. 
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DEBORAH  J.  SPERO 


Deborah  Spero  was  appointed  to  the  position  of  Deputy 
Associate  Commissioner,  Office  of  Organizational  Effectiveness, 
on  November  29,  1992. 

Ms.  Spero  was  born  September  18,  1948,  in  New  York, 
New  York.   She  graduated  Phi  Beta  Kappa  from  the  University  of 
Maryland  in  1970,  with  a  Bachelor  of  Arts  degree. 

Immediately  upon  graduation  from  college,  Ms.  Spero  joined 
the  Customs  Service  as  an  administrative  intern.   After  a  two 
year  internship,  Ms.  Spero  selected  personnel  management  as  her 
area  of  emphasis,  and  began  a  career  of  increasingly  responsible 
positions  in  the  Customs  Office  of  Human  Resources. 

In  1991,  Ms.  Spero  was  one  of  the  four  Customs  managers  and 
five  non-Customs  officials  appointed  by  the  Commissioner  to  serve 
on  a  Blue  Ribbon  Panel  to  review  integrity  and  management  issues 
in  the  Customs  Service.   Following  the  issuance  of  the  Panel's 
report,  the  Commissioner  asked  Ms.  Spero  to  assist  her  and  the 
Deputy  Commissioner  in  implementation  of  the  Blue  Ribbon  Panel's 
recommendations.   After  completing  this  year-long  assignment,  in 
November  1992,  Ms.  Spero  was  selected  for  the  position  of  Deputy 
Associate  Commissioner,  Office  of  Organizational  Effectiveness. 
Ms.  Spero  has  been  acting  in  the  position  of  Associate 
Commissioner  since  January  20,  1993. 
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HARVEY  G.  POTHIER 

Mr.  Pothier  has  served  as  the  Deputy  Assistant  Commissioner, 
Office  of  Air  and  Marine  Interdiction,  since  early  September 
of  1991.   As  Deputy  Assistant  Commissioner,  Mr.  Pothier  is 
responsible  for  organizing,  directing  and  controlling  the 
administration  and  operation  of  Customs  airborne  drug 
interdiction  and  enforcement  support  programs.   Consequently, 
Mr.  Pothier  is  responsible  for  approximately  950  aircrew  and 
support  personnel  operating  136  aircraft  from  18  separate 
locations  which  extend  from  Puerto  Rico  to  California. 
Mr.  Pothier  is  also  responsible  for  Customs  Aviation  field 
management  centers  and  their  associated  Command  and  Control 
Centers  located  at  Oklahoma  City,  Oklahoma;  Miami,  Florida;  and 
Riverside,  California.   Mr.  Pothier's  Marine  Interdiction  Program 
responsibilities  include  management  of  an  operational  fleet  of 
154  vessels  and  approximately  500  Vessel  Enforcement  Officers 
operating  out  of  over  50  locations  in  the  United  States. 

Previous  to  his  present  position,  Mr.  Pothier  served  as 
Director  of  the  U.S.  Customs  P-3  aircraft  Surveillance  Support 
Center  at  Corpus  Christi,  Texas,  for  2  years.   Prior  to  this 
directorship,  he  served  as  Deputy  Director  of  the  Office  of 
Aviation  Operations  from  April  1988  until  November  1989. 

Before  joining  the  Customs  Service,  Mr.  Pothier  served  in 
the  U.S.  Air  Force  and  retired  in  the  grade  of  Colonel  after  27 
years  of  service.   He  earned  his  Senior  Aircrew  Wings  having 
flown  over  3,500  hours  aboard  EC-121  and  AWACS  aircraft.   He  is  a 
graduate  of  the  U.S.  Customs  Service  Academy,  the  Air  Command  and 
Staff  College  and  the  National  War  College  in  Washington,  D.C. 


389 

BIOGRAPHY 
C.  WAYNE  HAMILTON 


C.  Wayne  Hamilton  has  been  with  the  United  States  Customs  Service  since 
1971.  His  present  assignment  is  Director,  Budget  Division,  responsible  for  budget 
administration  within  the  Customs  Service. 

Mr.  Hamilton  was  bom  October  5,  1939,  in  Martinsville, Virginia,  the  son  of 
Edward  A.  and  Dorothy  J.  Hamilton.    He  holds  a  bachelor  of  science  degree  from 
George  Mason  University. 

Mr.  Hamilton  served  with  the  United  States  Army  for  three  years,  having  been 
discharged  in  1964.    He  was  awarded  the  Army  Commendation  Medal  for  his  service. 

Mr.  Hamilton  has  been  a  member  of  the  Senior  Executive  Service  since  1984. 
His  previous  Customs  assignments  include: 

-Director,  Office  of  Financial  Management  and  Program  Analysis 
-Chief,  Budget  Branch,  Budget  and  Planning  Division 
-Budget  Analyst 

In  1988,  Mr.  Hamilton  had  a  temporary  12  month  assignment  as  a  LEGIS 
Fellow  in  the  office  of  Senator  Dennis  De  Concini.   This  assignment  was  sponsored  by 
the  Office  of  Personnel  Management  to  provide  working  experience  in  coordinating 
legislative  issues.  Mr.  Hamilton  recently  completed  a  temporary  3  month  assignment  as 
Deputy  Director,  Financial  Services  Directorate,  Department  of  the  Treasury,  where  he 
assisted  in  establishing  the  new  Office  of  Financial  Systems  and  Reports. 

He  married  the  former  Rebecca  Schronce  (Lenoir-Rhyne  College  1965)  in  1969. 
They  have  one  son,  and  reside  in  Hemdon, Virginia. 
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GEORGE  MUNOZ 

Assistant  Secretary  (Management) 
and  Chief  Financial  Officer 

U.S.  Treasury  Department 

1500  Pennsylvania  Ave.,  N.W.  Phone  (202)  622-0410 

Washington,  D.C.    20220  Fax  (202)  622-2337 

George  Munoz  is  a  Certified  Public  Accountant  (CPA)  and  a  licensed  attorney  with  strong 
credentials  in  business,  management,  law  and  public  policy.  That  is  one  reason  why  he  was 
appointed  by  President  Clinton  and  confirmed  by  the  U.S.  Senate  to  be  one  of  the  Assistant 
Secretaries  of  the  Treasury.  Mr.  Murioz  is  both  an  Assistant  Secretary  of  the  Treasury  for 
Management  and  is  also  the  Chief  Financial  Officer  of  the  U.S.  Treasury  Department.  He  reports 
to  Treasury  Deputy  Secretary  Roger  Altman  and  Secretary  Lloyd  Bentsen. 

Mr.  Murioz'  educational  background  is  quite  extensive  and  from  some  of  the  country's  best 
universities: 

LEGAL  Harvard  Law  School.  J.D.  (1978) 

PUBLIC  POLICY  Harvard's  Kennedy  School  of  Government 

Master's  in  Public  Policy  (1978) 

ACCOUNTING/CPA  University  of  Texas,  B.B.A.  (1974) 

College  of  Business  -  Accounting 
Graduate  of  Business  Honors  Program 
Graduated  with  High  Honors 

TAX  DePaul  University,  L.L.M.  (1984) 

Master's  in  Law  and  Taxation 

Mr.  Muiioz  believes  that  "Education  makes  for  a  fuller  life  and  a  stronger  country.  It  is  knowledge 
and  wisdom--not  guns-that  will  assure  our  freedom  and  standard  of  living."  He  served  as  the 
President  of  the  Chicago  Board  of  Education  for  three  consecutive  years  in  the  mid-  1  980s.  It  is 
the  third  largest  school  system  in  the  country  with  over  400,000  students,  over  42,000  employees 
and  an  annual  budget  in  excess  of  2  billion  dollars.  He  has  been  the  youngest  president  of  that 
institution,  and  he  fought  for  education  reform  to  reverse  the  trend  of  poor  performance  and  drop 
outs  among  the  students. 

On  the  business  side,  Mr.  Murioz  has  been  a  successful  attorney.  He  is  the  founder  of  a  law  firm 
in  Chicago  that  specializes  in  international  business  and  legal  transactions.  He  is  a  well  known 
authority  on  the  North  American  Free  Trade  Agreement  (NAFTA);  and  has  given  may  speeches  and 
written  presentations  on  the  benefits  of  doing  business  with  Mexico  and  Latin  America. 

Mr.  Murioz  Is  a  strong  believer  in  public  service,  and  Is  the  recipient  of  many  awards  for 
distinguished  public  service.  That  Is  one  reason,  he  says,  that  he  sought  and  got  a  Masters  In 
Public  Policy  from  the  Kennedy  School  of  Government. 

Mr.  Muiioz  comes  from  a  large  family.  He  was  born  In  Brownsville,  Texas,  but  makes  his  home  In 
Chicago,  Illinois.  He  is  one  of  1  2  children  born  to  Mr.  and  Mrs  CIprlano  Murioz.  He  is  42  years  old 
and  is  fluent  in  Spanish. 
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Mr.  VisCLOSKY.  Mr.  Munoz,  do  you  have  a  statement  or — 

Mr.  MuNOZ.  No,  sir,  but  I  am  here  to  answer  any  questions  that 
might  be  Treasury-wide. 

Mr.  VisCLOSKY.  At  this  time,  I  would  like  to  recognize  Mr.  Wolf 
if  you  have  an  opening  statement  or  questions. 

Mr.  Wolf.  I  have  both,  if  I  can. 

Mr.  VISCLOSKY.  Sure. 

CHINESE  FORCED  LABOR:  MEMORANDUM  OF  UNDERSTANDING 

Mr.  Wolf.  Welcome,  Mr.  Weise.  I  will  submit  this  for  the  record 
but  just  briefly,  I  want  to  make  the  comment  that  Chinese  compli- 
ance with  U.S.  laws  prohibiting  U.S.  imported  goods  made  in  forced 
labor  conditions  as  outlined  in  a  1992  Memorandum  of  Under- 
standing with  the  Chinese  government  is  extremely  important  be- 
cause it  is  one  of  the  two  must-do  conditions  required  by  the  Presi- 
dent's executive  order  on  the  renewal  of  MFN. 

[Congressman  Wolfs  prepared  statement  follows:] 
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Mr.  Chairman,  it  is  no  surprise  to  either  this  subcommittee  or 
Commissioner  Weise  that  one  of  my  major  concerns  with  Customs  is  the 
agency's  mandate  to  enforce  U.S.  laws  prohibiting  the  import  of  forced  labor 
goods  made  in  Chinese  prisons.    My  interest  stems  from  a  1991  visit  to  Beijing 
Prison  #1,  a  facility  where  40  Tiananmen  Square  prisoners  of  conscience  at  that 
time  labored  as  part  of  the  vast  Chinese  gulag  to  make  socks  and  hosiery. 

Chinese  compliance  with  U.S.  laws  prohibiting  U.S.  import  of  goods  made 
in  forced  labor  conditions,  as  outlined  in  the  1992  Memorandum  of 
Understanding  (MOU)  with  the  Chinese  government,  is  extremely  important 
because  it  is  one  of  the  two  "must  do"  conditions  required  by  the  President's 
Executive  Order  for  the  renewal  of  Most  Favored  Nation  trading  status  with 
China. 

It  is  vital  that  the  Administration  understand  that  there  are  people  in 
Congress  following  what  is  happening  or  not  happening  with  the  MOU.    And  it 
is  our  sincere  hope  that  the  Administration  is  not  engaged  in  a  cosmetic  effort 
with  the  Chinese  to  attempt  to  diffuse  forced  labor  exports  as  a  preeminent  issue 
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in  the  MFN  debate. 


It  is  clear  to  any  objective  observer  that  the  Chinese  have  not  complied 

(with  the  MOU.   They  have  stalled,  created  obstacles,  and  refused  to  abide  by  the 
all  the  more  distiu-bing.    Congress  is  very  interested  in  learning  why  the 
Administration  felt  it  could  reach  oral  agreements  with  a  government  which  had 
previously  not  complied  with  its  written  agreements. 


MOU's  provisions.    Compliance  with  the  MOU  would  be  relatively  meaningless 
in  and  of  itself  given  the  fact  it  is  so  weak.    This  makes  Chinese  non-compliance 


I  have  yet  to  see  on  paper  the  promises  the  Chinese  gave  Secretary 
/     Bentsen  in  January  in  a  purported  effort  to  tighten  the  MOU  and  appear  to  the 
world  to  be  cooperating  with  the  U.S.  on  our  joint  forced  labor  agreement. 
Sounds  to  me  like  "selling  the  same  horse  twice,"  as  nineteen-year  gulag  veteran 
Harry  Wu  says.    And  —  in  Ught  of  the  fact  that  the  5  visits  the  Chinese  are  now 
promising  to  allow  us  to  conduct  were  requested  eighteen  months  ago  —  I  cannot 
*     believe  there  is  any  doubt  that  these  facilities  will  be  cleaned  up  by  the  time  the 
visits  occur. 

These  and  other  pressing  questions  make  Commissioner  Weise's  testimony 
particularly  consequential  at  this  juncture  in  the  MFN  debate. 
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Mr.  Wolf.  It  is  vital  that  the  administration  understand  that 
there  are  people  in  Congress  in  both  parties  following  what  is  hap- 
pening or  not  happening  with  the  MOU.  It  is  our  hope  that  the  ad- 
ministration is  not  engaged  in  a  cosmetic  effort  with  the  Chinese 
to  attempt  to  diffuse  forced  labor  exports  as  a  key  issue. 

It  is  clear  to  any  objective  observer  that  the  Chinese  have  not 
complied  with  the  MOU.  They  have  stalled,  created  obstacles,  re- 
fused to  abide  by  the  MOU's  provisions.  Compliance  with  the  MOU 
would  be  relatively  meaningless  in  and  of  itself  given  the  fact  that 
it  is  weak.  This  makes  the  Chinese  noncompliance  all  the  more  dis- 
turbing. 

And  then  I  go  on  to  talk  about  a  visit  that  I  had  in  Beijing  Pris- 
on, Number  One,  and  some  of  the  other  things. 

PRISON  LABOR  VS.  FORCED  LABOR 

Let  me  just  ask  you  a  series  of  questions,  if  I  can.  In  previous 
testimony  before  the  Congress,  you  have  used  a  phrase,  forced 
labor,  rather  than  prison  labor  when  referring  to  China.  Could  you 
please  explain  the  difference? 

Mr.  Weise.  Well,  Mr.  Wolf,  my  recollection  from  the  statute  is 
the  statute  actually  uses  the  terms  "forced  labor,"  "convict  labor" 
and  "indentured  labor"  and  I  look  at  them  as  being  almost  synony- 
mous. 

Mr.  Wolf.  But  they  are  not. 

Mr.  Weise.  One  clearly  is — it  occurs  within  a  prison,  but  the 
other  is  nonvoluntary  and  we  looked  at  prison,  forced  and  inden- 
tured labor  as  being  nonvoluntary. 

Mr.  Wolf.  When  the  administration  talks  about  this,  it  should 
be  talking  about  forced  labor  because  that  is  what  we  are  talking 
about.  Why  does  the  MOU  only  make  reference  to  prison  labor  and 
not  forced  labor? 

Mr.  Weise.  I  can't  answer  that  question  directly,  Congressman. 
As  you  know,  the  MOU  was  entered  into  in  my  predecessor's  term 
of  office  so  that  is  a  MOU  which  I  and  this  administration  inher- 
ited. 

We  did  not  negotiate,  but  I  think  that  in  using  the  term,  as  I  say, 
they  are  synonymous.  I  think  you  are  right  that  there  is  a  distinc- 
tion between  them,  but  I  think  when  we  use  the  term  prison  labor, 
it  is  a  short  hand  to  forced  and  prison  labor,  and  that  we  feel  that 
the  law  covers  both  and  we  are  attempting  to  interpret  the  provi- 
sion of  the  MOU  as  if  it  said  both,  even  though  it  was  negotiated 
to  say  something  else. 

Mr.  Wolf.  In  your  estimate,  are  the  Chinese  gulags  more  like 
the  prison  system  in  the  U.S.  or  more  like  the  former  Soviet  Union 
gulags? 

Mr.  Weise.  I  can't  answer  that. 

Mr.  Wolf.  That  is  an  important  question  though. 

Mr.  Weise.  I  don't  have  the  background  to  say  I  have  studied  the 
two  systems  and  can  give  you  an  informed  response  on  that.  I 
would  be  happy  to  initiate  such  a  study. 

Mr.  Wolf.  Did  you  read  Harry  Wu's  book  of  his  19  years  in  a 
forced  gulag,  forced  labor  camp? 

Mr.  Weise.  I  have  not  read  his  book.  I  have  read  much  of  his 
submissions  to  the  Customs  Service,  but  I  have  not  read  his  book. 
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Mr.  Wolf.  Here  is  a  copy  of  his  book.  Why  don't  you  just  take 
it  and  read  it?  Does  the  MOU  allow  the  U.S.  to  inspect  the  camps 
or  visit  the  camps? 

Mr.  Weise.  My  view  is  it  allows  us  to  inspect  the  camps. 

Mr.  Wolf.  Does  the  oral  one  say  inspect  or  does  it  say  visit?  Be- 
cause Secretary  Bentsen  said  sometimes  visit,  sometimes  inspect. 
In  your  testimony  today  on  page  12  you  want  to  visit  once  and  in- 
spect once. 

Mr.  Weise.  There  would  be  no  other  reason  for  the  Customs 
Service 

Mr.  Wolf.  Let  me  tell  you  why  it  is  important.  Because  we  are 
going  through  this  situation  with  the  North  Koreans,  whether  you 
inspect  the  nuclear  facilities  or  visit.  They  are  saying  you  can  visit 
but  not  inspect.  I  think  this  is  the  difference  we  are  talking  about. 

Mr.  Weise.  We  have  made  this  clear.  Congressman,  to  the  Chi- 
nese that  when  we  visit,  we  are  there  to  inspect. 

COMPLL^NCE  WITH  MEMORANDUM  OF  UNDERSTANDING 

Mr.  Wolf.  What  is  your  view  of  China's  compliance  with  the 
Memorandum  of  Understanding  on  prison  labor  from  the  time  they 
signed  it  in  August  1992  to  the  Secretary's  Beijing  visit? 

Mr.  Weise.  Congressman,  I  testified  before  the  House  Govern- 
ment Operations  Committee  on  the  same  day  that  you  and  I  both 
appeared  before  the  same  committee.  At  that  time,  which  was  sev- 
eral months  ago,  I  was  very  frustrated  and  very  very  disappointed, 
and  I  felt  we  were  not  getting  the  kind  of  compliance  with  the 
agreement  that  I  thought  was  appropriate. 

We  feel  that  there  are  many  steps  that  we  can  do — undertake  to 
improve  that  Memorandum  of  Understanding  and  I  think  you  are 
aware  that  we  are  attempting  to  get  that  agreement  now. 

Secretary  Bentsen  in  his  visit  to  China  took  these  negotiations 
a  long  way  and  we  are  beginning  to  see  what  appears  to  be  a  great- 
er sense  of  cooperation  being  extended  by  the  Chinese. 

I  wouldn't  say  that  we  are  completely  there  yet.  We  have  some 
promises  that  need  to  be  fulfilled,  but  promises 

Mr.  Wolf.  But  do  you  consider  the  1992  MOU  a  failure,  or  do 
you  think  it  has  been  a  success? 

Mr.  Weise.  I  would  say  that  the  1992  MOU,  up  until  the  time 
that  this  administration  took  over,  was  less  than  satisfactory.  We 
are  working  hard  to  make  it  more  effective  because  it  had  too  many 
shortcomings,  and  the  response  that  we  were  getting  from  the  Chi- 
nese government  was  when  they  would  allow  us  to  visit  a  plant  or 
visit  a  prison  for  inspection,  it  would  take  an  inordinate  length  of 
time;  it  would  be  under  too  stringent  controls. 

And  one  of  the  shortcomings  that  I  found  and  one  of  the  things 
that  we  are  about  to  see  an  agreement  from  the  Chinese  on  is  that 
once  we  visit  a  prison — and  what  happened  in  several  instances  is 
that  we  would  visit  a  prison,  we  would  actually  observe  through 
our  inspection  that  the  products  that  were  allegedly  being  produced 
in  that  prison  were  indeed  being  produced  in  that  prison.  What  we 
weren't  able  to  find  is  any  documented  evidence  that  they  were 
being  exported  to  the  United  States. 

I  felt  that  that  was  a  shortcoming  in  the  agreement.  In  order  for 
us  to  do  an  effective  enforcement  job,  we  have  to  be  able  to  not  only 
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be  satisfied  that  once  we  see  a  product  produced  in  that  prison — 
that  has  been  allegedly  exported  to  the  United  States — ^we  cannot 
be  satisfied  with  simply  the  evidence  of  what  has  happened  in  that 
prison. 

We  need  to  have  the  ability  to  take  that  chain  of  control — at 
least  the  next  customer  to  find  out  if  the  person  or  persons  who 
purchased  those  products  from  that  prison  then  exported  it  to  the 
United  States.  That  is  one  of  the  things  that  we  are  attempting  to 
achieve. 

And  as  a  result  of  the  Secretary's  visit,  I  think  we  are  very  close 
to  getting  a  commitment  from  the  Chinese  that  they  will  allow  us 
to  take  it  through  those  next  steps  and  they  also  are  going  to  be 
more  responsive  in  terms  of  the  timeliness. 

As  you  know,  when  we  made  requests  in  the  past,  time  would 
drag  on  and  they  would  have  an  opportunity  to  clean  up  their  act 
so  to  speak.  Under  the  new  agreement  we  are  hoping  to  enter  into, 
they  would  have  to,  within  a  60-day  period  of  our  request,  allow  us 
into  the  prisons. 

Mr.  Wolf.  Of  course,  Commissioner,  in  60  days  they  could  clean 
the  prison.  I  was  in  Beijing  Prison  Number  One  where  they  were 
making  the  socks,  and  the  equipment  that  there  was,  you  could 
come  in  in  60  days  and  clean  it  out,  clean  it  out. 

MODIFICATION  TO  MEMORANDUM  OF  UNDERSTANDING 

Why  was  the  MOU  oral  rather  than  written  and  is  it  available? 
Is  the  oral  MOU  available  for  the  committee  to  look  at? 

Mr.  Weise.  You  are  talking  about  the  modification  to  the  MOU? 

Mr.  Wolf.  Yes. 

Mr.  Weise.  The  Chinese  have  expressed  a  preference  to  not  sign 
a  new  MOU.  We  have  made  it  clear  that  we  expect  we  have  to  sign 
something.  I  think  they  would  prefer  to  do  it  orally  or  prefer  to  do 
it  through  an  exchange  of  letters.  We  are  insisting 

Mr.  Wolf.  If  we  couldn't  trust  them,  and  it  was  basically  a  fail- 
ure, and  most  objective  people  would  say  the  MOU  was  a  failure, 
the  written  was  a  failure,  why  would  we  trust  them  on  an  oral  one? 

Mr.  Weise.  We  are  not  trusting  them  on  an  oral  one,  sir.  What 
I  suggested  is  that  we  are  insisting  that  we  memorialize  this  in  a 
written  agreement  that  will  be  signed  by  both  parties,  and  that  is 
something  that  we  continue  to  insist  upon. 

Mr.  Wolf.  When  would  that  be  done? 

Mr.  Weise.  We  are  hoping  within  the  next  month  or  two  we  will 
have  this  thing  resolved. 

PRISON  LABOR:  COLUMBUS  MCKINNON  CASE 

Mr.  Wolf.  In  the  report,  "Cruel  Money"  by  the  Laigoi  Research 
Foundation,  they  talked  about  Columbus  McKinnon.  I  have  the  pic- 
tures here  of  the  Columbus  McKinnon  chain  hoist.  What  has  been 
the  reluctance  to  bring  a  case  here? 

It  has  been  10  months  since  Harry  Wu  and  Nancy  Pelosi  and 
other  Members  had  the  press  conference  and  disclosed  this.  What 
has  been  the  reluctance  to  bring  the  case? 

I  know  they  have  gone  out  and  hired  a  large  law  firm  downtown 
that  is  tied  into  a  lot  of  powerful  people  in  Washington,  and  I  am 
a  little  frustrated  and  many  of  us  here  see  you  almost  have  conclu- 
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sive  evidence  the  chain  hoist  of  Columbus  McKinnon  look  exact, 
same  parts,  two  different  slave  camps.  They  have  changed  their 
broker,  but  they  haven't  changed. 

And  also  the  other  question  is,  have  you  gone  into  this  prison 
number  four?  Is  that  on  the  list  to  visit? 

Mr.  Weise.  First  of  all,  I  would  say  that  we  have  begun  proceed- 
ings on  this,  though  you  say  haven't  we  brought  a  case? 

Mr.  Wolf.  Let  me  give  you  a  little  more  background.  Mr.  Hoyer 
was  very,  very  helpful,  and  the  committee  in  a  unanimous  vote,  in 
a  bipartisan  way,  we  increased  the  penalty  to  $50,000. 

There  have  been  no  cases  brought,  and  one  of  the  reasons  that 
much  of  this  activity  was  taking  place,  the  penalty  was  so  low  that 
a  business  person  could  take  the  chance.  We  have  increased  it  now 
to  $50,000  and  yet  we  have  no  activity  on  the  part  of  Customs. 

Mr.  Weise.  Sir,  we  do  have  activity,  and  if  I  may,  I  can  tell  you 
exactly  what  steps  we  have  taken. 

Mr.  Wolf.  What  have  you  taken?  Why  haven't  you  brought  the 
case? 

Mr.  Weise.  If  I  may — give  me  a  moment.  May,  1993  Customs  re- 
ceived information  that  this  company  was  importing  these  prod- 
ucts. In  July  of  1993  Customs  issued  a  detention  order  pursuant 
to  19  CFR  12.42  (e)  (Tariff  Act  of  1930,  Section  307,  (19  U.S.C. 
1307))  against  the  hoist. 

Customs  special  agents  interviewed  employees  of  a  CMC  affiliate 
in  Hong  Kong  in  July,  1993  who  reported  seeing  prisoners  at  the 
factory,  but  did  not  view  such  prisoners  working  on  CMC  products. 

On  July  19th,  1993,  CMC,  through  counsel,  requested  an  exten- 
sion of  time  to  file  proof  of  admissibility  pursuant  to  19  CFR  12.43 
(Tariff  Act  of  1930,  Section  307,  (19  U.S.C.  1307)).  This  extension 
was  granted.  On  July  30th,  1993  CMC  submitted  certificates  of  ori- 
gin showing  that  forced  labor  was  not  used. 

On  October  29th,  1993,  CMC  made  an  additional  submission 
under  Section  12.43  (Tariff  Act  of  1930,  Section  307,  (19  U.S.C. 
1307)),  which  alleges  that  the  facility  once  was  but  is  currently  not 
a  prison.  CMC's  sworn  statements  allege  that  if  there  are  remain- 
ing prisoners  at  the  factory,  they  do  not  work  on  goods  intended 
for  export. 

Further,  CMC  argued  that  it  had  no  knowledge  of  these  events 
until  1993. 

In  February  of  this  year,  CMC  indicated  that  it  may  seek  to  ex- 
port the  subject  chain  hoists  pursuant  to  19  CFR  12.44.  (Tariff  Act 
of  1930,  Section  307,  (19  U.S.C.  1307)). 

So  we  have  been  very  much  engaged  in  this  process.  Congress- 
man. We  are  basically  allowing  for  the  law  to  unfold  as  it  is  written 
and  allowing  for  due  process.  They  do  have  attorneys  who  are  rep- 
resenting them  now. 

Mr.  Wolf.  Let  me  just  say,  I  contacted  Winston  Strawn  and  they 
wrote  me  back.  They  said,  "We  have  personally  visited  with  our  cli- 
ents the  factories  at  which  the  hoist  and  trollies  by  CMC  are  made. 
In  fact,  the  Chinese  allow  the  companies  that  buy  their  slave  labor 
goods  and  forced  labor  goods  to  come  back  in  and  take  pictures 
when  frankly  your  people  can't  even  get  in  to  do  anything." 

They  go  on  to  say,  Winston  Strawn,  'These  factories  are  ordinary 
Chinese  factories  employing  civilian  men  and  women  workers.  We 
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have  provided  proof  of  our  findings  in  the  form  of  videos,  photo- 
graphs, and  sworn  affidavits." 

A  sworn  affidavit  from  a  gulag  prisoner  or  a  former  affidavit 
from  a  gulag  warden  isn't  worth  anything.  This  is  a  disgrace.  Mr. 
Commissioner,  what  is  taking  place,  I  suggest  you  take  a  look  at 
the  movie,  Schindler's  List.  There  is  a  Schindler's  List  taking  place 
throughout  China.  Talk  to  these  men  and  women  that  are  in  these 
camps.  They  have  been  brutally  beaten  and  forced — we  talked  with 
one  the  other  day,  up  to  their  thighs  in  water,  cattle  prods  on 
them,  electricity  cattle  prods  and  beatings  and  things  like  this. 

My  sense  is  that  you  are  in  a  very  difficult  position  because  the 
administration  is  struggling.  I  supported  what  the  President  did 
and  the  edict  with  regard  to  the  meeting.  Right  now  there  is  no 
way  that  the  Clinton  administration  can  even  send  up  an  MFN. 
They  have  regressed.  They  have  regressed  in  slave  labor  there. 
There  has  been  no  progress. 

They  have  regressed  with  regard  to  the  persecution  of  the 
church.  They  have  regressed  with  regard  to  Tibet,  and  I  think,  I 
aim  concerned  that  there  is  pressure  being  brought,  not  to  bring 
this  case,  Columbus  McKinnon,  gmd  Winston  Strawn  is  tied  into 
people  in  the  administration  not  to  bring  this  case  because  to  bring 
this  case  would  upset  the  whole  MFN  thing,  and  there  is  no  excuse 
with  all  of  the  data  from  60  Minutes  to  Harry  Wu  to  all  the  data 
coming  in  that  we  conclusively  cannot  bring  cases,  and  my  sense 
is  that  Customs  is  dragging  their  heels. 

Mr.  Weise.  Congressman,  I  can  state  unequivocally  that  I  have 
received  no  pressure  from  anyone  in  the  administration  to  drag  our 
feet  on  this  particular  case. 

This  case  is  being  handled  under  due  process  of  law  by  the  attor- 
neys in  the  Customs  Service  dealing  with  the  attorneys  represent- 
ing this  client.  But  I  have  received  no  intervention  from  anybody, 
either  inside  or  outside  of  the  Customs  Service  or  from  the  Winston 
&  Strawn  law  firm  suggesting  that  we  slow  down  our  process. 

I  believe  as  strongly  as  you  do  that  this  is  an  important  respon- 
sibility of  the  Customs  Service  to  ensure  that  we  carry  out  this  law 
as  effectively  as  we  possibly  can.  I  am  committed  as  a  commis- 
sioner to  try  to  do  that,  but  these  matters  are  not  as  easy 

Mr.  Wolf.  I  am  going  to  end  on  this  and  get  the  second  round. 

Mr.  Commissioner,  no  one  from  Customs  has  been  in  touch  with 
Harry  Wu  and  his  people  since  last  May,  no  one.  This  man  has  for- 
gotten more  about  it  than  Customs  will  ever  know  and  nobody  has 
been  in  touch.  These  companies  hire  large,  powerful  law  firms  here 
in  town.  They  are  plugged  in. 

The  Harry  Wus  of  the  world  can't  hire  anybody.  This  case  should 
have  been  brought  long  ago.  You  have  an  open  and  shut  case  here. 

Mr.  Noble,  you  want  to  make  a  comment? 

Mr.  Noble.  I  just  want  to  take  it  up  the  chain.  As  George's  boss, 
I  can  tell  you  that  we  received  no  outside  pressure  and,  frankly,  I 
resent  the  suggestion  that  we  received  such  pressure. 

Mr.  Wolf.  I  don't  care  if  you  resent  it  or  not,  Mr.  Noble.  I  said 
it  for  the  record,  they  have  hired  this  firm.  It  has  been  10  months. 
The  case  should  have  been  brought,  period. 

Mr.  Noble.  Well,  on  behalf  of  the  administration,  I  would  con- 
clude that  I  resent  the  suggestion  that  we  received  any  kind  of  out- 
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side  pressure  to  prevent  us  from  doing  any  kind  of  investigation  or 
any  kind  of  work  on  any  prison  labor  case. 

Mr.  Wolf.  Mr.  Noble,  I  resent  the  fact  on  behalf  of  the  people 
that  are  in  the  prison  camps  that  you  all  haven't  brought  the  case. 
And  I  think  the  world  is  watching. 

This  is  a  very,  very  important  issue.  This  is  one  of  the  two  things 
that  the  President  said  that  he  will  watch  with  regard  to  that. 
There  has  been  no  progress  on  the  part  of  the  Chinese.  Quite  the 
contrary. 

In  some  areas  there  has  been  regression,  regression,  and  we  have 
heard  visits  and  we  have  heard  inspections.  They  didn't  live  up  to 
the  written  Memorandum  of  Understanding  and  now  we  have  an 
oral  one.  No  one  up  here  has  seen  it.  Have  you  seen  the  oral  one? 

Mr.  Noble.  I  just  heard  my  colleague.  Commissioner  Weise,  read 
from  prepared  remarks  about  the  judicial  process  currently  work- 
ing. There  are  proceedings  under  way.  It  seems  to  me  everyone  has 
a  right  to  be  heard  in  court.  We  as  a  country  support  that,  and  as 
far  as  I  am  concerned,  I  haven't  heard  anything  to  the  contrary. 

Mr.  Wolf.  Will  you  submit  though  a  memorandum,  either — I 
would  think  it  would  be  enough  if  you  gave  it  to  Mr.  Hoyer  and 
Mr.  Lightfoot  and  didn't  include  me,  what  the  oral  understandings 
are? 

Mr.  Noble.  Sir,  I  believe  you  have  every  right  for  us  to  follow 
up,  and  I  would  try  to  provide  you  with  whatever  information  I 
can. 

Mr.  Wolf.  Okay,  I  will  get  the  next  round. 

Mr.  Hoyer.  Mr.  Visclosky. 

Mr.  Visclosky.  If  I  could  just  note  for  the  record  that  Mr.  Cole- 
man, a  Member  of  the  full  committee  was  with  us  earlier  today  and 
wanted  to  submit  a  number  of  questions  for  the  record. 

Mr.  Hoyer.  Thank  you.  And  we  will  submit  those  questions  to 
you. 

Secretary  Noble  and  Mr.  Weise,  Mr.  Munoz,  I  apologize  for  my 
lateness.  As  you  probably  heard,  I  was  testifjdng  on  a  bill  before 
the  Judiciary  Committee  and  then  we  had  a  meeting  with  the 
Speaker,  so  I  apologize  for  being  late. 

Mr.  Noble.  Mr.  Chairman,  I  just  wanted  to  take  a  moment.  It 
is  not  in  this  area  of  responsibility,  on  behalf  of  Director  John 
Magan  and  all  the  men  and  women  of  ATF,  we  thank  you  for  both 
your  support  and  all  the  support  throughout  this  committee.  John 
wEinted  me  to  extend  our  wsirmest  regards  and  thanks  for  your  re- 
marks yesterday. 

Mr.  Hoyer.  Thank  you.  Let  me  make  a  comment,  Mr.  Secretary, 
for  you  and  for  Mr.  Weise  and  for  Mr.  Muiioz.  None  of  you  were 
members  of  the  previous  administrations,  but  I  want  to  make  it 
clear  to  everybody,  to  the  three  of  you  and  to  everyone  in  the  room, 
that  my  good  friend,  Mr.  Wolf,  feels  very  strongly  about  this. 

I  did  not  hear  all  of  his  questions,  but  I  have  not  heard  anybody 
be  as  tough  on  an  administration  witness  as  I  heard  Mr.  Wolf  be 
on  Mr.  Baker  when  he  was  Secretary  of  the  Treasury,  so  that  I 
want  to  make  it  clear  that  he  does  not  perceive  this  as  a  partisan 
issue  in  any  way,  and  the  anger  you  hear  and  the  frustration  you 
hear  and   the  angst  that  you   hear  about  those   imprisoned   and 
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forced  to  produce  goods  at  no  remuneration  for  them,  that  we  con- 
tinue to  buy  on  the  international  marketplace  is  real. 

I  came  in  late,  didn't  hear  all  of  Mr.  Wolfs  questions,  and  I  don't 
necessarily  always  agree  with  Mr.  Wolf.  I  want  to  make  that  clear 
as  well.  He  knows  that,  but  I  have  great  respect  for  him,  and  I  just 
wanted  to  assure  you,  I  know  it  doesn't  come  from  a  partisan  per- 
spective. 

Mr.  Noble.  We  understand  sweating  is  bipartisan  as  well. 

Mr.  HOYER.  Secretary  Baker  got  a  lot  of  heat  that  day  and  I 
share  Mr.  Wolfs  view  that  we  need  to  be  tougher  in  terms  of  tell- 
ing countries  that  we  are  not  going  to  buy  goods  from  them  that 
are  produced  with  slave  labor.  That  is  what  the  law  says  and  that 
is  what  we  ought  to  carry  out. 

NAFTA:  RULES  OF  ORIGIN 

Yesterday,  we  had  some  discussions  with  Mr.  Mufioz,  with  ref- 
erence to  NAFTA  and  GATT,  and  Mr.  Weise,  let  me  ask  you  the 
question. 

The  rules  of  origin  are  critically  important.  Your  former  leader 
was  a  chief  proponent  of  NAFTA.  I  was  a  supporter  of  NAFTA.  It 
was  controversial  within  our  party.  A  lot  of  people  feel  they  are 
going  to  get  hurt  by  NAFTA. 

We  want  to  make  sure  to  the  extent  we  can  that  nobody  plays 
games  with  NAFTA,  and  the  rule  of  origin  is  critically  important. 
Mr.  Weise,  how  are  we  going  to  enforce  NAFTA?  How  many  addi- 
tional FTEs  do  we  need  to  respond  to  that  issue? 

NAFTA:  TEXTILE  TRADE  ENFORCEMENT 

Mr.  Darden.  Mr.  Chairman,  would  you  yield  just  for  an  observa- 
tion here?  The  Chairman  is  probably  aware  that  Congressman 
John  Spratt,  who  is  the  Chairman  of  the  Textile  Caucus,  has  by 
unanimous  consent  placed  a  letter  in  the  record  as  well  as  testi- 
mony on  this  issue.  This  is  of  critical  importance  to  him  and  mem- 
bers of  the  textile  caucus  as  well. 

I  want  to  let  you  know  how  much  I  appreciate  your  starting  off 
on  this  issue,  because  Congressman  Spratt  and  other  members  of 
the  Textile  Caucus,  including  myself,  had  grave  reservations  about 
NAFTA,  and  it  was  only  after  we  received  some  very  strong  assur- 
ances in  writing  from  the  President  of  the  United  States  about 
what  Secretary  Bentsen  would  do  in  the  Treasury  Department  that 
we  did,  in  fact,  decide  to  vote  in  favor  of  the  North  American  Free 
Trade  Agreement. 

So  I  W2int  to  commend  you  on  bringing  this  issue  up  here  and 
assure  you  this  is  extremely  important  to  us  and  I  appreciate  your 
going  into  this  matter. 

Mr.  HOYER.  Mr.  Spratt  has  talked  to  me.  Of  course,  Mr.  Darden 
is  a  Member  of  this  committee  and  all  the  Members  of  this  commit- 
tee, whatever  they  did  on  NAFTA,  I  think  share  the  concern,  as  I 
am  sure  you  do  Mr.  Weise  and  Secretary  Bentsen,  Secretary  Noble 
as  well. 

We  have  passed  the  bill  now,  but  now  the  nitty-gritty  specifics 
come  into  play,  and  it  is  absolutely  essential  that  we  keep  the  faith 
with  those  to  whom  we  represented  that  we  were  going  to  make 
sure  that  some  of  the  fears  they  had  were  not  realized. 
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Now,  it  is  going  to  be  your  responsibility  to  make  this  come  true. 
So  if  you  could  respond  to  the  question,  and  I  want  to  make  it  clear 
to  Mr.  Darden,  he  has  been  a  strong,  strong  proponent  of  making 
sure  that  we  exercise  in  this  committee  oversight  to  insure  that  ob- 
jective. 

Mr.  Weise. 

Mr.  Weise.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to  ad- 
dress that  issue  which  is  obviously  very  important  to  the  adminis- 
tration as  reflected  in  the  letter  that  President  Clinton  sent  to  Con- 
gressman Spratt  and  others. 

We  feel  very  strongly — I  mentioned  a  little  bit  of  this  before  you 
arrived,  Mr.  Chairman — that  the  NAFTA  agreement  as  a  starting 
point  is  better  than  anything  we  have  ever  had  from  Customs'  per- 
spective in  terms  of  the  overall  issue  of  enforcing  rules  of  origin. 

NAFTA:  NEGOTIATIONS 

The  reason  for  that  is  it  is  the  first  opportunity  that  the  Customs 
Service,  through  the  Treasury  Department,  has  had  an  opportunity 
to  be  at  the  negotiating  table.  In  many  agreements  in  the  past,  I 
have  been  involved  in  as  part  of  my  background  and  experience  in 
trade  policy.  Customs  has  usually  been  the  afterthought. 

After  they  negotiate  an  agreement,  they  turn  the  whole  thing 
over  to  us  and  say  it  is  yours,  you  enforce  it. 

That  didn't  happen  this  time.  We  were  involved  in  this  from  the 
beginning  and  among  the  things  that  are  in  the  agreement  itself — 
before  we  even  get  into  the  issue  of  resources — was  for  the  first 
time  an  opportunity  in  the  agreement  that  allows  Customs  officials 
from  the  United  States  to  go  into  the  facilities  in  the  other  country 
just  to  confirm  that  the  products  were  indeed  produced  in  the  fa- 
cilities in  which  they  were  allegedly  produced. 

And  if  the  company  will  not  allow  us  into  that  facility,  that  com- 
pany no  longer  has  the  privilege  of  exporting  into  the  United  States 
under  the  NAFTA.  So  that  is  a  pretty  serious  club  right  there. 

Before  we  even  got  to  the  discussion  that  took  place  between 
Congressman  Spratt  and  the  administration  on  additional  re- 
sources, I  should  also  point  out  that  during  the  last  two-year  pe- 
riod, thanks  to  this  committee  and  the  Senate  Appropriations  Com- 
mittee working  together,  the  Customs  Service  has  been  mandated, 
and  we  have  been  fulfilling  this  mandate,  to  add  300  additional 
Customs  inspectors  to  the  Southwest  border  at  a  time  when  our 
overall  resources — as  you  know,  to  meet  the  President's  target — 
were  going  down. 

We  faced  a  reduction  in  fiscal  year  1993  and  1994  across  the 
board  of  642  positions  in  the  Customs  area.  In  that  environment, 
we  added  300  to  the  Southwest  border  before  we  even  got  to  the 
Spratt  letter. 

Now,  in  the  course  of  the  discussions  on  NAFTA — the  concern 
that  a  number  of  Members  have  expressed — we  felt  that  we  had 
the  resources  to  do  a  pretty  effective  job  with  the  provisions  of  the 
NAFTA  that  I  have  already  described — the  additional  300  inspec- 
tors— but  we  have  a  commitment  from  this  administration.  In  this 
budget  you  have  before  us,  there  are  two  initiatives  that  affect  us. 
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TRADE  ENFORCEMENT  INITIATIVES 

One,  there  is  a  $18  million  initiative  that  would  allow  the  Cus- 
toms Service  to  hire  186  additional  Customs  officers,  broken  down 
between  agents,  import  specialists,  inspectors,  and  auditors.  It  is  a 
comprehensive,  interdisciplinary  approach  that  is  going  to  be 
targeting  specifically  NAFTA  and  Uruguay  Round  textile  type  ar- 
rangements. We  feel  that  it  is  going  to  be  very,  very  important  to 
us. 

In  addition  to  that,  we  have  another  trade  enforcement  initiative 
that  is  $7.2  million.  In  effect  the  first  initiative  will  give  us  addi- 
tional resources.  The  $7.2  million  will  help  us  get  greater  benefit 
out  of  the  resources  we  currently  have,  will  allow  for  greater  travel, 
for  example,  for  our  so-called  jump  teams. 

The  jump  teams  are  teams  that  are  made  up  of  import  specialists 
and  agents  that  we  send  abroad  all  over  the  world  to  go  into  textile 
plants  when  there  has  been  an  allegation  of  transhipment. 

We,  in  the  course  of  the  last  3  years,  inspected,  I  think,  about 
1,000  facilities  through  about  27  visits  of  these  jump  teams.  With 
the  resources  in  this  budget,  we  will  be  able  to  in  one  year  send 
out  42  jump  teams  to  various  places  around  the  world  to  be  sure 
that  we  are  dealing  effectively  and  forcefully  with  this  textile 
transshipment  problem — which  is  wrapped  up  in  the  same  issue 
about  which  you  asked. 

So  Congressman,  I  feel  that  we  have  a  commitment.  We  also  are 
streamlining,  as  you  know,  some  of  the  provisions  of  the  Customs 
Modernization  Act.  As  we  get  them  in  place,  they  are  going  to  help 
us  do  a  more  effective  job.  Already  in  place  are  the  recordkeeping 
requirements  that  are  now  law.  If  they  don't  maintain  the  records 
that  are  provided  for  in  the  Customs  Modernization  Act,  we  have 
a  separate  monetary  penalty  that  we  can  assess  against  those  indi- 
viduals for  simply  failing  to  maintain  the  records,  as  well  as  any 
other  penalty  we  can  assess  from  the  underlying  omission  that  they 
may  have  created. 

Mr.  HOYER.  Mr.  Weise,  I  have  specific  questions  that  I  will  sub- 
mit for  the  record  because  I  am  late  and  I  want  to  give  other  Mem- 
bers a  chance  to  go  the  second  round. 

Is  the  Mexican  Grovemment  at  this  time  being  cooperative  and 
fully  supportive  of  the  efforts  of  accomplishing  the  objectives  of 
NAFTA? 

Mr.  Weise.  Absolutely,  Congressman.  I  know  you  and  I  talked 
about  this  issue  privately  in  leading  up  to  the  NAFTA  vote.  One 
of  my  feelings  was  that  there  was  going  to  be  and  there  is  an  in- 
crease in  volume  of  trade  from  Mexico. 

It  has  been  occurring  long  before  the  NAFTA  went  into  place,  but 
I  felt  strongly  that  if  NAFTA  were  defeated,  we  would  be  in  a 
worse  position  to  really  do  the  enforcement  mission  of  the  Customs 
Service  because,  one,  we  wouldn't  have  the  tools  that  are  in 
NAFTA  that  allow  us  to  go  into  plants,  but  two  and  equally  impor- 
tantly, we  wouldn't  have  as  much  cooperation  with  the  Mexican 
Government  as  we  are  having  today. 

As  a  matter  of  fact,  I  am  meeting  tomorrow  in  my  office  with  Mr. 
Gil  Diaz  who  is  the  Mexican  Deputy  Secretary  of  Treasury 
overseeing  the  entire  Customs  operations.  He  has  requested  this 
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meeting.  It  is  one  of  the  periodic  meetings  that  we  have  to  try  to 
share  information,  talk  about  how  we  can  improve  each  other's  op- 
erations, and  one  of  the  issues  that  I  will  be  raising  with  him — I 
was  just  recently  in  Texas  a  week  and  a  half  ago  to  see  how  things 
were  working,  and  they  are  working  real  well  on  our  part;  fortu- 
nately from  my  perspective. 

But  from  an  overall  trade  policy  standpoint,  the  lines  were  long 
going  into  Mexico.  They  were  rather  smooth  coming  into  the  United 
States.  That  is  something  I  know  the  Congress  is  not  going  to  toler- 
ate. 

Mr.  HOYER.  Sounds  like  Japan. 

Mr.  Weise.  It  is  an  issue  that  Mr.  Diaz  and  I  will  be  discussing 
tomorrow  about  how  those  lines  can  go  down  and  they  can  do  bet- 
ter on  their  side. 

GAO  REPORT:  GENERAL  MANAGEMENT  REVIEW 

Mr.  HOYER.  Let  me  move  quickly  to  another  focus.  GAO's  re- 
port— General  Management  Review — has  been  critical  of  a  number 
of  areas  and  as  you  know,  faulted  Customs  in  particular  for  not 
prioritizing  among  competing  goals  and  failing  to  detect  84  percent 
of  all  trade  violations. 

Do  you  believe  this  was  a  fair  criticism  at  that  time?  In  other 
words,  at  the  time  that  GAO  made  the  observation — and  if  it  was 
fair  at  that  time — what  have  you  done  to  overcome  it? 

Mr.  Weise.  I  would  say  that  there  is  a  lot  of  merit  in  what  the 
GAO  report  said.  I  think  that  there  was  traditionally — as  someone 
who  has  been  in  the  oversight  role  of  Customs  for  the  last  nine 
years  as  well — I  think  that  there  was  a  reluctance  within  Customs 
in  the  past  to  accept  criticism  in  a  constructive,  positive  way  and 
there  was  a  defensive  posture  that  was  created. 

One  of  the  things  that  we  have  attempted  to  accomplish  in  the 
course  of  the  last  year  is  to  recognize  that  GAO  and  other  overseers 
are  not  out  to  get  us.  They  are  out  to  help  us  be  more  effective  in 
carrying  out  our  mission.  I  think  we  have  taken  some  significant 
strides  to  try  to  deal  with  some  of  the  criticisms  that  were  in  that 
report. 

GAO  REPORT:  CUSTOMS  FINANCIAL  MANAGEMENT 

Another  GAO  report  that  we  are  quite  disturbed  about  is  our 
overall  financial  management — compliance  with  the  CFO  Act. 
These  are  not  acceptable  to  Secretary  Bentsen.  He  made  that  clear 
to  me  in  a  personal  meeting  when  we  talked  about  the  results  and 
said  he  will  expect  better  results  in  the  future  in  both  issues. 

What  we  are  trying  to  do  and  what  we  have  done  in  terms  of  set- 
ting goals  and  objectives — if  you  haven't  had  the  opportunity  to 
look  at  our  five-year  plan,  which  we  put  out  this  year — we  have 
tried  to  be  specific  about  setting  specific  priorities,  setting  the  over- 
all top  priorities  and  goals  of  our  organization,  and  setting  stand- 
ards by  which  we  will  measure  whether  or  not  we  are  achieving 
those  goals.  One  of  the  most  important  outcomes  of  the  GAO  report 
dealing  with  the  management  issue  is  that  they  pointed  out — and 
we  now  recognize  and  Customs  has  recognized  in  the  last  couple 
years — that  we  need  to  have  a  better  handle  on  our  compliance 
rate  with  our  laws. 
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We  just  basically  had  instincts  before.  We  think  maybe  in  steel, 
maybe  the  compliance  rate  is  so-so.  In  autos,  maybe  it  is  pretty 
good,  as  are  others. 

But  we  are  now  systematically  going  about  achieving  an  actual 
compliance  measurement  standard  which  is  done  by  stratified  sam- 
pling techniques,  targeting  various  products  and  then  going  into 
various  locations  throughout  the  country  and  doing  a  post-audit  in 
effect.  So  we  are  actually  measuring  what  the  compliance  rate  is 
today  so  that  we  can  better  target  our  resources  and  we  can  show 
ultimately — when  we  get  this  across  the  board  for  all  commod- 
ities— where  we  are  doing  well  and  where  we  are  not  doing  so  well, 
and  try  to  marshal  our  resources  to  where  we  are  not  doing  quite 
as  well. 

Mr.  HOYER.  We  are  going  to  follow  up  on  that  GAO  report,  and 
it  occurs  to  me  that  maybe  we  ought  to  get  some  of  the  Ways  £ind 
Means  oversight  questions  over  the  last  nine  years  that  have  been 
asked  and  see  how  well  they  responded  to  those. 

The  fact  is,  of  course  I  was  very  concerned,  you  mentioned  about 
the  GAO's  observations  with  respect  to  a  very  substantial  amount 
of  money  that  Customs  could  not  account  for.  I  forget  what  that 
sum  was.  A  sum  of  $40  million  sticks  in  my  mind.  Was  that  it? 

Mr.  Weise.  That  was  a  priority  initiative  that  was  on  our  list  to 
try  to  see  if  we  couldn't  do  better.  We  brought  in  an  outside  man- 
agement consulting  firm  which  took  a  look  at  our  whole  program 
and  made  a  series  of  recommendations  to  us. 

We  have  implemented  virtually  all  those  recommendations.  We 
felt  that  we  were  going  to  be  clean  at  this  point.  We  had  another 
group  that  came  in  and  took  a  look  at  it  and  they  said  we  are  about 
two-thirds  of  the  way  there.  What  we  suggested  to  solve  the  prob- 
lem didn't  quite  get  there. 

But  I  think  we  made  significant  progress  and  we  would  be  happy 
to  provide  for  the  record  a  detailed  analysis  of  where  we  are. 

Mr.  HOYER.  I  am  asking  the  staff  to  work  with  your  staff  to  go 
over  each  and  every  one  of  the  recommendations  GAO  made  and 
see  how  you  have  done. 

Mr.  Lightfoot. 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman.  Mr.  Noble,  Mr. 
Weise,  good  to  see  you  again.  Mr.  Muiioz,  one  more  day  there  and 
you  get  to  move  your  name  tag  on  our  side  of  the  table.  We  appre- 
ciate you  coming  this  morning. 

This  seems  to  be  the  morning  on  the  Hill  when  all  of  us  are  sup- 
posed to  be  three  places  at  once.  Before  I  ask  a  question,  Mr. 
Chairman,  yesterday,  as  George  is  aware,  we  had  a  small  problem 
with  a  calculator  in  this  committee,  and  due  to  the  over  50  factor 
where  we  have  to  have  large  numbers  and  large  keys  and  at  great 
expense  to  my  son's  tuition  account,  a  whole  $6.50,  I  would  like  to 
present  you  with  your  own  personal  one,  cleared  by  Customs. 

Mr.  HOYER.  Did  you  clear  this,  Frank? 

Mr.  Wolf.  No,  I  didn't. 

Mr.  Lightfoot.  Battery  by  Japan,  but  it  has  got  big  numbers. 
I  can  read  it,  so  I  thought  you  could. 

Mr.  HoYER.  It  is  nice  to  have  somebody  in  my  age  bracket  that 
can  empathize  with  my  problem. 
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Mr.  LiGHTFOOT.  I  tried  to  find  gray  that  would  match  the  color 
of  both  of  our  hair. 

Mr.  HOYER.  For  those  of  you  who  were  not  in  the  committee 
hearing  yesterday,  I  was  tabulating  some  figures  as  I  am  wont  to 
do  as  I  hear  people  tell  me  the  statistics.  It  happened  to  be  in  this 
instance  an  agency  had  got  a  new  lease  and  a  substantial  amount 
of  new  square  feet  and  reduced  its  FTEs,  so  I  was  sort  of  figuring 
out  what  happened  and  somebody  on  the  staff  gave  me  a  computer 
which  only  an  engineer  with  a  Ph.D.  in  electrical  computer  engi- 
neering could  have  used.  I  couldn't  find  the  equal  button  on  it.  It 
was  driving  me  bonkers. 

Somebody  else  on  the  staff  gave  me  a  computer  that  was  pink. 
It  was  really,  really  pretty,  but  I  did  feel  a  little  self  conscious 
using  this  little  pink  computer  up  here,  so  I  want  to  thank  my  good 
friend,  Mr.  Lightfoot,  for  this  gray  computer  that  my  hard  eyesight 
will  be  able  to  see. 

Thank  you,  sir. 

AIR  AND  MARINE  INTERDICTION:  AEROSTATS 

Mr.  Lightfoot.  Now,  what  are  we  going  to  do  with  aerostat  bal- 
loons? 

Mr.  Weise.  We  don't  have  any  plans.  The  way  you  have  asked 
the  question,  I  am  not  aware  of  any  specific  plans  to  do  anything 
other  than  try  to  get  them  fully  operational.  As  you  know,  the  De- 
partment of  Defense  operates  the  aerostats  now. 

There  was  a  time  when  the  Customs  Service  operated  them  di- 
rectly. We  are  still  having  some  problems  with  getting  them  oper- 
ational as  much  as  all  of  us  would  like.  There  are  a  few  that  are 
about  to  come  up,  but  I  would  be  more  than  happy  for  the  record 
to  provide  you  a  detailed  analysis  of  where  we  are  on  each  of  the 
aerostats,  where  they  exist  and  where  we  expect  new  ones  to  come 
on,  and  give  you  the  rate  of  them  being  operational  versus  being 
down  for  repair. 

Mr.  Lightfoot.  We  are  talking  about  cutting  back  on  interdic- 
tion. Are  aerostats  part  of  that  cutback? 

Mr.  Weise.  No.  None  of  the  proposals  that  we  have,  including 
the  proposed  25  percent  reduction  in  air  and  50  percent  in  marine, 
proposes  to  reduce  our  aerostats. 

[The  information  follows:] 
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AEROSTAT  STATUS 


The  following  conveys  the  status  of  all  the  aerostats  as  of 
March  1,  1994.   All  the  aerostat  sites  acquired  by  Customs  have 
been  transferred  to  the  Air  Force  and  are  being  operated  by  their 
contractor,  Loral.   The  availability  data  is  compiled  by  the  Air 
Force  and  is  from  their  January  1994  Tethered  Aerostat  Reporting 
System  (TARS)  Availability  Report. 

YUMA,  ARIZONA: 

Fully  operational.   The  average  availability  for  the  previous 
12  month  period  ending  January  1994  was  89  percent.   This  site 
frequently  has  excellent  weather  and  enjoys  the  highest 
availability  of  all  the  sites. 

FORT  HUACHUCA,  ARIZONA: 

Fully  operational.   The  average  availability  for  the  previous 

12  month  period  ending  January  1994  was  67  percent. 

DEMING,  NEW  MEXICO: 

Fully  operational.   The  average  availability  for  the  previous 

12  month  period  ending  January  1994  was  57  percent. 

MARFA,  TEXAS: 

Fully  operational.   The  average  availability  for  the  previous 

12  month  period  ending  January  1994  was  27  percent.   The  12  month 

average  was  low  because  of  extensive  down  time  for  repairs  during 

the  past  year.   The  availability  during  the  month  of  January  1994 

was  67  percent. 

EAGLE  PASS,  TEXAS: 

This  system  is  down.  It  will  be  replaced  with  the  new  420  cubic 
foot  aerostat  of  the  Air  Force  which  has  a  modified  L-88A  radar. 
Estimated  date  for  return  to  operation  is  early  FY  1995. 

RIO  GRANDE  CITY,  TEXAS: 

This  system  is  down.  It  will  be  replaced  with  the  new  420  cubic 
foot  aerostat  of  the  Air  Force  which  has  a  modified  L-88A  radar. 
Estimated  date  for  return  to  operation  is  early  FY  1995. 

MATAGORDA,  TEXAS: 

Fully  operational.   This  new  system  was  transferred  to  the  Air 
Force  on  October  1,  199  3.   Availability  during  the  month  of 
January  1994  was  4  6  percent. 

MORGAN  CITY,  LOUISIANA: 

This  site  was  transferred  to  the  Air  Force  on  September  29,  1993. 
While  the  site  is  nominally  operational,  it  has  been  used  as  a 
training  base  for  new  personnel  and  has  been  hampered  with 
mechanical  problems. 
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ALABAMA  PORT,  ALABAMA: 

This  site  is  an  unfunded  option  on  our  latest  acquisition 

contract.   This  option  expires  on  March  31,  1994. 

HORSESHOE  BEACH,  FLORIDA: 

Fully  operational.   This  new  system  was  transferred  to  the  Air 
Force  on  August  4,  1993.   Availability  during  the  month  of 
January  1994  was  40  percent. 

CUDJOE  KEY,  FLORIDA: 

This  site  is  down.   A  new  275  cubic  foot  aerostat  and  DPS-5  radar 

will  be  installed  in  June  1994. 

HIGH  ROCK,  BAHAMAS: 

This  system  is  down.  It  will  be  replaced  with  the  new  420  cubic 
foot  aerostat  of  the  Air  Force  which  has  a  modified  L-88A  radar. 
Estimated  date  for  return  to  operation  is  August  1994. 

GEORGETOWN ,  BAHAMAS : 

Fully  operational.   Average  availability  for  the  previous 

12  month  period  ending  January  1994  is  64  percent. 

GREAT  INAGUA,  BAHAMAS: 

Operational.   This  new  system  was  transferred  to  the  Air  Force  on 
February  11,  1994.   This  system  is  in  a  transition  status  as 
Loral  staffs  up  the  site  and  completes  required  training. 

LAJAS,  PUERTO  RICO: 

Fully  operational.   This  site  is  operated  for  the  Air  Force  by 

Martin  Marietta  Corporation.   Availability  data  is  not  yet 

available. 
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AIR  AND  MARINE  INTERDICTION  REDUCTIONS 

Mr.  LiGHTFOOT.  Appreciate  that.  Mr.  Weise,  in  your  prepared 
statement  you  said  consolidation  of  administrative  and  operational 
functions,  reduction  of  service  hours,  reduction  of  aircraft,  marine 
fleet  size,  can  be  done  without  diminishing  the  core  effectiveness  of 
these  programs. 

Perhaps  not  here,  but  for  the  record,  could  you  tell  us  how  you 
are  going  to  do  that  and  give  us  a  list  of  what  you  are  shifting  as 
far  as  personnel  and  how  you  expect  to  accomplish  that? 

Mr.  Weise.  I  would  be  happy  to  provide  that. 

Mr.  LiGHTFOOT.  If  you  want  to  give  us  a  short  answer,  that  is 
fine. 

Mr.  Weise.  I  can  give  you  a  short  answer  and  then  supplement 
it  in  the  record.  Clearly  we  are  not  going  to  have  100  percent  of 
the  deterrent  effect  that  we  have  today,  and  there  are  two  major 
elements  of  the  air  program.  One  is  a  deterrent  for  the  smugglers 
to  come  in  and  second  is  law  enforcement  support. 

We  feel  that  if  we  can  stagger  our  hours,  even  though  we  are  not 
going  to  be  round-the-clock  operational,  we  stagger  our  hours 
enough  and  change  the  way  we  do  business  and  not  get  into  too 
much  of  a  habit  where  we  can  be  predictable,  we  may  have  a  sig- 
nificant enough  deterrent  effect  that  we  can  continue  to  keep  the 
intrusions  by  air  to  a  minimum. 

[The  information  follows:] 
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AIR  AND  MARINE  INTERDICTION  PROGRAM  CUTS 

Customs  will  make  every  effort  to  protect  the  infrastructure 
and  "core"  effectiveness  of  its  Air  and  Marine  Program  operations 
potentially  affected  by  the  proposed  reductions. 

The  mission  of  the  Customs  Air  Program  is  to  support  the 
Special  Agent  in  Charge  (SAC)  in  anti-smuggling  programs  and 
investigations,  support  the  International  Drug  Strategy,  and 
suppress  the  direct  air  smuggling  threat  at  the  border. 

The  reduction  proposal  retains  the  key  elements  necessary  to 
support  these  missions.   Light  enforcement  helicopters  (LEHs)  and 
single-engine  fixed-wing  aircraft  are  the  primary  assets  used  for 
the  investigative  support  missions.   We  will  continue  to  dedicate 
a  significant  block  of  flight  hours  to  these  missions.   The 
UH-60,  or  Blawk  Hawk,  has  also  been  used  in  this  type  of  support 
capacity.   Under  this  plan  we  will  limit  the  use  of  the  Black 
Hawks  to  only  those  missions  for  which  they  are  uniquely  suited. 
By  using  the  LEHs  to  perform  the  other  missions,  we  will  maintain 
a  high  level  of  support  at  a  reduced  cost. 

This  proposal  retains  the  entire  Citation  and  P-3  fleets 
which  Customs  uses  to  support  SOUTHCOM  and  operations  in  Mexico. 
Both  support  the  International  Drug  Strategy.   The  proposal 
retains  adequate  Operations  and  Maintenance  funding  to  meet 
mission  objectives  in  this  area.   We  are  negotiating  with  the 
Department  of  Defense  to  obtain  reimbursement  for  any  additional 
Citation  deployments  which  may  be  required  to  support  the 
International  Drug  Strategy. 

The  Air  Program  has  effectively  suppressed  airborne 
smuggling  into  the  United  States.   Because  of  this  reduced 
threat,  we  have  the  flexibility  to  reduce  our  "alert"  asset 
commitment.   This  frees  up  aircraft,  pilots,  and  flight  hours  to 
support  other  priorities.   However,  through  creative  scheduling 
and  deployment  of  aircraft  and  the  increased  use  of  call  out 
crews,  we  feel  we  can  maintain  an  effective  7X24  response 
capability  along  the  southern  border. 

In  addition,  while  there  are  some  short  term  drawbacks 
associated  with  the  consolidation  of  the  administrative  and 
operational  aspects  of  the  C3I  facilities  (i.e.,  space 
limitations,  insufficient  power) ,  there  will  be  long  term 
efficiency  gains  that  result  from  managing  only  1  facility  as 
opposed  to  2  or  3  facilities  (i.e.,  provide  better  services  to 
field  units,  eliminate  redundancies  in  the  operational  chain  of 
command) . 

Due  to  personnel  cuts  brought  on  by  FY  1995  funding 
reductions,  the  FY  1994  FTE  allowance  for  the  Air  Program  of 
938  FTE  will  be  reduced  to  846  FTE  in  FY  1995.   As  of  March  1994, 
923  employees  are  on-board  in  the  Air  Program.   In  an  effort  to 
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minimize  the  number  of  adversely  affected  employees  in  FY  1995, 
Customs  is  not  back-filling  vacancies  in  this  program.  For  the 
employees  who  are  adversely  affected,  it  is  an  agency  policy  to 
do  everything  possible  to  place  those  individuals  in  jobs. 


Potential  Air  Program  Positions  Deleted 

Enf  Prog  Spec,  Security  Officer 

Enf  Serv  Spec,  Enf  Prog  Spec,  Training  Off 

Enf  Prog  Spec,  Aviation  Prog  Spec 

Management  Program  Specialist 

Enforcement  Asst,  Management  Prog  Tech 

Secretary 

Office  Automation  Clerk 

Computer  Specialist 

Supply  Services  Specialist 

Communications  Specialist 

Communications  Specialist 

Equipment  Specialist 

Aviation  Maint  Inspectors 

Ops  Officer,  Aircraft  Maint  Insp, 

Customs  Duty  Officer,  Safety/Training  Off, 

Marana  Liaison 

Deputy  Dir  (Surv  Sup  Ctr,  Aviation  Ops  Ctr) , 

Supervisory  Command  Duty  Officer 

Branch  Chiefs  (Surv  Sup  Ctr) 

Deputy  Dir  (Customs  Nat  Aviation  Ctr) , 

Dir  C3I,  ONDCP  Liaison 

Senior  Special  Agent 

Border  Interdict  Comm  Liaison, 

DOD  Liaison  (Alameda) 

Detection  System  Specialist 

Supervisory  Detect  System  Spec 

Pilots  (Surv  Sup  Ctr-Customs  Nat  Aviation 

Ctr) 

Flight  Engineers 

92  ' 


GS-0301-09 

4 

GS-0301-12 

4 

GS-0301-13 

2 

GS-0303-06 

1 

GS-0303-07 

2 

GS-0318-06 

2 

GS-0326-04 

3 

GS-0334-13 

1 

GS-0343-12 

3 

GS-0391-12 

3 

GS-0393-11 

3 

GS-1670-13 

2 

GS-1801-12 

2 

GS-1801-13 

22 

GS-1801-14 

6 

GS-1801-15 

3 

GS-1811-13 

1 

GS-1811-14 

2 

GS-2101-11 

8 

GS-2101-12 

10 

GS-2181-13 

6 

GS-2185-11 

2 
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The  proposed  reduction  of  the  Marine  Program  in  FY  1995  is 
125  FTE  and  75  vessels  from  FY  1994  levels.  In  support  of  this 
proposal.  Customs  has  developed  a  vessel  fleet  reduction  plan 
which  is  designed  to  maintain  the  "core"  effectiveness  of  the 
Marine  Program.   As  a  result  of  the  fleet  reduction  plan,  Customs 
will  reduce  or  eliminate  a  marine  presence  in  areas  of  minimal 
marine  smuggling  threat  so  that  Customs  can  maintain  its  greatest 
marine  presence  in  the  areas  of  highest  smuggling  threat,  the 
southeastern  and  Gulf  states. 

To  avoid  any  disruption  in  the  interdiction  capabilities  of 
the  Marine  Program,  Customs  is  evaluating  the  minimum  number  of 
marine  enforcement  officers  necessary  to  operate  its  deep-water 
vessels  under  the  FY  1995  proposal.   Currently,  the  proposed 
reductions  would  reduce  marine  enforcement  officers  by  84 
(a  small  number  of  the  84  are  Customs  patrol  officers)  and 
special  agents  by  41.   Because  special  agents  perform  both  Marine 
and  non-Marine  investigations,  they  will  be  reassigned.   However, 
at  this  time  there  is  not  a  detailed  plan  of  how  this  would  be 
accomplished  (i.e.,  grades  affected,  location  of  positions). 
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Mr.  LiGHTFOOT.  One  of  the  things  that  has  been  proposed  as  a 
revenue  generator  is  the  merchandise  processing  fee,  or  the  in- 
crease in  that.  Who  is  that  going  to  affect  and  how  do  you — what 
is  your  view  on  that? 

How  do  you  plan  to  propose  that  or  implement  it  I  guess  is  the 
word  I  am  looking  for. 

PROPOSED  INCREASE  IN  MERCHANDISE  PROCESSING  FEE 

Mr.  Weise.  This  increase  in  the  merchandise  processing  fee 
would  not  directly  benefit  the  Customs  Service,  unlike  the  COBRA 
passenger  fee  that  Customs  is  able  to  collect.  If  this  is  adopted,  it 
will  go  into  the  general  Treasury. 

This  is  part  of  the  spirit  of  working  for  the  Ways  and  Means 
Committee  for  the  last  nine  years;  we  did  pay-as-you-go  a  long  time 
before  it  was  the  rule.  This  is  an  effort  to  say  we  have  got  some 
new  initiatives  here,  including  in  the  trade  enforcement  area,  that 
are  going  to  drive  up  the  cost  of  commercial  operations.  The  fee, 
as  you  ioiow,  was  established  originally  to  be  commensurate  with 
the  cost  of  the  service  provided. 

That  is  necessary  in  order  to  be  compatible  with  our  inter- 
national obligations  under  the  GATT.  As  our  cost  of  providing  the 
service  goes  up,  there  is  some  latitude  to  raise  that  fee. 

I  think  what  the  administration's  budget  is  attempting  to  do  is 
say,  since  we  are  spending  some  additional  resources  in  the  Cus- 
toms area,  to  have  more  effective  trade  enforcement  and  carry  out 
our  mission  of  processing  passengers,  that  it  would  be  appropriate 
to  have  a  commensurate  increase  in  the  merchandise  processing 
fee. 

AIR  AND  MARINE  INTERDICTION:  DRUG  SEIZURE  STATISTICS 

Mr.  LiGHTFOOT.  We  discussed  in  our  office,  we  have  got  a  great 
interest  in  keeping  the  interdiction  in  place.  Apparently  from  some 
statistics  we  are  saying  that  drug  seizures  are  down. 

Is  this  because  there  is  less  smuggling  going  on  or  are  we  just 
not  being  able  to  pick  up  on  as  many  as  we  were  or  have  the  capa- 
bility of  doing  it? 

Mr.  Weise.  I  think  that  is  a  difficult  question  to  answer.  It  is 
down  in  some  areas  and  it  is  up  in  others.  Heroin  is  way  up.  Co- 
caine is  down  a  bit  and  marijuana  is  down  a  bit. 

I  think  if  you  look  at  the  number  of  seizures,  they  are  not  that 
far  off,  but  the  total  volume  and  value  of  the  seizures  are.  So 
maybe  we  are  dealing  with  some  smaller  loads — but  I  have  been 
asking  that  question  and  I  think  Secretary  Noble  has  been  con- 
cerned. 

I  think  we  need  to  make  sure  that  we  are  doing  everything  with- 
in our  power  to  make  sure  that  we  are  maximizing  our  effective- 
ness. We  are  starting  measurement  standards.  We  are  trying  to 
keep  those  measurement  standards  in  place  and  we  keep  remind- 
ing folks  when  they  are  off,  there  is  not  anything  systematic  about 
this. 

Mr.  Noble.  I  just  want  to  say  that  we  are  deeply  concerned.  The 
price  for  illegal  drugs  continues  to  be  low,  the  purity  continues  to 
be  high,  and  seizures  are  up  as  George  said  in  the  heroin  area  and 
somewhat  down  in  certain  areas,  with  regard  to  cocaine. 
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But  we  are  trying  to  identify  a  way  to  deal  with  a  problem  that 
seems  to  be  getting  increasingly  worse.  The  statistics  for  teenagers 
show  that  the  long-term  decline  in  drug  use  may  have  ended.  We 
are  aware  of  the  problem  and  we  are  trying  to  come  up  with  a  com- 
prehensive solution  to  the  problem. 

EFFECTIVENESS  OF  INTERDICTION  EFFORTS 

Mr.  LiGHTFOOT.  This  question  I  know  there  is  not  a  finite  answer 
to  because  these  guys  don't  fill  out  forms  to  let  us  know  what  they 
are  doing,  but  what  percent  of  illegal  drugs  coming  in  do  you  think 
we  are  picking  up?  Have  you  got  a  rough  idea? 

Mr.  Noble.  No.  I  don't  think  we  have  an  idea. 

Mr.  Weise.  Numbers  have  been  given  to  me  in  the  past  and  I 
always  question  then.  If  we  knew  how  much  there  were,  we  would 
be  seizing  more  of  it.  I  have  heard  numbers,  30,  35  percent,  but  I 
wouldn't  bank  on  those  numbers. 

Mr.  Noble.  That  is  why  people  continue  to  point  at  the  price  for 
the  drugs  and  as  long  as  tne  price  is  low  and  the  quality  is  high, 
then  they  are  still  getting  their  drugs  to  the  people  who  want  to 
use  them.  So  that  is  what  concerns  us. 

Whatever  our  seizures  are,  even  if  they  are  increasing,  if  the 
price  continues  to  be  low  as  we  have  said  and  the  quality  high, 
then  we  have  to  worry. 

Mr.  LiGHTFOOT.  Do  you  think,  and  this  just  occurred  to  me,  be- 
cause we  are  seeing  the  increases,  particularly  with  young  kids, 
with  teenagers  and  so  on,  that  there  is  some  attempt  maybe  to 
keep  the  prices  down  to  get  these  kids  in  to  get  them  hooked  early? 
You  know  the  old  grocery  store  lost  leader  idea,  only  not  to  that 
extent  of  course. 

Mr.  Noble.  We  know  that  they  have  absolutely  no  moral  stand- 
ards, the  drug  dealers.  We  know  that  as  the  penalty  increased  for 
adults,  they  started  to  use  more  and  more  children  who  aren't  sus- 
ceptible to  the  same  sorts  of  prosecutions  that  adults  are. 

A  typical  way  that  drug  dealers  make  profits  is  by  increasing  the 
demand  and  if  they  can  start  people  at  an  earlier  age,  it  seems  to 
make  sense  to  them. 

Mr.  LiGHTFOOT.  Following  your  line  of  thought  there,  would  it  be 
beneficial  if  we  did  something  to  make  the  penalties  stiffer  for  juve- 
niles or  for  people  dealing  to  juveniles  and  working  with  juveniles? 

Mr.  Noble.  I  think  this  Congress  has  done  quite  a  bit  to  make 
the  penalties  stifier,  increasing  penalties  for  sales  near  schools  and 
the  like,  and  I  think  in  terms  of  the  penalty  phase  we  have  done 
quite  a  bit. 

I  think  what  we  have  to  do,  what  this  administration  is  commit- 
ted to  doing,  and  this  committee  has  helped  to  fund  is  more  pro- 
grams where  we  are  actually  competing  with  the  drug  dealers  to 
get  access  to  the  kids  before  they  use  the  drugs,  by  having  law  en- 
forcement officers  not  simply  be  there  when  there  are  arrests  to  be 
made  but  also  be  the  counselors,  peer  supporters,  tutors  and  so 
forth,  so  it  becomes  a  two-pronged  approach. 

Mr.  LiGHTFOOT.  Just  personal  opinion,  I  agree  with  your  analy- 
sis. I  think  we  are  getting — we  have  got  the  penalties.  The  problem 
is  getting  the  judicial  system  put  in  place.  We  are  turning  these 
guys  back  on  the  street  and  a  lot  of  them  are  out  before  they  get 
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to  the  station  because  the  bail  bonds,  they  have  been  there  and 
posted  bail  because  they  are  using  the  police  scanner.  If  we  don't 
start  plugging  some  of  those  holes,  I  don't  think  we  will  ever  get 
a  handle  on  this  stuff. 

Mr.  Noble.  That  is  why  it  is  an  important  problem  and  we 
should  be  focused  on  violent  crime.  We  want  the  prisons  to  be  filled 
with  people  who  are  engaged  in  violent  criminal  activity.  On  the 
other  hand,  we  know  drug  dealing  sort  of  feeds  violence.  If  we 
allow  low  level  drug  dealers  not  to  feel  the  penalty  of  law  through 
imprisonment,  the  consequence  will  be  a  large  number  of  people 
being  attracted  to  and  for  engaging  in  the  sale  of  narcotics.  So  it 
is  a  tough  problem. 

Mr.  LiGHTFOOT.  I  know  there  is  no  easy  answer  to  it.  Appreciate 
all  three  of  you  gentlemen  coming  by  this  morning. 

Mr.  Chairman. 

Mr.  HOYER.  Mr.  Visclosky. 

CIGARETTE  SMUGGLING  INTO  CANADA  FROM  THE  UNITED  STATES 

Mr.  Visclosky.  Thank  you,  Mr.  Chairman. 

Mr.  Weise,  any  particular  problems  you  are  concerned  about 
from  the  Customs'  standpoint  on  cigarettes,  tobacco  products,  ciga- 
rette smuggling? 

Mr.  Weise.  This  is  a  large  problem  on  the  Canadian  side  of  the 
border  as  you  may  be  aware  and  the  Canadian  government  has 
just  announced  a  major  initiative  because  the  tax  rate  is  so  dispar- 
ate between  the  United  States  and  Canada  that  you  have  a  lot  of 
instances  where  Canadian  citizens  are  coming  down  and  buying 
cigarettes  in  large,  large  quantities  and  smuggling  them  back 
across  the  border. 

I  don't  see  it  as  a  major  Customs  problem  on  the  United  States 
side  and  we  tried  to  work  cooperatively  with  the  Canadian  govern- 
ment to  help  them  with  their  anti-smuggling  efforts  on  that  be- 
cause they  help  us  on  ours.  We  try  to  work  cooperatively  together. 

I  look  at  the  cigarette  smuggling  more  as  a  Canadian  problem 
than  a  United  States  problem. 

Mr.  Visclosky.  Any  problems  posed  by  NAFTA? 

Mr.  Weise.  We  have  to  keep  our  eyes  open,  but  there  isn't  one 
that  I  am  specifically  aware  of.  One  of  the  things  we  are  trying  to 
do  is  work  on  a  trend  analysis. 

In  the  past,  Customs,  because  of  the  huge  increase  in  volumes 
of  trade,  has  not  had  the  luxury  of  stepping  back  and  doing  a  lot 
of  strategic  analysis  of  various  products.  We  have  now  been  able 
to  make  the  investments  in  PC's  for  personal  computers  and  com- 
puter network  systems  for  all  of  our  import  specialists. 

We  are  doing  an  analysis  of  trade,  and  trends  on  clothes  and  var- 
ious products.  We  can  then  target  areas  that  may  not  have  been 
a  problem  in  the  past  but  look  like  they  may  be  developing  as  a 
problem. 

Mr.  Noble.  We  met  with  Mort  Ingster,  head  of  AMF  police  and 
also  Interpol,  and  he  has  asked  us  for  assistance  on  our  side  be- 
cause we  can  gather  a  lot  of  intelligence  that  will  help  them  to 
make  their  cases.  We  have  Project  North  Star  which  aligns  all  the  ' 
State,  local  and  Federal  law  enforcement  along  the  northern  border 
of  the  U.S. 
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So  we  have  personal  meetings  with  the  Canadian  police.  We  can 
help  give  them  information  because  a  lot  of  our  people  are  actually 
trafficking  the  cigarettes  across  the  Canadian  border  unlawfully 
because,  as  (Jeorge  said,  the  taxes  here  are  so  comparatively  low. 

Mr.  ViSCLOSKY.  I  recognize  it  is  primarily  a  Canadian  problem, 
but  I  would  certainly  encourage  you  in  the  efforts  you  have  under- 
taken to  cooperate  with  the  Canadians. 

EXPORT  ENFORCEMENT 

I  am  also  very  concerned  about  the  issue  of  weapons  prolifera- 
tion. I  sit  on  the  Defense  Subcommittee  and  there  has  been  a  lot 
of  discussion  on  that  subcommittee  about  the  issue  of  industrial 
base.  There  was  a  move  last  year  unsuccessfully  to  use  some  of  the 
Defense  conversion  dollars  to  assist  in  the  export  of  arms  and  other 
type  of  defense  material. 

There  was  an  article  yesterday  in  terms  of  the  administration's 
interest,  as  well  as  defense  industries  in  a  Singapore  trade  show. 
The  concern  I  have,  and  you  expressed  it  in  your  opening  remarks, 
is  there  is  that  fine  line,  to  make  sure  that  anything  that  is  out- 
bound is  permissible,  because  I  think  as  you  saw  in  the  situation 
with  Iraq,  North  Korea,  there  is  a  host  of  other  problems  we  now 
face,  that  line  between  whether  it  is  militarily  usable  or  not  has 
certainly  been  deliberated. 

So  I  would  encourage  you  to  examine  that  very,  very  carefully. 

MODERNIZATION  ACT:  GRANTING  WAIVERS 

I  have  questions  on  another  issue:  Section  651  of  the  Customs 
Modernization  Act  relative  apparently  to  your  authority  to  grant 
waivers  for  entries  coming  into  the  United  States  where  the  duty 
would  be  less  than  $20,  to  waive  that  under  theory,  and  I  think  it 
is  a  good  theory,  a  duty  if  it  is  going  to  cost  you  more  to  impose 
a  duty  as  opposed  to  spending  that  time  elsewhere.  You  are  better 
off  maximizing  your  time  and  talent. 

Am  I  correct  in  understanding  that  there  is  at  least  consideration 
in  the  agency  not  to  grant  a  waiver  to  those  involved  in  the  express 
mail  business? 

Mr.  Weise.  There  is  a  legal  question  there.  Congressman,  that 
we  are  looking  at  because  the  Isinguage  of  the  statute  refers  to  eli- 
gibility for  the  individual  who  makes  a  single  entry  in  one  day.  The 
problem  with  consignment  companies — as  you  know — they  make 
many  thousands,  many  millions  on  individual  products,  so  we  are 
working  hard  to  try  to  address  this  issue  to  ensure  that  we  are  car- 
rying out  the  overall  purpose  of  the  statute.  We  are  also  meeting 
with  the  couriers  and  meeting  with  others  that  would  be  poten- 
tially impacted  by  this. 

But  there  is  an  outstanding  legal  question  as  to  whether  couriers 
on  their  own  behalf  are  eligible  for  this  or  whether  only  the  import- 
ers, if  they  make  the  entry — which  would  be  very  cumbersome  and 
would  not  be  very  practical  for  customers  to  have  to  come  in  and 
deal  with  Customs. 

So  we  are  taking  a  look  at  that  issue.  We  will  be  more  than 
happy  to  keep  you  informed  on  where  we  are  on  it. 

Mr.  ViSCLOSKY.  I  would  appreciate  it.  Again,  if  the  theory  is  to 
save  money  and,  if  it  is  still  going  to  cost  you  money,  I  would  hope 
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that  the  issue  could  be  resolved  in  a  positive  manner  that  is  legal 
under  the  statute  that  we  passed. 

Mr.  Weise.  Yes.  Congressman,  if  I  could  say  that  in  my  prior  life 
as  staff  director  of  the  Trade  Subcommittee,  Ways  and  Means,  I 
was  very  much  involved  in  negotiation,  trying  to  broker  that  Cus- 
toms Modernization  Act  and  bring  all  sides  together. 

One  of  the  concerns  I  have  expressed  is  clearly — it  is  always  my 
impression — that  the  interest  group,  quote,  interest  group  that  was 
most  interested  in  seeing  that  provision  enacted  was  the  courier 
group. 

So  I  was  quite  surprised  when  my  lawyers  pointed  out  to  me  that 
there  may  be  a  technical  legal  problem  with  this.  So  I  am  very 
sjonpathetic  to  trying  to  make  sure  we  carry  out  the  congressional 
intent  on  this  provision,  but  there  is  a  legal  question  that  is  not 
fully  resolved  at  this  point,  and  we  are  meeting  with  the  couriers 
and  meeting  with  all  the  interested  parties. 

GATT  LEGISLATION 

Mr.  VisCLOSKY.  If  you  could  stay  in  touch  with  my  office,  I  would 
appreciate  it.  Right  after  I  leave  here,  it  is  the  unintended  con- 
sequences of  the  legislation — Mr.  Regula  has  introduced  legislation 
on  GATT  implementation  and  it  is  currently  pending  in  the  House. 

One  of  the  provisions  in  Mr.  Regula's  proposal  calls  for  a  com- 
pensation provision  that  would  grant  that  half  of  the  monetary 
amount  collected  from  duties  be  deposited  in  a  special  compensa- 
tion account. 

Are  you  familiar  with  Mr.  Regula's  legislation  at  all  or  the  con- 
cept? 

Mr.  Weise.  I  have  not  seen  Mr.  Regula's  legislation  per  se,  but 
again  in  my  prior  life  I  was  very  much  involved  in  a  provision  simi- 
lar to  that  in  a  1980  trade  bill.  We  didn't  finally  make  it,  but  I  am 
aware  of  the  concept.  I  haven't  reviewed  the  Regula  bill,  but  I  have 
been  told  that  it  is  similar  to  the  provision  I  am  aware  of. 

Mr.  ViSCLOSKY.  I  wouldn't  want  to  tie  you  to  Mr.  Regula's  provi- 
sion, but  conceptually  do  you  feel  that  Customs  would  have  the 
personnel,  would  you  have  the  structure  to  implement  it? 

Mr.  Weise.  Congressman,  I  really  haven't  had  the  opportunity  to 
do  that  kind  of  analysis.  I  would  be  more  than  happy  to  do  that 
and  report  back  to  you  our  perspective  on  that. 

Mr.  ViSCLOSKY.  If  you  could  give  us  a  general  impression.  Again, 
I  do  not  want  you  or  your  staff  to  spend  a  great  deal  of  time  at 
this  point,  it  is  simply  pending  in  the  House,  if  you  could  do  that 
I  would  appreciate  that. 

Mr.  Weise.  I'd  be  happy  to  report  back  to  your  staff. 

Mr.  HOYER.  Mr.  Wolf. 

CHINESE  PRISON  LABOR:  REVISITED 

Mr.  Wolf.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  Chairman's  comments  and  I  have  also  been  more 
complimentary  of  the  Clinton  administration  than  the  Bush  admin- 
istration on  this  issue. 

I  think  the  record  ought  to  show  also  that  there  is  an  inconsist- 
ency between  the  letter  that  I  received  from  Winston  &  Strawn 
where  they  said  these  factories  are  ordinary  Chinese  factories  em- 
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ploying  civilian  men  and  women  and  the  Commissioner's  testimony 
where  you  said  that  you  did  find  that  there  was  prison  labor  in  the 
camps,  and  I  wanted  the  record  to  show  the  inconsistencies  with 
regard  to  that. 

Several  other  questions.  Have  you  made  a  request  to  visit  that 
prison  under  the  Memorandum  of  Understanding  with  regard  to 
the  Columbus  McKinnon  chain  hoist? 

Mr.  Weise.  I  am  checking  on  that.  I  am  told  that  we  have  not 
made  the  request  to  visit  this  particular  facility  and  we  would  do 
that  at  the  time  that  we  take  this  matter  to  the  U.S.  Attorneys  of- 
fice. 

Mr.  Wolf.  But  I  would  stipulate  though  that  I  think  that  is  real- 
ly a  flaw  because  let  me  give  you  another  example.  In  the  case  with 
regard  to  the  diesel  engines,  you  probably  are  not  aware,  but  the 
attorney  representing  that  California  company,  which  is  accused  of 
importing  the  diesel  engines,  has  been  into  the  facility  at  least  once 
and  maybe  twice  to  take  pictures. 

So  that  is  disturbing  because  what  it  seems  to  me  is  you  are  real- 
ly far  from  getting  to  bringing  this  case  if  you  have  not 

Mr.  Weise.  Congressman,  it  is  a  concern  of  mine  as  well.  We 
should  have  made  a  request  and  we  are  going  to  do  that.  I  appre- 
ciate you  bringing  it  up. 

SCHEDULING  OF  PRISON  VISITS 

Mr.  Wolf.  The  next  question  is  the  Secretary  announced  that 
the  Chinese  have  agreed  to  allow  a  U.S.  team  to  go  to  five  prisons. 

What  are  the  dates  the  U.S.  first  requested  under  the  MOU  to 
visit  the  five,  and  what  are  the  prisons'  names  and  have  they  been 
visited? 

Mr.  Weise.  If  I  could.  Congressman,  just  as  a  comment  that  was 
given  to  me  on  the  last  question — the  indication  I  have  from  inves- 
tigators is  that  they  say  since  the  use  of  prisoners 

Mr.  HOYER.  Mr.  Weise,  can  I  interrupt  you?  The  President  is  ap- 
parently announcing  a  major  initiative  at  12:15  and  he  wants  Sec- 
retary Noble  there,  so  unless  there  is  any  questions 

Mr.  Noble.  Thank  you,  Mr.  Chairman. 

Mr.  HoYER.  Mr.  Secretary,  thank  you  very  much.  Appreciate  you 
being  with  us. 

Mr.  Weise,  I  apologize  for  interrupting. 

Mr.  Weise.  I  am  just  wondering  why  I  didn't  get  invited. 

Mr.  Noble.  You  can  take  the  heat. 

Mr.  HOYER.  Somebody  had  to  stay  behind. 

Mr.  Weise.  Information  I  have  is  that  the  reason  that  we  didn't 
request  a  visit  to  the  facility  is  that  the  use  of  the  prisoners  at  the 
facility  was  established  and  apparently  based  on  evidence  that  we 
had  from  our  discussions  in  Hong  Kong,  with  witnesses.  We  felt 
that  that  was  not  an  issue,  so  that  we  didn't  need  to  visit  the  pris- 
on to  substantiate  that  allegation;  we  had  reliably  established  it 
without  the  visit.  That  is  what  I  have  been  told  on  that  one. 

With  regard  to  the  others,  I  don't  know  if  I  have  that  informa- 
tion. First  of  all,  on  January  14th,  the  U.S.  embassy  officials  met 
with  the  Chinese  government  officials  in  order  to  clarify  certainly 
the  points  of  the  Memorandum  of  Understanding  that  we  have  al- 
ready talked  about. 
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As  a  result  of  that  meeting,  Chinese  government  officials  granted 
permission,  on  January  14th  or  thereabouts,  for  the  four  outstand- 
ing visits  to  prison  facilities.  On  January  19th,  U.S.  Customs  rep- 
resentatives visited  the  first  of  these  facilities,  the  Red  Star  Tea 
Farm  which  is  the  subject  of  a  finding  for  tea.  Visits  are  also  being 
scheduled,  but  I  don't  have  here  the  precise  date  when  they  will 
be  scheduled,  for  Shanghai,  Laodong  Machinery  Plant,  Shanghai 
Laodong  Steel  Pipe  Works  and  Shanghai  Laiyang  Heavy  Duty  Ma- 
chinery Factory.  I  don't  have  the  dates,  but  I  will  get  those  for  you. 

Mr.  Wolf.  I  would  appreciate  it.  I  think  it  is  important  to  visit 
quickly  after  the  request  because  what  they  do  in  Beijing  Prison, 
Number  One,  they  came  in  and  cleaned  the  place  out. 

Just  two  other  questions,  then  what  I  will  do  is  I  will  just  submit 
the  rest  for  the  record  and  if  we  could  get  the  answers  back  rel- 
atively soon,  because  we  are  facing  this  June  case. 

Mr.  Weise.  I  understand. 

ACTIVE  PRISON  LABOR  INVESTIGATIONS  AND  PERSONNEL  INVOLVED 

Mr.  Wolf.  How  many  active  investigations  involving  forced  labor 
imports  from  China  is  the  Customs  Service  currently  conducting, 
and  how  many  people  in  Hong  Kong,  China  and  the  U.S.  are  as- 
signed full  time  to  these  cases  and  do  they  speak  Chinese? 

Mr.  Weise.  We  will  get  you  the  answers  to  those.  I  think,  31  in- 
vestigations are  ongoing,  unless  I  am  corrected.  Thirty-one  are  on- 
going, and  regarding  the  second  question,  you  know  we  just  re- 
cently opened  an  office  in  Beijing. 

We  have  two  full-time  investigators  there.  I  believe  one  of  them 
speaks  Chinese.  We  have  a  number  of  other  agents,  investigators, 
who  are  involved  in  the  case,  either  from  Hong  Kong  or  from  here 
in  the  United  States  that  are  working  on  this,  but  we  will  get  you 
for  the  record  the  precise  number  with  the  breakdown. 

PRISON  LABOR:  THE  CASE  OF  E.W.  BLISS  COMPANY  OF  MICHIGAN 

Mr.  Wolf.  The  last  question  kind  of  gets  into  a  whole  new  area. 
Under  your  predecessor,  Carol  Hallett,  the  E.W.  Bliss  Company  of 
Michigan  was  charged  with  importing  stamping  presses  made  by 
forced  labor  in  China.  The  company  pled  guilty  and  was  fined 
roughly  $75,000,  put  on  a  two-year  probation,  and  then  allowed  to 
reexport  the  presses  to  Mexico  and  Costa  Rica. 

Do  you  have  any  idea,  and  this  is  not  something  that  you  can 
take  the  blame  or  the  credit  for,  why  they  were  allowed  to  be  ex- 
ported back  down  to  Mexico  to  be  used  and  if  those  presses  were 
now  down  in  Mexico  being  used  to  press  and  stamp  things  out, 
would  the  goods  that  they  are  stamping  out  be  subject  to  this  con- 
cern that  we  had  with  regard  to  forced  labor? 

Mr.  Weise.  Congressman,  obviously  I  can't  respond  to  that  par- 
ticular case,  but  I  think  I  can  respond  to  the  general  issue  of  allow- 
ing reexports.  As  a  matter  of  fact,  one  of  the  things  I  was  briefed 
upon  recently  is  that  in  the  McKinnon  case  that  you  are  so  inter- 
ested in,  the  petitioner  has  now  requested  to  be  able  to  export  the 
hoists.  I  am  told  by  the  lawyers  in  Customs  that  the  law,  as  origi- 
nally enacted,  as  I  am  sure  you  are  aware  better  than  anybody  in 
terms  of  the  history  of  that  statute,  was  originally  more  an  eco- 
nomic provision  than  it  was  a  human  rights  provision  in  that  the 
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statute  itself,  allowed  for  exceptions  if  there  was  no  production  of 
the  product  domestically.  They  would  allow  products  produced  by 
forced  and  indentured  labor  but  not  prison  labor  to  be  sold  in  the 
United  States  if  they  could  establish  that. 

What  the  lawyers  tell  me  is  that  under  the  regulations,  and  I 
presume  under  the  statute,  that  this  creates  a  real  dilemma  for  the 
Customs  Service  because  the  basic  thrust  of  the  statute  is  to  pre- 
vent the  consumption  in  the  United  States  of  products  produced  by 
forced  or  slave  labor  or  prison  labor,  and  if  they  express  a  desire 
to  reexport  the  product,  then  we  have,  in  effect,  fulfilled  the  United 
States'  legal  obligations  as  they  are  explained  to  me. 

Mr.  Wolf.  I  don't  know  that  I  think  that  is  really  a  good  policy 
though,  because  what  you  have  done  is,  and  let  the  record  show 
that  I  thank  the  AFL-CIO  for  being  very  tough  on  this.  If  they  and 
Harry  Wu  hadn't,  I  think  everyone  would  look  the  other  way. 

You  are  not  going  to  have  American  labor  and  there  is  no  dis- 
incentive for  a  company  to  be  involved  in  this.  Some  of  these  com- 
panies are  actually  making  more  money  when  they  export  it  out. 
Columbus  McKinnon  should  not  be  permitted  to  export  the — I 
mean,  is  it  any  worse,  like  on  these  presses?  I  think  Carol  Hallett 
made  a  mistake.  The  presses  are  down  in  Mexico,  Costa  Rica, 
stamping  out  things  coming  in  here. 

Mr.  Weise.  From  a  policy  standpoint.  Congressman,  I  couldn't 
agree  with  you  more.  The  real  question,  as  you  know,  as  a  lawyer 
myself  and  as  the  head  of  an  agency — I  have  to  rely  on  legal  inter- 
pretation of  the  statute  as  written. 

I  would  hope  we  could  try  to  interpret  that  to  make  the  most  pol- 
icy sense  and  we  will  be  in  close  consultation  with  you,  and  if  in- 
deed it  requires  a  change  in  the  statute  to  preclude  this  from  hap- 
pening, we  will  look  at  that. 

But  if  we  can  interpret  that,  to  make  the  most  policy  sense,  we 
will  be  happy  to  do  that. 

Mr.  Wolf.  I  would  appreciate  it.  Because  whatever  side  you  are 
on  in  this  issue,  when  we  know  somebody  has  slave  labor  in- 
volved— the  act,  and  I  think  Carol  Hallett  made  a  terrible  mistake, 
$75,000  fine,  they  go  back  down,  out  of  the  country.  I  heard  in 
some  of  these  cases  they  actually  make  more  money. 

The  other  question  will  be  the  last  is,  if  something  is  made  be- 
cause of  these  stamping  presses,  would  that  come  under  the  law? 
Let's  say  it  comes  in.  We  know  slave  labor  has  been  involved.  They 
export  it  out,  it  goes  to  Mexico.  Then  Mexicans  begin  to  do  it  and 
stamp  it.  Would  that  product  be 

Mr.  Weise.  My  instinct.  Congressman,  having  looked  at  the  stat- 
ute in  the  past  is  that  it  would  not  cover  those  products  as  it  is 
currently  written,  but  if  you  don't  mind,  I  would  like  to  go  back, 
reexamine  the  statute  and  get  you  a  response  for  the  record  that 
is  based  on  legal  analysis,  not  just  my  recollection  of  the  statute. 

ENFORCEMENT  OF  PRISON  LABOR  STATUTES 

Mr.  Wolf.  I  would  appreciate  that  because  I  think  that  gets  into 
the  whole  question  then,  there  is  no  penalty,  and  a  lot  of  the  prob- 
lem is  obviously  in  China,  but  a  lot  of  the  problem  is  here,  and  if 
American  business  knows  that  it  can  get  away  with  it,  and  that  is 
why  I  appreciate  the  committee  raising  the  penalties,  because  at 
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least  the  penalty  was  so  low  then  that  even  if  you  got  caught,  it 
didn't  matter,  but  if  you  then  get  caught,  there  is  no  case  brought, 
export  it  back,  you  are  really  knocking  out  American  jobs,  because 
I  think  there  is  a  commingling,  I  think  there  is  a  commingling 
there  that  those  products  coming  in  should  be  covered. 

Mr.  Weise.  Congressman,  this  is  one  of  the  difficulties  we  are 
having  with  enforcing  this  statute  because,  as  you  know,  we  not 
only  have  to  prove  that  the  product  was  produced  in  the  prison,  but 
that  it  was  indeed  exported  to  the  United  States. 

If  we  can  establish  it  was  produced  in  the  prison  and  exported 
to  the  European  Community  and  sold  there,  unless  we  can  find  it 
was  then  reexported  to  the  United  States,  we  have  no  basis  of  a 
case. 

The  law  requires  it  to  be  exported  to  the  United  States  and  I 
think  that  the  way  it  is  being  interpreted  is  actually  consumed  in 
the  United  States.  So  if  it  is  exported  and  we  say,  no,  this  is  a  pris- 
on made  product,  it  is  not  permitted,  it  appears  as  if  the  current 
thinking  is  they  would  be  permitted  to  reexport  the  product  so  long 
as  it  isn't  consumed  in  the  United  States. 

It  doesn't  deal  with  the  fundamental  human  rights  issue  which 
you  have  been  very  vocal  about  and  I  agree  with  you,  but  it  may 
well  be  the  words  of  the  statute  need  to  be  revisited. 

Mr.  Wolf.  I  have  no  further  questions.  If  you  could  look  at  that 
and  get  back  to  me,  and  also,  if  maybe  you  or  one  of  your  people 
could  come  by.  I  don't  want  to  take  the  committee's  time  and  go 
through  some  of  these  other  issues,  come  by  my  office  and  I  would 
like  to  see  what  is  in  the  oral  memorandum. 

I  have  problems  they  didn't  live  up  to  the  written.  That  oral,  it 
is  kind  of  like  an  oral  contract  when  you  are  practicing  law. 

The  other  thing  is  if  you  could  be  sensitive  down  there  when  you 
are  talking  about  prison  labor  versus  forced  labor  or  slave  labor, 
because  those  things,  the  Chinese  are  coming  back  and  saying,  and 
they  did  this  weekend,  they  said,  well,  you  have  labor  here.  You 
make  blue  jeans  in  California  and  therefore  you  are  no  better  than 
us.  In  fact,  you  are  even  worse  because  you  are  hypocrites.  So  I 
think  the  distinction  makes  a  difference. 

Secondly,  when  we  talk  about  visits  and  inspections,  a  visit,  we 
know  with  North  Korea  doesn't  really  count.  An  inspection  makes 
the  difference,  and  be  careful  that  we  are  making  the  distinction 
when  we  are  dealing  with  them  so  they  don't  kind  of  take  us  to  the 
cleaners. 

Mr.  Chairman,  I  have  some  other  questions  we  will  submit  for 
the  record.  If  you  could  come  on  by,  I  would  appreciate  it. 

Mr.  HOYER.  Thank  you. 

LAW  ENFORCEMENT  PERFORMANCE  MEASURES 

Mr.  Weise,  I  understand  that  Customs  enforcement  will  be  a  lead 
agency  in  the  implementation  of  the  (government  Performance  and 
Result  Act  of  1993. 

How  are  you  setting  about  to  judge  performance  without  estab- 
lishing incentives  to  pursue  easy  cases?  In  other  words,  if  it  is  just 
cases  and  you  get  a  lot  of  cases,  how  do  you  make  that  distinction 
between  cases  that  may  take  more  time,  are  tougher,  but  produce 
the  results  that  you  want  to  show? 
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Mr.  Weise.  Congressman,  I  am  rather  proud  of  the  efforts  that 
have  been  put  forth.  I  think  we  are  kind  of  on  the  leadership  edge 
of  this.  I  don't  think  there  are  many  other  law  enforcement  agen- 
cies that  have  a  similar  system. 

We  would  be  more  than  happy  to  sit  down  with  your  staff  and 
go  through  the  details.  Those  factors  are  attempted  to  be  taken  into 
account.  We  look  at  very  objective  factors  like  the  number  of  ar- 
rests, number  of  seizures,  et  cetera,  but  there  is  also  a  weighted 
factor,  and  I  forget  the  terminology  they  use,  but  a  major  case. 

We  have  a  certain  class  of  investigations  that  are  perceived  to  be 
more  challenging — more  difficult,  more  time  consuming.  The  num- 
ber of  those  cases  clearly  would  have  a  much  higher  weight  on  the 
scale  than  the  average  case  and  everyday  case  of  just  making  an 
arrest  because  we  happen  to  be  in  the  vicinity. 

Clearly  whenever  you  are  attempting  to  take  work  performance 
of  a  job  like  an  agent  that  involves  any  law  enforcement  officer  and 
try  to  put  that  into  objective  quantifiable  measures,  there  is  always 
going  to  be  controversy. 

As  a  matter  of  fact,  there  is  within  our  own  system  as  to  whether 
or  not  it  is  a  valid  measure,  but  I  think  for  the  most  part  it  is — 
we  are  really  on  the  right  track,  and  we  are  continuing  to  try  to 
revisit  it.  We  have  our  special  agents  in  charge  meet  periodically 
and  talk  about  their  concerns  with  the  measurement  standard,  and 
we  try  to  revise  the  standards  to  take  into  account  what  really  is 
a  meaningful  measurement  standard,  including  the  quality  of  the 
case  as  well  as  the  quantity  of  the  case.  It  is  not  easy  to  do. 

Mr.  HOYER.  You  were  talking  about,  in  answer  to  Mr.  Lightfoot's 
question,  prices  and  numbers  of  seizures.  In  the  selected  work  load 
data  that  you  have  provided  us,  and  you  pointed  this  out  in  your 
gmswer,  in  a  number  of  areas  we  have  gone  down  in  terms  of  the 
numbers  of  narcotics  seizures  and  searches,  air  passengers,  for  in- 
stance, down  5.5  percent. 

Now,  I  wanted  to  conclude  that  is  either  down  because  activity 
is  down,  but  then  if  one  compares  that  with  price  and  supply,  that 
is  not  consistent.  Same  thing  with  land  passengers,  down  almost — 
well,  9.2  percent  down  in  terms  of  seizures  from — I  am  not  sure 
whether  this  is  the  number  of  passengers  involved.  I  guess  it  is, 
185,040  to  143,480. 

The  other  statistics  were  about  even,  although  there  was  a  net 
increase  of  seven-tenths  of  1  percent  from  1995  over  1994.  If  we  are 
using  these  as  performance  data,  they  are  going  to  give  us  pause 
because  if  they  go  down,  you  could  draw  a  number  of  inferences 
from  that. 

It  seems  to  me  we  have  to  be  able  to  switch  from  inputs  to  out- 
puts. We  have  an  education  bill  on  the  Floor.  We  have  historically 
talked  about  inputs  in  education. 

Now,  we  are  looking  at  outputs,  what  kind  of  kids  are  we  produc- 
ing and  helping  and  getting  ready  to  learn,  graduate,  and  ready  to 
work.  We  are  going  to  have  to  come  to  grips  with  that  in  govern- 
ment as  you  well  know  because  your  old  committee  is  not  going  to 
want  to  pay  for  continuing  inputs  without  being  able  to  show  that 
we  have  outputs. 

I  bring  that  up  only  because  the  meaning  of  these  statistics  is 
not  clear.  They  don't  necessarily  mean  we  are  not  doing  the  job  be- 
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cause  you  could  draw  other  inferences  as  well.  Or  page  27,  as  you 
will  note,  enforcement  action  and  seizure  activities  such  as  drug 
seizures,  canine  drug  seizures,  non-drug  seizures,  value  of  non-drug 
seizures,  £ind  high-risk  containers  examined  all  decrease,  all  the  in- 
dicia of  what  may  be  said  to  be  success  seem  to  have  gone  in  the 
wrong  direction. 

Again,  I  don't  necessarily  draw  the  conclusion  that  that  is  the 
case,  but  we  are  going  to  have  to  find  a  way  to  show  to  the  tax- 
payer, this  committee,  the  Floor  of  the  House  and  the  Floor  of  the 
Senate  in  that  we  are  getting  better  outputs. 

It  is  a  challenge  for  you  and  we  would  like  to  work  with  you  on 
it  and  see  if  we  can  come  to  grips  with  it. 

Mr.  Weise.  Thank  you,  Mr.  Chairman. 

Mr.  HOYER.  Let  me  ask  you  some  parochial  questions  and  then 
we  will  end.  I  don't  know  how  many  Customs  directors  have  start- 
ed out  their  service  in  Baltimore 

Mr.  Weise.  I  know  one  has. 

Mr.  Hoyer.  It  is  a  great  attribute  to  have  started  in  Baltimore. 

Mr.  VisCLOSKY.  I  have  already  given  him  credit  for  being  a  Mary- 
land graduate. 

HIDTA  DESIGNATION  AT  BALTIMORE  PORT 

Mr.  HoYER.  Grood.  Let  me  ask  you  two  questions.  As  you  know. 
Dr.  Brown  and  the  administration  recently  designated  the  Balti- 
more-Washington area  as  a  HIDTA. 

The  Port  of  Baltimore  is  an  entry  point  and  in  is  the  middle  of 
the  New  York,  Miami  corridor.  Could  you  briefly  explain  to  me 
your  drug  trafficking  efforts  at  the  Port  of  Baltimore  and  how  the 
HIDTA  designation  impacts? 

Mr.  Weise.  It  would  be  difficult,  Mr.  Chairman,  off  the  top  of  my 
head,  to  tell  you  precisely  the  impact  of  HIDTA.  I  would  be  more 
than  happy  to  provide  you  with  response  for  the  record. 

Mr.  Hoyer.  That  is  fine. 

[The  information  follows:] 

Impact  of  HIDTA  Designation  on  Operations  at  Baltimore  Port 

The  High  Intensity  Drug  Trafficing  Area  (HIDTA)  designation  will  draw  addi- 
tional Customs  investigative  and  inspectional  resources  into  Prince  George's  and 
Montgomery  counties.  Customs  investigative  and  inspectional  resources  will  con- 
tinue to  be  committed  to  the  smuggling  activities  identified  in  the  Port  of  Baltimore. 

ADEQUACY  OF  AGENT  STAFFING  IN  BALTIMORE 

Mr.  HOYER.  Let  me  ask  you  a  specific  question.  I  don't  know  the 
answer  to  it.  I  don't  want  to  set  you  up.  You  may  not  know  the  an- 
swer. The  number  of  personnel  in  Baltimore  in  1986  was  56. 

As  a  result  of  my  strong  advocacy  on  behalf  of  the  Port  of  Balti- 
more and  continually  harping  on  that  with  your  agency  and  put- 
ting specific  language  in  the  bill,  it  is  now  down  to  42. 

Mr.  Weise.  Talk  about  measurement  standards.  That  is  not  too 
good,  is  it? 

Mr.  Hoyer.  I  am  failing.  The  measurement  I  am  getting  is  a  bad 
one.  Now,  I  note  that  the  decrease  is  in  one  category,  patrol. 
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Would  you  tell  me  what  that  is  and  the  reason  somebody  looks 
shocked  when  I  said  that.  In  1986  we  had  14  on  patrol.  Forty-two 
is  14  less  than  56.  We  now  have  zero  on  patrol. 

Mr.  Weise.  We  have  zero  throughout  the  agency.  We  used  to 
have  what  is  called  Customs  Patrol  Officers.  We  no  longer  have 
Customs  Patrol  Officers  in  the  Customs  Service. 

Mr.  HOYER.  Then  it  would  appear  that  the  1993  figure  is  a  state- 
ment figure,  but  when  we  say  we  no  longer  have  those  patrol  offi- 
cers, what  does  that  mean?  What  impact  does  that  have  on  the 
port? 

Mr.  Weise.  Could  we  again  respond  in  detail  for  the  record  for 
you? 

Mr.  HOYER.  Okay. 

I  would  also  like  you  to  look  at  Baltimore  in  terms  of  the  current 
staff  size  and  whether  you  think  that  is  sufficient  for  the  purposes 
of  doing  what  needs  to  be  done  at  that  port,  which  is  increasingly 
a  busy  port,  running  better  now  than  it  used  to,  as  you  may  know. 

The  good  news  of  that  is  we  have  better  labor  management  rela- 
tionships. The  State  people  have  done  some  good  work.  Volumes 
are  going  to  increase.  That  means  we  have  a  greater  risk  or  we 
may  need  more,  not  less,  agents.  I  would  like  to  have  a  better  feel 
on  what  is  happening  there. 

Mr.  Weise.  We  will  submit  an  analysis  of  that. 

[The  information  follows:] 
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8TAFFIHO  AT  THE  BALTIMORE  PORT 

In  the  inid-1980's,  Customs  evaluated  the  benefit  of  having 
patrol  officers  by  performing  a  national  review  of  this  job 
classification  at  all  ports.   Based  on  that  review,  it  was 
determined  that  Customs  would  benefit  from  converting  patrol 
officers  to  special  agents.   A  conversion  schedule  was 
established  for  the  patrol  officers  met  the  gualif ication.   Other 
patrol  officers  who  were  unqualified  to  convert  were  offered  jobs 
as  patrol  officers  along  the  Southwest  border.   Since  the  mid- 
1980  's,  the  patrol  officer  position  has  gradually  been  phased  out 
in  Customs.   Presently,  approximately  4  0  patrol  officers  remain 
in  the  Customs  Service. 

Prior  to  1986  in  the  Port  of  Baltimore,  patrol  officers 
focused  almost  exclusively  on  drug  smuggling,  particularly  cases 
involving  cargo  and  freighter  crews.   When  the  patrol  positions 
were  abolished  at  the  Baltimore  Port  and  transferred  to  the 
Southwest  border,  the  existing  special  agents  in  Baltimore 
absorbed  the  responsibility  for  conducting  the  investigations 
formerly  conducted  by  the  patrol  officers.   Since  1986,  a  greater 
emphasis  has  been  placed  on  major  investigations  involving  a 
significant  amount  of  narcotics.   Investigations  initiated  by  the 
Customs  Service  in  Baltimore  have  led  not  only  to  the  successful 
investigation  and  prosecution  of  major  criminal  organizations 
throughout  Maryland  but  also  to  the  successful  completion  of 
investigations  involving  fraud. 

There  appears  to  be  sufficient  import  specialist  coverage  in 
Baltimore  as  well.   However,  we  are  continually  monitoring 
resources  with  respect  to  North  American  Free  Trade  Agreement 
(NAFTA)  and  Modernization  Act  responsibilities  as  well  as 
providing  day-to-day  service  to  the  trade  community. 

The  Customs  Service  has  also  recently  conducted  several 
reviews  of  the  Port  of  Baltimore  to  include  Customs  airport, 
seaport,  and  Contraband  Enforcement  Team  (CET)  operations.   All 
reviews  indicate  that  current  staffing  is  consistent  with  present 
workload  levels. 

It  should  be  noted  that  the  Port  of  Baltimore  may  lose  the 
services  of  the  National  Guard  who  assist  inspectors  on  the 
Baltimore  CET.   On  average,  the  National  Guard  provides  2-3 
officers  daily  to  assist  inspectors  in  their  duties.   The 
Baltimore  CET  operations  may  be  adversely  impacted  due  to  the 
National  Guard's  cutbacks.   However,  it  that  impact  is  unknown  at 
this  time. 

At  present,  we  believe  that  current  staffing  will 
accommodate  any  anticipated  increases  in  workload  level . 
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PERFORMANCE  MEASURES  REVISITED 

Mr.  HOYER.  We  have  a  number  of  other  questions  for  the  record 
involving  financial  management,  future  interdiction  efforts,  and  the 
air  progiam.  Senator  DeConcini,  as  you  know,  focuses  on  that.  He 
and  Senator  Domenici  and  Congressman  Skeen  were  all  interested 
in  that  border  and  have  done  really  good  work. 

On  the  other  hand,  OMB  and  perhaps  yourselves  feel  that  less 
resources  applied  to  interdiction  may  be  appropriate. 

Mr.  Weise.  I  am  seeing  Senator  DeConcini  tomorrow. 

Mr.  HOYER.  I  am  sure  he  will  be  interested  in  that  question. 
Maybe  I  don't  need  to  submit  the  question.  I  will  read  the  answers 
to  his. 

We  have  questions  on  performance  measures  and  inputs.  That 
doesn't  deal  with  Customs  per  se.  It  deals  with  every  agency,  how 
we  convince  our  taxpayers  that  we  are  in  fact  appl3dng  their  re- 
sources effectively.  They  believe  49  cents  of  every  dollar  is  wasted. 

No  business,  no  enterprise  can  survive  with  that  kind  of  con- 
fidence in  its  consumers. 

CUSTOMS  REORGANIZATION 

Mr.  Weise.  I  couldn't  agree  with  you  more.  We  talked  a  little  bit 
before  you  arrived  about  the  reorganization  that  is  underway.  The 
basic  thrust  of  this  reorganization  is  obviously  it  is  not  going  to  be 
easy  politically  to  get  it  fully  implemented.  We  are  going  to  try  ev- 
erything in  our  power  to  get  resources  that  are  now  tied  up  in 
headquarters  and  regions  and  some  of  the  district  operations  that 
are  more  on  the  administrative  side,  to  free  up  those  resources  to 
be  available  to  carry  out  our  mission  more  effectively  and  more  effi- 
ciently to  please  and  satisfy  our  customers,  which  are  both  the  im- 
porters as  well  as  the  domestic  industries  who  count  on  us  to  en- 
force our  laws. 

It  is  going  to  be  a  real  challenge  for  us  and  we  are  obviously 
going  to  need  your  leadership  and  help  to  get  this  thing  delivered. 
We  are  going  to  be  working  very  closely  with  your  committee  to  let 
you  know  well  in  advance  of  the  kinds  of  ideas  that  we  are  coming 
up  with,  and  really  show  the  business  community  and  all  of  the 
folks  who  interact  with  Customs  that  we  can  provide  better  service 
and  still  carry  out  our  enforcement  mission  even  more  effectively 
than  we  are  today. 

Mr.  Hoyer.  We  are  going  to  have  to  do  that.  The  Vice  President's 
more  with  less  is  right  on  target.  We  are  going  to  have  to  do  that. 

As  you  know,  we  have  an  $8  billion  reduction  in  discretionary 
spending  this  year.  It  is  the  first  time  it  has  happened  in  the  13 
years  I  have  been  here  that  discretionary  dollars  went  down  in 
nominal  terms. 

It  went  down  further  in  real  dollars  because  of  inflation.  You  re- 
duced your  employees  by  about,  what,  120? 

Mr.  Weise.  Yes,  129. 

Mr.  HOYER.  But  you  are  at  $40  million  approximately  in  addi- 
tional spending? 

Mr.  Weise.  A  good  bit  of  that  is  for  our  new  ACS  redesign  which 
is  trying  to  get  our  computer  in  line  to  handle  the  challenges  of  the 
Modernization  Act  and  NAFTA  implementation.  It  is  a  very  old 
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system  we  have  now  and  we  think  we  can  improve  that  dramati- 
cally. 

Mr.  HOYER.  This  committee — I  won't  take  the  time  to  go  into  the 
FTEs,  but  we  are  reducing  252,000.  That  is  the  Vice  President's 
figure.  I  want  to  tell  you  honestly  I  don't  like  that  figure.  I  don't 
think  it  was  reached  as  a  management  number.  It  was  reached  as 
a  target  number. 

That  is,  we  wanted  to  get  down  to  1,883,000  employees,  but  that 
is  going  to  be  tough  for  us. 

Mr.  Weise.  Sure. 

Mr.  HoYER.  That  is  going  to  be  tough,  particularly  on  all  the  ap- 
propriations committees  that  want  to  see  the  objectives  accom- 
plished that  we  talk  to  the  American  people  about.  In  my  opinion, 
we  are  going  to  squeeze  some  agencies  pretty  tightly  in  terms  of 
personnel  available  to  do  that  job. 

I  don't  want  you  to  answer  this  now,  but  I  want  you  to  think 
about  this.  I  am  going  to  have  a  conversation  with  you  on  the  level 
of  FTEs  that  we  need  to  accomplish  the  objectives  we  expect,  and 
if  you  don't  have  the  personnel,  we  ought  to  change  our  expecta- 
tions. 

We  ought  to  be  honest  with  what  we  are  doing  or  we  ought  to 
increase  the  resources,  one  or  the  other. 

Mr.  Weise.  This  gets  back,  Mr.  Chairman,  again,  to  the  reason 
I  feel  so  strongly  that  our  reorganization  is  so  essential,  is  that  be- 
fore we  start  really  desiling  effectively  with  trying  to  maintain  or 
increase  resources,  we  must  make  sure  that  we  are  getting  the  op- 
timum out  of  the  resources  we  have.  Customs  has  been,  I  think,  an 
excellent  very  effective  agency  in  the  past.  But  I  think  we,  like 
other  agencies,  even  though  we  are  a  revenue-generating  agency, 
that  we  have  some  room  that  if  we  work  smarter,  if  we  look  at  our 
organization,  if  we  shrink  down  the  levels  of  management,  we  can 
create  some  real  savings  within  our  own  operation.  That  is  what 
we  are  hoping  to  accomplish,  which  is  consistent  with  the  direction 
that  you  and  Vice  President  Gore  have  provided. 

Mr.  HOYER.  I  am  what  they  call  a  tax,  tax,  spend,  spend  Demo- 
crat. I  don't  shrink  from  that  designation.  I  believe  that  we  ought 
to  pay  for  what  we  buy.  If  we  don't  tax,  we  ought  not  to  spend,  pe- 
riod. We  borrowed  and  got  ourselves  in  a  real  hole. 

Business  has  done  very  well.  We  have  got  to  all  be  busting  with 
pride  that  the  Japanese  last  week  decided  their  high  definition  TV 
didn't  hack  it  and  they  were  going  to  go  with  the  U.S.  option.  We 
thought  six,  seven  years  ago  that  the  world  is  coming  to  an  end, 
the  sky  is  falling,  American  technology  is  dead.  The  Japanese  have 
to  be  mortified — they  took  a  courageous  action  in  deciding  not  to 
waste  any  more  money  on  HDTV,  that  the  U.S.  is  doing  it  better. 

I  am  very  pleased  at  that,  but  U.S.  business  took  some  real  hits 
in  the  process.  We  are  now  taking  some  real  hits,  and  so  our  people 
don't  t£ike  the  real  hits,  our  organization  structures  need  to  take 
the  hit.  If  we  are  going  to  reduce  people,  we  need  to  do  it  with  good 
management.  I  am  not  going  to  be  for  firing  people. 

So  this  committee  is  going  to  work  with  all  of  the  agencies  under 
its  jurisdiction  and  we  are  sympathetic,  we  are  a  proponent  group. 
Appropriations  committees  didn't  use  to  be  that.  They  used  to  be 
very  antagonistic.  I  think  the  taxpayer  liked  that. 
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On  the  one  hand,  we  will  take  savings  where  we  can.  On  the 
other  hand,  we  want  to  give  you  the  resources  necessary  to  do  the 
job  and  do  it  as  effectively  as  we  can  with  the  resource  constraints. 

There  is  nobody  here  except  me,  so  I  guess  that  is  it. 

Mr.  Weise.  Thank  you,  Mr.  Chairman.  I  appreciate  those  words 
of  support.  We  want  to  work  closely  with  you. 

Thank  you. 

Mr.  HOYER.  Mr.  Secretary,  glad  to  have  you  with  us. 

[Questions  submitted  for  the  record  follows] 
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QUESTIONS  SOBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

NAFTA  ENFORCEMENT 

Question.   NAFTA  "rule  of  origin"  requirements  will  present 
significant  technical  difficulties  to  the  Customs  Service.   How 
do  you  determine  product  origin?   For  example,  how  would  you  know 
whether  the  cotton  in  a  shirt  came  from  Egypt  or  Mexico? 

Answer.   The  three  parties  to  NAFTA  have  developed  and 
agreed  to  submit  the  Certificate  of  Origin  as  evidence  that  goods 
originate  and  qualify  for  preferential  tariff  treatment  under  the 
terms  of  the  Agreement.   The  specific  language  contained  in  the 
certificate  provides  pertinent  information  to  the  appropriate 
customs  administration  as  to  the  basis  of  the  origination  of  the 
goods . 

When  claiming  preferential  treatment,  the  importer  must 
possess  a  valid  NAFTA  certificate  of  origin.   The  appropriate 
special  indicator  code  ("MX"  for  Mexico,  "CA"  for  Canada)  must 
precede  the  Harmonized  Tariff  Schedule  number  and  the  CF  7501 
must  be  signed  by  the  importer  of  record.   These  three  factors 
constitute  the  importer's  written  declaration  that  the  goods  are 
entitled  to  NAFTA  benefits. 

Product  origin  can  also  be  verified  by  the  information 
contained  in  the  entry/entry  summary.   Documents — invoices, 
affidavits,  statements  from  exporters  and/or  producers, 
questionnaires,  etc. — may  attest  to  the  origin  of  the  goods.   The 
signatories  have  also  agreed  to  permit  authorized  personnel  to 
conduct  visits  within  their  countries  to  establish  and  verify  the 
origin  of  the  goods  for  which  preferential  treatment  is  claimed. 

In  other  cases,  origin  can  be  determined  according  to  the 
guidelines  specified  in  the  Agreement.   For  example,  in  the  case 
of  goods  produced  or  manufactured  from  non-originating  materials, 
the  origin  can  be  determined  based  on  a  change  in  tariff 
classification,  a  regional  value  content,  or  both.   In  this 
instance,  the  Harmonized  Tariff  Schedule  (HTS)  number  of  the 
imported  good,  plus  the  HTS  number  of  all  non-NAFTA  materials, 
must  be  known  in  order  to  determine  the  specific  rule  of  origin 
to  apply. 

To  illustrate  the  application  of  the  rules  of  origin  to  your 
example  of  a  shirt  made  from  Egyptian  cotton,  we  must  first 
determine  the  condition  of  the  Egyptian  cotton  imported  into 
Mexico.   If  raw  cotton  is  imported  into  Mexico  and  spun  into 
yarn,  which  in  turn  is  woven  into  fabric  subjected  to  other 
processes  (such  as  printing  or  dyeing) ,  and  the  fabric  is  then 
cut  and  sewn  into  a  shirt,  then  the  item  would  both  qualify  and 
originate  under  the  terms  of  NAFTA.   Needless  to  say,  we  must 
examine  each  case  on  its  own  merits  to  assess  the  condition  in 
which  non-NAFTA  materials  are  imported  into  Mexico  and  make  the 
appropriate  determination  based  on  any  supporting  documents  and 
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statements,  including  direct  observation  of  manufacturing 
facilities,  if  appropriate. 

Question.   Are  there  any  products  that  will  present 
significant  problems? 

Answer.   It  is  still  early  in  the  implementation  of  NAFTA  to 
make  any  detailed  analyses  or  assessments  concerning  which 
products  may  pose  difficulties.   Any  product  having  a  large  share 
of  the  market  and  having  a  high  profit  profile  has  the  potential 
to  cause  problems.   Certainly  some  products  do  come  to  mind, 
principally  automobiles;  high  technology  items  (such  as  computers 
and  software,  televisions,  etc.),  which  are  manufactured  from 
components  obtained  throughout  the  world;  wearing  apparel  and 
textile  articles;  and  produce,  especially  those  subject  to 
seasonal  price  fluctuations. 

Question.   What  American  industries  would  be  most  affected 
by  poor  NAFTA  enforcement? 

Answer.   Poor  NAFTA  enforcement  may  have  detrimental  effects 
on  certain  segments  of  American  industry.   Automotive,  wearing 
apparel,  and  electronics  industries  may  be  affected.   Industries 
mainly  involved  in  the  assembly  of  goods  from  components  obtained 
from  non-NAFTA  countries  may  also  be  affected  if  Customs  does  not 
closely  monitor  and  verify  the  NAFTA  status  of  the  goods. 

Question.   Are  there  any  countries  from  which  you  expect 
significant  transshipment  problems? 

Answer.   We  may  see  evidence  of  more  transshipment  from 
non-NAFTA  countries  in  an  effort  to  obtain  NAFTA  eligibility. 
Those  countries  that  have  lost  Generalized  System  of  Preference 
(GSP)  status  may  attempt  to  pass  off  their  goods  as  NAFTA 
originating.   Countries  subject  to  bilateral  textile  agreements 
may  transship  their  merchandise  through  Mexico  in  an  effort  to 
avoid  quota  and/or  visa  restrictions. 

Question.   Are   the   resources   requested   in   the 
President's   Budget  sufficient  to  enforce  NAFTA  effectively? 

Answer.   Yes.   Additional  personnel  will  be  utilized  to 
enforce  the  terms  of  the  Agreement.   The  positions  for  which  the 
additional  resources  are  intended  include  import  specialists, 
auditors,  analysts.  Customs  special  agents,  and  inspectors. 

These  positions  will  be  allocated  to  the  ports  having  a  high 
volume  of  NAFTA  related  shipments.   Personnel  will  be  available 
to  inspect  the  goods,  determine  origin  and  NAFTA  eligibility,  and 
gather  information  necessary  for  the  successful  implementation  of 
the  Agreement. 

Question.   How  will  the  Mexican  government  support  these 
efforts? 
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Answer.   Under  the  terms  of  the  Agreement,  Mexico  has  agreed 
to  permit  the  United  States  (and  Canada)  to  visit  the  premises  of 
the  Mexican  exporters/producers  to  verify  the  origin  of  goods. 
If  the  Mexican  exporter  or  producer  refuses  to  allow  U.S.  Customs 
to  examine  his  records  and  facilities,  Mexico  has  agreed  to 
conduct  the  verification  visit  on  our  behalf,  utilizing  Mexican 
officials. 

PERFORMANCE  AND  EFFICIENCY 

Question.   The  General  Accounting  Office's  (GAO's)  general 
management  review  faulted  Customs  for  not  prioritizing  among 
competing  goals  and  failing  to  detect  84  percent  of  all  trade 
violations.   Was  this  a  fair  criticism  at  the  time?  What  has 
Customs  done  to  address  it? 

Answer.   The  General  Management  Review  conclusions  were 
derived  from  a  simple  statistical  projection  of  discrepancies 
identified  in  a  random  sample  of  cargo  inspections.   There  has 
been  no  confirmation  of  the  accuracy  of  the  methodology  or  of  the 
type  or  level  of  violations  actually  occurring  in  imported 
merchandise.   In  response  to  a  GAO  recommendation.  Customs  has 
redesigned  its  cargo  sampling  by  reducing  sample  size  and  by 
concentrating  resources  on  more  focused  inspections.   Currently  a 
higher  percentage  of  violations  are  being  discovered.   Customs 
also  has  developed  a  Trade  Enforcement  Strategy  that  focuses  on  a 
limited  number  of  priorities  and  goals.   A  significant 
improvement  is  the  built-in  period  measurement  of  performance 
against  identified  standards  and  goals  developed  with  GAO. 

Question.  The  Customs  Service  has  four  major  goals:  trade 
enforcement,  narcotics  interdiction,  anti-money  laundering,  and 
outbound  enforcement.  Why  is  anti-money  laundering  included  as 
one  of  the  four?   It  seems  to  be  a  subsidiary  of  the  others. 

Answer.   Money  laundering  is  a  common  element  in  the  threat 
of  trade  fraud,  narcotics  smuggling  or  export  violations.   The 
techniques  used  by  the  criminal  organization  to  launder  money  are 
similar  regardless  of  whether  that  money  was  generated  by 
narcotic  smuggling,  trade  fraud  or  export  violation. 

For  that  reason,  Customs  has  chosen  to  develop  a  single, 
unified  approach  to  combat  money  laundering.   It  is  our  intent  to 
develop  a  single  strategy  that  draws  together  the  resources  of 
our  agents,  inspectors,  and  import  specialists  to  provide  a 
unified  deterrent  to  money  laundering.   We  felt  that  developing  a 
single  approach  would  be  most  effective  given  the  similarities  in 
money  laundering  techniques. 

Question.   I  understand  that  Customs  will  be  a  lead  agency 
in  implementation  of  the  Government  Performance  and  Results  Act 
of  1993  (GPRA) .   How  do  you  measure  the  performance  of  a  law 
enforcement  agency  without  establishing  incentives  to  pursue 
"easy"  cases  or  measuring  items  not  under  the  agency's  control? 
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Answer.   The  performance  system  currently  in  place  in 
Customs  Office  of  Enforcement  is  designed  to  measure  case  quality 
as  well  as  quantity. 

The  performance  system  measures  the  results  of  investigative 
activity  in  terms  of  arrests,  convictions,  and  seizures.   The 
results  of  each  investigation  which  is  classified  as  "high 
impact"  because  of  complexity  of  the  case,  its  scope,  or  its 
potential  to  deter  similar  criminal  activity  are  weighted  more 
heavily  than  the  results  from  other  cases. 

The  weighing  of  "high  impact"  cases  counteracts  any  tendency 
to  focus  on  so-called  "easy"  cases  merely  to  create  seemingly 
impressive  numeric  results. 

A  more  comprehensive.  Agency-wide  set  of  performance 
measures  based  on  our  Five  Year  Plan  will  be  pilot  tested  in  one 
region  in  the  Spring  of  1994. 

Question.   Many  Government  performance  measures  focus  on 
inputs,  such  as  number  of  inspections,  rather  than  outputs  like 
reductions  in  smuggling.   What  output  measures  do  you  intend  to 
use?   Will  the  output  measures  be  consolidated  into  an  easy  to 
understand  composite,  like  the  air  threat  index? 

Answer.   The  primary  output  produced  by  Customs  is 
compliance.   The  deterrence  provided  by  Customs  forces  importers 
to  comply  with  trade  law  or  travelers  to  comply  with  this 
country's  anti-drug  laws.   For  this  reason.  Customs  performance 
measures  will  attempt  to  measure  compliance. 

Customs  has  already  begun  to  measure  the  compliance  of  ten 
different  imported  commodities  to  assess  whether  the  commodities 
are  properly  classified,  the  correct  duty  is  assessed,  and  the 
goods  adhere  to  all  relevant  trade  agreements.   The  result  of 
these  measurements  is  a  statistically  representative  number,  such 
as  "65  percent  of  all  imported  auto  parts  are  in  compliance"  or 
"99  percent  of  the  correct  amount  of  duty  on  the  auto  parts  is 
collected."   Similarly,  Customs  has  just  begun  an   experiment  to 
measure  the  portion  of  travelers  that  comply  with  U.S.  law  and  do 
not  carry  contraband  narcotics,  currency,  weapons,  or 
agricultural  products. 

Because  it  may  be  difficult  or  too  expensive  to  measure 
compliance  in  all  cases.  Customs  will  also  rely  on  less 
comprehensive  measures.   Measures  such  as  the  number  of  arrests 
that  have  impact  on  the  criminal  organizations  or  the  number  of 
significant  drug  seizures,  will  still  be  used  in  some  instances. 
Although  these  are  "output"  measures,  they  do  not  measure  the 
true  deterrence  that  results  from  Customs  efforts. 

It  is  unlikely  that  Customs  measures  will  be  consolidated 
into  a  single  composite  measure  such  as  the  air  threat  index. 
Measures  of  compliance  only  have  relevance  when  applied  to  a 
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specific  commodity  or  mode  of  transport.   Consolidating  such 
measures  into  a  single  measure  diminishes  their  value  as 
indicators  of  performance. 

Question.   Performance  measures  will  never  become  a  part  of 
the  Agency  until  they  are  meaningful  to  the  individual  inspector, 
trade  specialist,  special  agent  and  analyst.   How  do  you  intend 
to  accomplish  this? 

Answer.   Customs  is  using  two  techniques  to  integrate 
performance  measures  throughout  the  organization.   The  first 
technique  is  to  develop  a  "backbone"  information  system  that  will 
make  performance  measures  accessible  to  management  and  staff  in 
the  field.   For  the  past  two  years.  Customs  has  been  developing 
the  "Operational  Management  System"  that  provides  the  district 
director  with  accurate  real-time  indicators  of  performance.   We 
are  working  to  make  sure  the  data  presented  through  this  system 
is  consistent  with  the  performance  measures  we  are  using  to 
present  Customs  performance  in  our  Annual  Report  under  the  CFO 
Act. 

The  second  technique  is  to  insert  performance  measures  into 
managers'  annual  performance  appraisal  plans.   In  the  Office  of 
Enforcement,  we  are  using  output  measures  to  assess  management 
performance.   We  are  working  to  duplicate  this  throughout  all  of 
Customs. 

Question.   The  Customs  restructuring  plan  will  be  released 
next  month.   What  do  you  hope  to  gain  from  it?  What  are  your 
criteria  for  approving  a  particular  reorganization  and  how  will 
you  measure  its  success? 

Answer.   While  the  study  group  has  not  completed  its  work, 
it  is  clear  that  they  will  find  that  Customs  can  improve  its 
operations,  and  better  serve  its  customers.   All  recommendations 
produced  by  the  group  will  be  tested  against  three  criteria: 
efficiency,  effectiveness,  and  adaptability.   Each  of  these 
measures  reflect  key  concepts  advanced  by  the  National 
Performance  Review.   The  reorganization  components  of  the  study 
will  be  measured  in  terms  of  our  success  in  removing  layers, 
empowering  staff,  and  converting  support  positions  to  line 
officers. 

Question.   Who  are  Customs  customers  and  how  do  you  measure 
their  satisfaction? 

Answer.   The  study  team  has  spent  considerable  time 
identifying  Customs  diverse  customer  base.   Travellers,  carriers, 
importers,  and  domestic  industry  representatives  have  all  been 
consulted  as  part  of  the  wide  ranging  interviews  which  provided 
essential  data  for  the  study.   Some  customer  needs  which  have 
been  identified  include:  implementing  trade  enforcement  programs 
more  effectively,  increasing  uniformity,  releasing  cargo  timely, 
increasing  the  predictability  of  rulings,  improving  training  of 
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the  work  force,  improving  coordination  efforts  with  other 
agencies,  and  adopting  a  true  customer  focus.   Customs  intends  to 
address  each  of  the  customer  service  issues  with  the  particular 
customer  or  stakeholder  involved,  and  to  create  customer  seirvice 
standards  which  are  appropriate  to  the  services  involved. 

Question.   Effective  agencies  often  delegate  authority  to 
line  employees  to  experiment  with  new  ideas.   Will  more 
delegation  be  a  component  of  the  reorganization? 

Answer.   Yes.   Employee  empowerment  and  involvement  are  key 
precepts  of  the  reorganization  study  group's  draft  report.   By 
improving  our  management  procedures  and  converting  to  process 
management,  reducing  layers,  and  improving  training,  employee 
involvement  will  be  heightened.   This  will  result  in  more 
productive  employees  who  have  greater  satisfaction. 
Additionally,  Customs  has  embarked  on  a  new  era  of  cooperation 
with  its  employee  organization,  with  two  NTEU  employees  having 
served  full-time  on  the  study  group.   Empowerment  and  union 
partnerships  are  major  components  of  the  National  Performance 
Review,  and  Customs  is  pleased  to  be  in  the  forefront  of  both. 

Question.   What  incentives  do  your  employees  have  to  serve 
effectively? 

Answer.  The  Customs  Service  has  a  Performance  Management 
and  Recognition  System,  as  well  as  an  Employee  Performance 
Appraisal  System,  to  evaluate  employees  and  reward  performance 
when  warranted.  Also,  it  has  an  Incentive  Awards  program  that 
provides  for  further  recognition  of  employees'  performance.  Both 
of  these  programs  provide  monetary  and  non-monetary  incentives 
for  employees  to  serve  as  effectively  as  possible. 

In  addition.  Customs  has  an  active  employee  suggestion 
program  which  provides  encouragement  for  employees,  through 
monetary  recognition,  to  seek  better,  more  effective  ways  for  the 
Agency  to  conduct  business. 

FUTURE  INTERDICTION  EFFORTS 

Question.   According  to  Customs  estimates,  air  smuggling 
attempts  decreased  by  75  percent  between  1982  and  1992.   To  your 
knowledge,  has  the  price  of  cocaine  increased  by  a  commensurate 
amount? 

Answer.   The  price  of  cocaine  has  increased  in  the  past 
several  years.   However,  it  has  not  necessarily  been  a 
commensurate  amount,  nor  directly  related  to  a  reduction  in  air 
smuggling.   There  are  often  fluctuations  which  may  be  the  result 
of  the  wholesale  price  of  cocaine,  as  well  as  increased 
enforcement  efforts.   In  1985,  the  average  price  of  a  kilogram  of 
cocaine  was  approximately  $9,000.   The  most  recent  information 
available  to  U.S.  Customs  is  that  the  average  wholesale  price  of 
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a  kilogram  of  cocaine  is  $18,000  to  $25,000,  depending  primarily 
on  location. 

Question.   Did  increased  land  border  smuggling, 
transshipment  to  third  countries,  and  more  sophisticated 
containers  offset  the  decreases  in  air  smuggling? 

Answer.   Yes.   As  in  any  legitimate  business,  the  illegal 
drug  business  is  driven  by  the  law  of  supply  and  demand.   Even 
though  air  smuggling  has  decreased  tremendously,  the  demand  for 
the  illegal  drugs  has  continued.   Consequently,  there  has  been  a 
significant  shift  to  other  methods  of  smuggling,  including 
increased  land  border  smuggling,  transshipment  and  use  of 
containers.   It  is  estimated  now  that  approximately  two-thirds  of 
all  cocaine  entering  the  country  is  over  the  U.S. -Mexico  land 
border  where  concealment  in  cargo  is  the  preferred  method. 

Question.   What  is  the  next  major  step  in  interdiction?   How 
long  will  it  take?   How  much  will  it  cost? 

Answer.   The  next  major  step  in  interdiction  is  to  implement 
the  plan  set  forth  in  the  President's  National  Drug  Control 
Strategy  to  focus  interdiction  efforts  on  source  countries. 
Although  this  strategy  has  the  greatest  chance  of  any  previous 
strategies  to  bring  about  a  sustained  impact  on  the  cocaine 
industry,  it  is  not  possible  to  predict  its  results  in  the  near 
future.   ONDCP  would  be  able  to  provide  a  comprehensive  estimate 
as  to  the  total  cost  of  this  international  initiative.   Customs 
intends  to  support  source  country  operations  to  the  extent 
possible  based  on  funding  availability  and  estimates  FY  1994 
expenditures  for  international  interdiction  operations  at 
approximately  $30  million. 

Until  such  time  as  this  initiative  is  able  to  yield  results 
in  terms  of  an  overall  decline  in  the  amount  of  drugs  transported 
out  of  source  countries,  it  is  imperative  that  interdiction 
efforts  at  U.S.  borders  be  sustained.   The  next  step  in  border 
interdiction  must  be  improved  foreign-developed  drug 
intelligence. 

Based  on  current  trends,  smuggling  through  cargo, 
particularly  containerized  cargo,  appears  to  pose  the  greatest 
threat  to  drug  interdiction  efforts.   In  excess  of  eight  million 
containers  enter  the  United  States  each  year,  of  which  over 
three  million  are  from  countries  considered  high-risk  for 
cocaine.   Additionally,  approximately  1.5  million  are  considered 
high-risk  for  heroin.   The  tremendous  opportunity  for  avoiding 
detection  is  obvious.   Analysis  of  seizures  also  reveals  that 
cocaine  shipments  in  cargo  are  considerably  larger  than  those 
from  other  methods  of  smuggling,  indicating  a  great  deal  of 
confidence  in  use  of  cargo  as  a  preferred  method. 

The  need  for  improved  intelligence  is  critical.   Most 
significant  seizures  are  based  on  prior  information;  however. 
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most  intelligence  that  contributes  to  successful  border 
interdiction  is  produced  domestically.   Interdiction  in  cargo,  as 
well  as  in  all  other  methods  of  smuggling,  could  improve 
significantly  with  improved  foreign-developed  drug  intelligence. 
Customs  does  not  collect  foreign  drug  intelligence.   We  are 
dependent  on  the  Drug  Enforcement  Administration  and  the 
intelligence  community. 

Question.   Customs  testified  last  year  that  the  estimated 
price  of  a  kilogram  of  cocaine  is  roughly  $18,000,  up  from  $9,000 
in  1985.   What  is  it  today? 

Answer.   Depending  on  location,  $18,000  to  $25,000. 

Question.   Has  it  stabilized  over  the  past  few  years? 

Answer.   No.   There  are  many  factors  that  affect  the  price 
of  drugs  including  costs  of  transportation,  quality  of  the  drug, 
and  responses  to  enforcement  pressure  which  may  result  in 
temporary  shortages. 

Question.   The  Customs  budget  submission  (Operations  and 
Maintenance  page  11)  indicates  that  the  air  threat  relative  to 
1982  may  increase  from  25  percent  in  FY  1992  to  27  percent  in 
FY  1994  and  29  percent  in  FY  1995.   Is  this  a  result  of  the 
proposed  reductions  to  air  interdiction?   Would  additional 
appropriations  be  required  to  avoid  such  increases? 

Answer.   Customs  ability  to  deter  general  aviation  smuggling 
rests  largely  on  the  narcotic  smuggler's  perception  of  U.S.  air 
interdiction  capabilities.   Our  projection  of  a  one  percent  and 
two  percent  increase  in  the  FY  1994  and  FY  1995  air  threat 
indexes  is  based  on  the  expectation  that  the  drug  trafficker  will 
infer  that  the  forthcoming  flight  hour  and  budget  reductions  will 
weaken  Customs  ability  to  successfully  detect  and  interdict 
suspect  aircraft  and  provide  the  trafficker  the  opportunity  to 
return  to  U.S.  airways. 

Customs  plan  for  implementing  the  required  budget  reductions 
includes  a  strategy  to  preserve  the  air  interdiction 
infrastructure  by  maintaining  a  viable  and  flexible  fleet  of 
aircraft--both  operational  and  readily  deployed  from  storage-- 
capable  of  addressing  any  increase  in  air  smuggling  activity. 
Customs  believes  that  the  Agency  will  be  able  to  minimize  any 
increase  in  the  air  threat. 

Question.   Air  Program  reductions  include  a  reduction  in 
force  (RIF)  of  48  senior  career  employees.   How  would  you  prevent 
these  RIFs  from  affecting  pilots,  intelligence  officers,  and 
other  essential  personnel,  since  senior  employees  can  bump  others 
with  less  experience?   How  do  you  intend  to  minimize  the  impact 
of  these  dislocations  on  productivity? 
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Answer.   The  FY  1995  plan  for  the  Air  Program  includes  a 
reduction  of  92  FTE  from  the  current  level  of  938  to  a  forecast 
level  of  846,   In  addition  to  freezing  the  hiring  process  and 
abolishing  all  vacancies  as  they  occur,  Air  Program 
administrative  and  managerial  functions  would  be  redesigned,  C3Is 
would  be  combined  in  a  single  location,  and  23  positions  would  be 
cut  from  the  P-3  program.   A  comparison  of  the  current  structure 
against  a  redesigned  staffing  plan  would  show  the  elimination  of 
45  positions  GS-13  and  above.   Employees  would  be  placed  in 
aviation  vacancies  as  they  occur  in  the  new  staffing  structure, 
and  in  other  Customs  vacancies  where  possible.   If  a  RIF  is 
required,  a  total  of  four  pilot  slots  and  no  intelligence  slots 
would  be  identified  as  excess  and  subject  to  RIF  bumping 
procedures.   Given  the  size  of  the  work  force  and  normal 
attrition,  we  anticipate  no  problems  in  placing  pilots. 

Question.  The  conferees  for  the  FY  1994  appropriations  bill 
mandated  that  the  Customs  Service  prepare  a  report  on  gaps  in  its 
radar  coverage.   What  is  the  status  of  that  report? 

Answer.   As  directed  by  Congress,  Customs  is  preparing  a 
plan  for  filling  gaps  in  the  aerostat  radar  coverage,  our  primary 
surveillance  radar.   We  have  identified  one  existing  radar  system 
which,  with  some  necessary  modifications,  could  provide  gap 
filler  radar  coverage. 

We  are  now  attempting  to  quantify  the  number  of  serious  gaps 
in  the  aerostat's  radar  coverage  and  how  many  ground-based  radars 
would  be  required  to  fill  these  gaps.   The  report  on  our  final 
plan  will  be  completed  by  August  23,  1994. 

Question.  What  would  be  the  impact  of  closing  the  gaps  on 
the  air  threat  assessment? 

Answer.   The  impact  that  closing  gaps  in  radar  coverage  will 
have  on  the  air  threat  assessment  will  depend  largely  upon  the 
extent  to  which  these  radar  gaps  have  been  exploited  by  the  air 
smuggler.   If  these  radar  gaps  have  been  used  with  great 
frequency  by  drug  smugglers,  and  this  data  is  being  reflected  in 
the  air  threat  measure  through  one  of  the  air  threat  indicators, 
then  closing  the  radar  gaps  should  result  in  a  decline  in  the 
domestic  air  threat. 

Question.   What  would  be  the  cost  of  closing  these  gaps? 

Answer.   The  total  cost  cannot  be  determined  until  the 
actual  number  of  gap  filler  radars  required  is  established.   The 
radar  currently  under  consideration  as  a  gap  filler  costs 
approximately  $10  million  each. 

Question.   The  Department  proposes  reductions  in  marine 
service  hours  from  35,000  in  FY  1993  to  10,000  in  FY  1995.   What 
are  the  threat  assessment  measures  for  the  Marine  Program? 
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Answer.   The  threat  assessment  measures  for  the  Marine 
Program  include  investigative  case  activity,  vessel  usage  data, 
identification  of  significant  trends  and  patterns  in  maritime 
smuggling,  and  statistical  accomplishments.   Arrest  and  seizure 
accomplishments  are  not  considered  as  the  sole  measure  of  success 
of  the  program;  they  are  considered  in  conjunction  with  all  of 
the  factors  which  together  contribute  to  maritime  smuggling 
deterrence. 

Question.   Has  the  marine  threat  decreased  significantly 
over  that  period? 

Answer.   Statistically,  arrests  and  seizures  show  increases 
each  year.   The  threat  remains  in  the  core  interdiction  areas. 
Statistics  do  not  substantiate  the  potential  threats  present  in 
non-core  interdiction  areas. 

FINANCIAL  MANAGEMENT 

Question.   Recent  General  Accounting  Office  (GAO)  reports 
contain  serious  accusations — that  accounts  receivable,  inventory 
records  of  seized  assets,  and  the  weapons  inventory  control 
system  are  "inaccurate  and  unreliable."   One  of  the  GAO  reports 
(AIMD  94-8)  states  that  "planned  corrective  actions  will  not 
likely  eliminate  material  weaknesses  because  Customs  has  not 
addressed  the  fundamental  causes  of  the  weaknesses."   Why  have 
these  deficiencies  gone  unchanged  for  so  long?   What  created 
these  problems?   Do  they  result  from  a  pattern  of  neglect?   How 
should  incentives  in  the  field  be  changed  to  make  sure  that  there 
is  compliance  with  whatever  new  system  is  put  in  place?   Is  there 
a  need  for  a  dedicated  field  staff  for  accounting,  inventory 
control,  and  collection  of  delinquent  duties  and  fines?   How  do 
you  plan  to  communicate  throughout  the  Agency  that  this  is  a 
priority? 

Answer.   I  would  like  to  address  each  of  your  three  areas  of 
concern  separately,  beginning  with  accounts  receivable. 

Correcting  Accounts  Receivable  Deficiencies 

In  1989,  as  a  result  of  outstanding  Federal  Managers 
Financial  Integrity  Act  (FMFIA)  deficiencies,  Customs  focused  on 
the  most  important  issues  first.   Funds  received  were  not 
deposited  promptly  and  accounting  for  the  funds  was  inadequate; 
therefore  Customs  could  not  balance  its  checkbook.   Through  an 
aggressive  effort  to  manually  resolve  outstanding  differences 
with  depositaries.  Customs  balanced  its  revenue  collections  by 
late  1989,  resolved  outstanding  deposits  by  1991  with  GAO's 
assistance,  and  balanced  its  overall  cash  with  Treasury  during 
1991.   Resources  were  and  continue  to  be  dedicated  to  resolving 
outstanding  issues.   The  enhancements  are  constantly  monitored 
through  an  established  wellness  program. 
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For  the  1993  statements,  Customs  has  addressed  the 
fundamental  causes  of  improper  reporting  of  receivables.   Customs 
has  defined  the  universe  of  all  receivables  and  has  obtained 
GAO's  agreement  on  these  definitions.   With  the  assistance  of 
GAO,  Customs  is  testing  selected  receivables  for  validity  and 
collectibility  including  fines,  penalties,  and  forfeiture 
receivables. 

Because  the  integrity  of  Customs  general  ledger  was 
questionable,  a  new  approved  generally-accepted  financial  general 
ledger  system  was  instituted  in  1992.   As  part  of  the  core 
system,  other  auxiliary  systems,  with  acceptable  automated 
interfaces,  are  being  designed  and  implemented.   However,  in  the 
interim,  other  manual  procedures  are  being  used  to  ensure  the 
reliability  of  the  accounting  data. 

Origin  of  Deficiencies 

In  1989  Customs  determined  that  its  financial  management 
activities  needed  appropriate  attention  similar  to  conducting 
inspections  and  seizing  drugs.   The  emphasis  on  inspections  and 
seizures  became  no  less  important  but  financial  management  became 
very  important.   With  the  passage  of  the  Chief  Financial  Officers 
(CFO)  Act  and  Customs  designation  as  a  pilot  agency.  Customs  is 
moving  to  enhance  financial  management  in  the  short  rather  than 
long  term  by  allocating  appropriate  resources  to  this  effort. 
(For  example,  even  in  these  times  of  staff  reductions.  Customs 
recognized  that  additional  staff  was  needed  for  the  CFO  effort, 
to  ensure  that  financial  management  problems  are  addressed  timely 
and  issues  resolved  as  soon  as  possible.) 

Incentives  in  the  Field 

Financial  management,  including  compliance  with  new  systems, 
will  be  an  integral  part  of  each  employee's  periodic  evaluation. 
Periodic  reports  and  reviews  will  be  conducted  to  ensure 
compliance.   Employees  will  be  held  accountable  for  their 
efforts,  in  order  to  maintain  sound  financial  management  systems. 

Need  for  Dedicated  Staff 

Customs  is  recruiting  employees  with  strong  financial 
management  experience  to  work  on  the  CFO  effort.   We  recently 
hired  two  new  employees  that  are  CPA's.   Customs  has  also  placed 
financial  advisors  and  management  program  officers  in  field 
offices  to  ensure  that  related  accounting  and  inventory  controls 
are  implemented.   Local  property  officers  have  also  been 
established  to  assist  in  controlling  inventory.   Customs  has 
recently  centralized  its  accounts  receivable  department.   By 
centralizing  and  standardizing  collection  procedures,  receivables 
are  collected  more  timely. 
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Financial  Management  as  a  Priority  throughout  the  Agency 

Subsequent  to  receipt  of  GAO's  1992  audit  report  of  Customs 
financial  statements,  memoranda  of  instructions  and  concerns 
about  financial  management  were  sent  to  all  employees.   The 
importance  of  the  subject  was  a  topic  of  the  last  two  Assistant 
and  Regional  Commissioner  conferences.   GAO  attended  a  meeting  to 
demonstrate  to  Customs  managers  the  importance  of  the  CFO  Act.   A 
plan  developed  with  the  assistance  of  GAO  to  address  the  1992 
audit  findings  is  being  pursued  and  monitored  regularly.   During 
visits  to  field  offices  and  headquarters  meetings,  the  CFO  Act 
and  the  need  for  sound  financial  management  in  Customs  is  being 
discussed.   Also,  the  Chief  Financial  Officer  is  developing  a 
program  that  will  address  CFO  issues.   For  example,  during  a 
District  Director  and  Special  Agent-in-Charge  meeting  for  one 
region,  a  presentation  was  provided  to  those  managers  that  showed 
the  need  for  compliance  with  stated  accounting  requirements. 
Another  briefing  was  provided  to  regional  managers  on  the 
internal  controls  and  accounting  and  financial  statement  impact 
of  seized  property  and  inventory  control  requirements.   The  CFO 
Act  and  financial  management  are  a  priority  at  Customs.   Our  goal 
is  to  meet  the  objectives  of  the  CFO  Act  in  the  short  rather  than 
the  long  term. 

Correcting  Deficiencies  in  Inventory  Records  of  Seized  Assets 

The  entire  seized  asset  program  of  the  U.S.  Customs  Service 
has  undergone  significant  review,  change,  and  improvement  over 
the  last  four  years.   This  process  involved  many  stages  which 
included  the  establishment  of  a  revised,  improved  national 
contract  for  asset  management,  the  establishment  of  a 
headquarters  and  field  organization  responsible  for  managing  this 
program,  and  revision  of  national  computer  systems. 

The  major  remaining  improvement  for  this  program  has  been 
the  development  of  a  national  inventory  count  and  financial 
reconciliation  which  will  ensure  that  inventory  records  of  seized 
assets  are  "accurate  and  reliable."   With  the  assistance  of  GAO, 
procedures  have  been  developed  and  implemented  that  have 
successfully  addressed  this  issue.   This  phase  of  our  plan  could 
not  have  been  implemented  without  the  successful  implementation 
of  other  program  initiatives  referenced  above. 

Origin  of  Deficiencies 

The  lack  of  accurate  data  resulted  from  a  variety  of  issues 
which  included  a  suddenly  expanded  workload,  inadequate  training 
resources,  and  a  lack  of  uniform  procedures.   These  issues  were 
immediately  addressed  when  brought  to  Customs  attention  and  are 
not  indicative  of  a  pattern  of  neglect. 


528 


Incentives  in  the  Field 

Requirements  to  maintain  accurate  inventory  records  have 
been  incorporated  into  the  rating  plans  of  Customs  seized 
property  custodians/specialists  and  into  the  evaluation  plan  of 
the  national  seized  property  management  contractor. 

Need  for  Dedicated  Staff 

Customs  has  established  a  new  field  position  and  selected 
105  Seized  Property  Custodians/Specialists  who  are  responsible 
for  inventory  control.   This  new  staff  works  in  our  district 
offices  and  reports  directly  to  the  Fines,  Penalties  and 
Forfeiture  Officers. 

Financial  Management  as  a  Priority  throughout  the  Agency 

Numerous  training  seminars  and  senior  management  meetings 
have  been  held  to  discuss  the  importance  of  asset  management  and 
the  accuracy  of  inventory  data.   I  have  tasked  each  Regional 
Commissioner  with  being  personally  responsible  for  ensuring  the 
accuracy  of  seized  asset  inventory  records. 

Correcting  Deficiencies  in  the  Weapons  Inventory  Control  System 

The  previous  weapons  inventory  system  is  being  replaced  by 
the  Firearms  Inventory  Tracking  System  (FITS) .   One  reason  for 
this  new  FITS  system  is  the  desire  of  Customs  management  to 
resolve  this  issue  by  providing  the  necessary  resources  to 
address  this  chronic  problem.   Management  has  issued  clear 
guidance  on  this  issue.   We  have  invested  significant  resources 
and  are  pursuing  all  IG  and  GAO  recommendations  on  this  issue. 
While  the  new  system  is  being  designed,  greater  controls  have 
been  placed  on  the  inventory  and  accountability  process.   One  of 
the  strong  points  of  the  new  system  is  that  it  will  notify 
responsible  officials  immediately  if  certain  actions  have  not 
occurred  as  required.   The  Agency  will  not  have  to  wait  until 
there  is  an  inventory  to  determine  a  firearms  accountability 
problem.   We  are  very  aware  of  the  criticisms  leveled  in  the  past 
on  this  subject,  and  intend  to  have  a  system  which  will  alleviate 
those  types  of  problems  in  the  future.   Weapons  accountability  is 
a  top  priority  and  will  continue  to  be  given  very  strong 
emphasis. 

Question.   Customs  is  trying  to  modernize  its  processes, 
organization,  and  information  technology  all  at  the  same  time. 
These  efforts  are  being  pursued  by  parallel  task  forces.   How  do 
you  plan  to  ensure  that  all  of  these  efforts  are  thoroughly 
integrated? 

Answer.   There  has  been  close  coordination  between  the 
reorganization  study  team  and  the  group  studying  automation 
improvements.   As  both  of  these  efforts  proceed,  the  new 
structure,  which  is  provided  for  in  the  draft  reorganization 
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plan,  will  greatly  assist  internal  communication  and 
coordination.   For  example,  the  draft  structure  would  create  a 
"Chief  Operating  Officer"  with  full  authority  over  the  major 
field  processes  of  the  Agency.   This  unified  command  would  assure 
that  all  necessary  cross-functional  needs  are  met. 

Question.   How  will  the  new  information  systems  plan  take 
user  attitudes  and  needs  into  account,  particularly  those  users 
who  conduct  the  initial  data  entry? 

Answer.   The  Office  of  Information  Management  (OIM) 
Strategic  Plan  outlines  the  organizational  approach  by  which 
goals  and  objectives  asserted  in  Customs  Information  Management 
Support  Strategy  and  the  other  primary  mission  strategies 
contained  in  Customs  Five  Year  Plan  will  be  accomplished.   The 
OIM  Strategic  Plan  expresses  Customs  commitment  to  respond  to  the 
needs  of  system  users  in  the  most  efficient,  cost  effective,  and 
technologically  advanced  manner  possible  given  the  constraints 
within  which  we  operate.   To  assess  these  needs  and  respond 
appropriately.  Customs  continues  to  take  aggressive  steps  to 
include  the  relevant  user  groups  as  key  members  and  partners  in 
management,  enforcement,  and  commercial  system  development  life 
cycle  processes. 

Several  management  and  administrative  automated  systems  have 
been  implemented  based  on  this  philosophy.   These  systems  have 
provided  the  mechanism  to  electronically  input,  review,  and 
approve  documents  that  otherwise  would  have  been  processed  in  a 
semi-automated  fashion.   This  strategy  also  has  resulted  in  a 
more  timely  processing  of  information  for  the  user  as  well  as 
serving  as  a  repository  for  future  references,  and  a  resource  for 
historical  and  audit  purposes.   The  OIM  continues  to  evaluate 
other  Customs  functions  as  candidates  for  automation.   The 
electronic  submission,  routing,  and  approval  of  such  initiatives 
as  procurement  requisitions,  financial  matters,  training 
requisitions,  preemployment  activities,  tracking  and  paneling  of 
applicants  for  vacancies,  and  the  scheduling  of  overtime  are  all 
currently  being  considered  in  concert  with  the  users. 

The  Airport-2000  pilot  provides  another  example  of  how  the 
OIM  is  responding  to  user  attitudes  and  needs.   During  an 
Airport-2000  user  conference.,  inspectors  indicated  that,  due  to 
physical  space  limitations  and  other  considerations,  a  mouse 
would  not  be  a  practical  input  device  for  primary  inspection 
workstations.   The  Airport-2000  development  team  currently  is 
evaluating  input  devices  such  as  touch  screens  and  light  pens  as 
alternatives  to  standard  keyboard  and  mouse  support.   An 
Airport-2000  lab  facility,  complete  with  primary  and  secondary 
workstations,  has  been  established  at  the  Newington  data  center 
to  provide  inspectors  with  an  opportunity  to  evaluate  the  new 
technology  in  the  context  of  their  daily  work  environment. 

User  attitudes  and  needs  are  being  approached  in  1994 
through  numerous  trade  briefings  being  carried  out  by  the  Future 
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Automated  Commercial  Environment  Team  (FACET)  and  the 
Modernization  Act  Task  Force,   For  example,  both  of  these  groups 
made  presentations  at  the  March  1,  1994,  meeting  of  the  Customs 
broker  automation  committee.   Under  the  Customs  Modernization  Act 
(P.L.  103-182),  Customs  is  required  to  conduct  user  satisfaction 
surveys  and  to  solicit  input  from  outside  users.   For  example, 
during  implementation  of  key  provisions  of  the  National  Customs 
Automation  Process  (NCAP)  program.  Customs  will  be  required  to 
publish  plans  and  conduct  evaluations  for  trade  groups.   Past  ACS 
experience  will  be  followed  for  carrying  out  this  task,  and  will 
include  first-time  users  as  well  as  experienced  automated  trade 
parties. 

In  addition,  the  new  Customs  Automated  Revenue  Accounting 
(CARA)  system  has  incorporated  field  users  into  the  data 
gathering,  analysis  and  design  phases.   Three  field  personnel 
have  been  detailed  to  the  CARA  effort  for  FY  1994.   These 
individuals  have  had  extensive  direct  experience  in  using  the 
systems  being  reviewed.   Their  experience  is  essential  in 
ensuring  that  system  proposals  reflect  not  only  the  financial 
needs  of  Customs,  but  are  also  practical  for  field  use.   The 
development  strategy  also  includes  field  review  at  critical 
points  throughout  the  process.   At  key  design  stages,  joint 
application  development  sessions  will  be  held  to  review  the 
design  proposals.   CARA  also  plans  to  use  Computer  Aided  Software 
Engineering  (CASE)  tools  for  systems  developed  on  laptop 
computers,  which  can  be  demonstrated  directly  on  a  prototype 
system  and  reviewed  for  practicality  and  user  features  prior  to 
final  coding. 

Question.   The  Administration  proposes  a  $94  million 
increase  in  the  Merchandise  Processing  Fee  (MPF) .   The  change  in 
legislation  increases  the  maximum  rate.   How  will  the 
Administration  determine  the  ultimate  level? 

Answer.   The  $94  million  proposed  increase  in  revenue  is 
needed  to  offset  the  increased  commercial  costs  of  Customs.   For 
FY  1995,  Customs  proposes  $26  million  for  the  ACS  Redesign  and 
$18  million  for  the  NAFTA/Textile  Enforcement  Initiative.   The 
additional  $50  million  is  needed  to  cover  commercial  costs  not 
currently  offset  by  collections. 

Customs  determines  the  maximum  rate  to  be  paid  on  formal 
entries  by  estimating  the  collections  necessary  to  offset  Customs 
commercial  costs.   The  Administration  will  work  with  the 
appropriate  Committees  to  coordinate  this  legislative  proposal, 
making  sure  all  of  Customs  commercial  costs  are  accurately 
captured  and  offset. 

Question.   The  General  Agreement  on  Tariffs  and  Trade  (GATT) 
permits  such  fees  to  cover  the  cost  of  import  processing.   How 
will  the  Agency  ensure  that  the  fee  is  legal  under  the  GATT? 
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Answer.   The  Administration  believes  that  this  proposal  does 
not  violate  the  General  Agreement  on  Tariffs  and  Trade  because 
the  budget  initiatives  increase  Customs  commercial  costs, 
therefore,  an  increase  in  MPF  is  justified.   Working  with  the 
appropriate  Committees,  the  Administration  will  coordinate  this 
legislative  proposal,  ensuring  the  legality  of  the  fee. 

Question.   Will  the  Merchandise  Processing  Fee  (MPF)  decline 
after  capital  expenditures — such  as  the  $26  million  for  the  new 
Automated  Commercial  System  (ACS) — have  been  completed? 

Answer.   The  MPF  language  allows  the  fee  to  be  adjusted  in 
order  for  Customs  to  capture  all  of  its  commercial  costs.   The 
ACS  Initiative  will  take  up  to  five  years  to  develop,  with  the 
purchase  of  equipment  being  spread  over  the  five  years.   Of  the 
$26  million  estimated  funding  level  in  FY  1995  for  ACS,  only 
approximately  $17  million  would  need  to  remain  in  the  Customs 
base.   In  accordance  with  current  regulation,  the  fee  would  be 
adjusted  if  commercial  costs  change. 

Question.   What  would  be  the  consequences  of  not  approving 
this  fee  and  not  providing  the  requested  enhancements? 

Answer.   0MB  recommended  this  proposal  be  written  in  this 
manner  in  order  for  the  additional  spending  and  offsetting 
revenue  to  be  scored  as  savings  to  the  appropriations 
subcommittees.   As  0MB  intended,  the  Customs  initiatives  in  the 
President's  budget  are  not  tied  to  the  MPF  legislative  change. 
Customs  does  not  have  this  funding  and  is  requesting  the  funding 
through  the  FY  1995  President's  budget.   The  Appropriations 
Subcommittee  can  appropriate  funds  for  these  two  initiatives, 
whether  or  not  the  MPF  change  is  made. 

If  the  legislation  is  not  passed  as  proposed,  0MB  believes 
the  Subcommittees  can  and/or  should  find  the  resources  within 
their  cap  to  fund  the  initiatives  in  FY  1995.   As  a  result. 
Customs  may  or  may  not  receive  the  initiative  funding  requested. 

The  requested  initiatives  which  would  be  funded  from  the  MPF 
fee  increase  are  important  to  Customs  future  support  of  American 
trade  in  two  important  areas:  commercial  processing  and  trade 
enforcement.   The  Automated  Commercial  System  (ACS)  is  the 
backbone  of  Customs  commercial  processing  functions.   While  ACS 
is  now  an  integral  part  of  American  commerce,  the  system  is  ten 
years  old  and  needs  fundamental  revisions  to  provide  for  future 
service.   The  ACS  Redesign  Initiative  will  provide  a  system  to 
meet  the  needs  of  NAFTA,  the  Customs  Modernization  Act,  and 
future  trade  programs.   The  NAFTA/Trade  Enforcement  Initiative 
provides  additional  resources  to  support  Administration 
commitments  to  NAFTA  and  textiles  enforcement  activities,  for 
instance,  to  combat  increasing  transshipment  of  clothing  through 
countries  other  than  the  country  of  origin  to  avoid  quotas. 
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Customs  wants  to  continue  to  serve  the  public  in  an 
effective  manner.   The  requested  fee  adjustments  are  necessary  to 
keep  our  performance  at  the  quality  level  the  trade  community  has 
come  to  expect. 

INTERNATIONAL  PROGRAMS 

Question.   This  Committee  urged  the  Customs  Service  to 
aggressively  enforce  prohibitions  against  imports  manufactured  by 
slave  labor,  and  to  investigate  in  particular  suspected 
violations  by  the  People's  Republic  of  China  (page  20  of 
Committee  Report  103-127) .   Have  Customs  inspectors  been  able  to 
visit  factories  to  which  they  were  earlier  denied  access? 

Answer.   Yes.   In  January  1994,  Chinese  Government  Officials 
granted  permission  to  visit  five  prison  facilities  which  had 
previously  been  requested  under  the  Memorandum  of  Understanding 
(MOU)  but  denied.   On  January  19,  1994,  U.S.  Customs 
Representatives  visited  the  first  of  these  facilities,  the  Red 
Star  Tea  Farm.   Visits  to  the  other  four  facilities  are  being 
scheduled. 

Question.   Have  additional  detentions  of  cargo  occurred  over 
the  past  year  as  a  result  of  these  suspicions? 

Answer.   Yes.   In  March  1994,  a  shipment  of  hoists  was 
detained  in  Boston,  Massachusetts.   The  hoists  were  manufactured 
by  the  Zhe j iang  Light  Duty  Lifting  Machinery  Factory,  which  is 
subject  to  a  "detention  order"  issued  August  6,  1993. 

Question.   What  additional  sanctions  against  the  Chinese 
government  are  available  if  compliance  problems  continue? 

Answer.   While  the  U.S.  Customs  Service  is  aggressively 
pursuing  violations  of  the  prison  labor  statutes,  we  cannot 
initiate  sanctions  against  any  foreign  government.   Recurring 
compliance  problems  are  referred  to  the  Department  of  State  for 
appropriate  action. 

Question.   In  testimony  last  year,  Acting  Commissioner  Lane 
commented  on  Customs  efforts  in  support  of  the  Structural 
Impediments  Initiative  (SII)  with  Japan.   What  changes  have 
occurred  in  Japanese  Customs  processing  as  a  result  of  these 
talks? 

Answer.   The  Structural  Impediments  Initiative  (SII)  was 
created  in  1989  to  address  the  causes  of  the  very  slow  adjustment 
of  the  U.S.  and  Japanese  trade  imbalance.   Deeply  rooted  economic 
practices,  policies,  and  institutions  were  viewed  as  impeding 
this  adjustment.   SII  was  intended  to  give  both  the  United  States 
and  Japan  the  opportunity  to  explore  practical  measures  which 
could  be  undertaken  to  reduce  or  eliminate  those  impediments. 
The  U.S.  identified  six  topics  of  interest  in  the  Japanese 
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economy.   One  topic,  the  distribution  system,  included  import 
clearance  procedures. 

The  U.S.  Customs  Service  assisted  in  the  SII  talks  by 
providing  expert  advice  to  the  State  Department  on  issues 
involving  the  processing  of  imported  cargo  in  Japan  and  by 
meeting  with  Japanese  Customs  and  addressing  the  issues  directly 
with  them. 

Improvements  in  the  Japanese  cargo  clearance  system  are 
slow,  but  SII  has  produced  some  positive  results. 

o    The  Nippon  Automated  Cargo  Clearance  System  (NACCS)  was 
expanded  from  air  cargo  only  (in  Tokyo  and  Osaka)  to 
include  sea  cargo  (in  Tokyo  and  Yokohama). 

o    The  Customs  Intelligent  Database  System  was  added  to 
NACCS  to  provide  automated  risk  analysis.   This  is 
similar  to  the  U.S.  Customs  selectivity  system  in  which 
the  computer  identifies  low-risk  shipments  that  do  not 
require  physical  examination. 

o    The  advance  rulings  program  was  improved.   The 

effective  period  of  rulings  was  extended  from  six 
months  to  one  year.   Tariff  classification  decisions 
are  now  coordinated  by  a  central  classification  center 
in  Tokyo.   Rulings  believed  to  be  of  public  interest 
have  been  published. 

o    Small  packages  up  to  32  kg  are  now  cleared  through 

Customs  at  Narita  Airport.   Previously,  these  packages 
were  cleared  only  at  the  Transit  Air  Cargo  City 
Terminal  located  in  Baraki  47  km  from  the  airport. 
This  speeds  delivery  of  the  majority  of  cargo  carried 
by  express  delivery  companies. 

o    Customs  counselors  in  the  Office  of  the  Trade  and 
Investment  Ombudsman  accept  and  process  complaints 
concerning  import  inspection  procedures. 

o    Hours  of  service  for  Customs  clearance  have  been 

expanded  to  include  Saturday  mornings.   Clearance  is 
available  outside  of  scheduled  work  hours  with  the 
payment  of  overtime  charges. 

o    Japanese  customs  chairs  the  Liaison  Committee  for 

Import  Procedures  Among  All  Relative  Ministries.   This 
committee  completed  studies  of  the  time  required  to 
process  and  clear  imported  cargo  when  it  arrives  in 
Japan. 

Question.   Customs  requests  $7.2  million  for  computers, 
portable  labs,  and  other  equipment  to  support  trade  enforcement. 
How  will  this  equipment  impact  your  effectiveness? 
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Answer.   The  FY  1995  budget  initiative  of  $7.2  million  for 
trade  enforcement  includes  operational  funding  to  purchase 
computers,  portable  labs,  and  other  equipment  for  the  Offices  of 
Commercial  Operations,  Enforcement,  and  Inspection  and  Control. 
These  equipment  funds  will  be  used  by  Customs  to  purchase  and 
upgrade  technical  surveillance  equipment  for  investigative  field 
offices  and  to  purchase  ADP  equipment  to  expand  its  analytical 
targeting  capabilities. 

Within  an  economic  context,  the  ability  of  multinational 
corporations  to  structure  inter/ intracompany  accounts  and 
maintain  flexible  sourcing  decisions  presents  striking 
opportunities  to  generate  and  launder  capital  through  a  variety 
of  sophisticated  diversion,  circumvention,  and  undervaluation 
schemes;  transfer  pricing  mechanisms;  and  the  manipulation  of 
various  Government  programs  designed  to  encourage  international 
trade.   Major  criminal  fraud  and  money  laundering  organizations 
also  utilize  state-of-the  art  telecommunications  and  automated 
processing  equipment  to  communicate  and  track  profits  and  related 
expenses. 

Question.   On  page  15  of  the  Salaries  and  Expenses  section 
of  the  Customs  budget  submission.  Customs  notes  that  two-thirds 
of  its  investigative  resources  on  export  enforcement  are  spent  on 
weapons  non-proliferation.   How  do  you  measure  success? 

Answer.   Our  measurements  are  done  both  quantitatively  and 
subjectively.   Concerning  quantitative  measurements,  we  use 
statistical  tabulations  of  numbers  and  values  of  seizures  of 
weaponry  and  related  material  such  as  technical  data,  machines  to 
make  weapons,  etc.  and  numbers  of  arrests,  indictments,  and 
convictions.   We  are  presently  refining  our  statistical 
measurement  system  so  that  we  can  quickly  categorize  in  a  matrix 
format  the  various  countries  and  commodities  involved  in  our 
investigative  results. 

Concerning  subjective  measuring,  we  are  constantly  in 
communication  with  the  Departments  of  Defense,  Commerce,  and 
State,  as  well  as  the  intelligence  community  concerning  strategic 
issues  involving  illicit  weapon  transfers  to  proliferation 
countries.   These  agencies  are  apprising  us  of  what  relative  ease 
or  difficulty  these  countries  are  having  in  gaining  weapons 
technology.   In  many  instances,  we  have  learned  that  our 
collective  efforts  have  been  very  fruitful  in  stopping  or 
severely  limiting  the  illicit  acquisition  of  various  weapons 
technologies  to  the  proliferation  countries.   One  example  is  the 
review  of  captured  Iraqi  military  equipment  and  U.N.  inspections 
of  Iraqi  facilities  after  the  Gulf  War.   Very  little  illegally 
exported  U.S.  manufactured  military  or  critical  dual  use 
technology  was  found.   We  believe  this  is  indicative  of  both 
Customs  and  the  overall  Government's  export  control  program. 

Question.   How  many  arms  and  munitions  get  through? 
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Answer.   Obviously,  there  is  no  quantitative  way  that 
measures  this.   We  do  believe,  however,  that  a  significant  amount 
of  licensable  arms  and  munitions  are  being  illegally  exported. 
We  are  constantly  receiving  information  from  our  own  sources  and 
from  other  Government  agencies  that  the  proliferation  countries 
are  continually  seeking  and  approaching  procurement  agents  to 
acquire  weapons  and  related  technology.   We  can  only  measure 
those  items  we  actually  detain  at  our  border  or  those  items  that 
eventually  surface  in  other  countries  which  can  be  traced  to  U.S. 
sources. 

Question.   Is  this  a  growing  problem? 

Answer.   We  believe  that  the  problem  of  weapons 
proliferation  will  continue  for  the  foreseeable  future  for 
several  reasons: 

o    Many  of  the  proliferation  countries  were  heavily 

dependent  on  Soviet  weaponry  for  their  weaponry  needs. 
However,  due  to  the  recent  events  in  the  former  Soviet 
Union,  their  weapons  technology  is  becoming  more  and 
more  obsolete,  and  therefore  these  countries  are 
increasingly  turning  to  Western  and  United  States 
sources. 

o    Many  of  the  proliferation  countries  are  selling  their 
developed  technology  to  other  proliferation  countries. 
However,  much  of  the  developed  technology  is  of  western 
origin  and  will  continue  to  be  so.   Where  we  may  bar 
sales  to  one  proliferation  country  for  policy  reasons, 
another  proliferation  country  may  acquire  the 
technology  and  then  sell  it  to  the  first  countiry.   This 
is  a  growing  problem. 

o    Regional  rivalries  between  several  of  the  proliferation 
countries  continue  unabated  with  consequent  weapons 
enhancement  programs  by  the  rivals,  i.e.,  India  and 
Pakistan,  Iraq  and  Iran;  and  Syria  and  Israel.   These 
countries  are  continually  seeking  advanced  weapons  and 
critical  dual-use  technology  for  their  strategic 
purposes. 

Question.   GAO  recently  reported  that  Customs  and 
Immigration  and  Naturalization  Service  (INS)  officials  have 
difficulty  cooperating  on  border  inspections,  despite  interagency 
agreements  providing  for  cross  designation  of  Customs  and  INS 
officials.   Do  you  agree  with  the  assessment? 

Answer.   Customs  and  INS  perform  cross  designated  primary 
inspections  for  each  other,  which  has  led  to  systemic  operational 
issues  that  need  resolution.   GAO  did  identify  a  need  for  a  more 
comprehensive  joint  scheduling  program,  refresher  cross  training 
and  joint  special  operations. 
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Question.   Do  you  see  this  as  a  serious  problem? 

Answer.   I  believe  I  can  speak  for  both  agencies  and  state 
that  the  above  issues  do  not  constitute  a  major  cooperation 
issue.   Customs  and  INS  have  successfully  worked  side  by  side  for 
many  years  and  we  can  continue  to  work  that  way.   It  should  be 
kept  in  mind  that  the  sharing  of  the  primary  inspection  function 
at  the  land  border  is  relatively  small  compared  to  the  overall 
functions  and  processes  of  both  organizations. 

Question.   What  does  the  Administration  intend  to  do  about 
it? 

Answer.   There  are  currently  two  tracks  involved  in 
resolving  this  matter.   OMB  has  been  working  closely  with 
Treasury,  Justice,  Customs,  and  Immigration  to  develop  a  plan  to 
eliminate  the  problems  today  and  prevent  the  development  of 
further  cooperation  problems.   Director  Panetta  will  be 
forwarding  his  recommendations. 

Secondly,  the  National  Performance  Review  (NPR)  identified 
this  issue  and  it  is  now  being  developed  as  TR-02,  an  annex  to 
the  Report  of  the  National  Performance  Review,  "From  Red  Tape  to 
Results,  Creating  a  Government  that  Works  Better  and  Costs  Less," 
dated  September  7,  1993.   Essentially,  these  two  approaches  are 
leading  to  the  same  solutions.   There  are  five  specific  areas  to 
be  resolved:  1)  joint  scheduling,  2)  joint  special  operations, 
3)  joint  cross  training,  4)  assessment  of  cross-designated 
inspectors,  and  5)  development  of  quality  councils  at  the  ports 
of  entry.   For  example,  one  option  recommended  in  the  OMB/NPR 
reports  is  for  Customs  and  INS  to  incorporate  a  single  Chief  Port 
Officer  (CPO)  at  major  southern  land  border  ports  of  entry  to 
further  enhance  and  ensure  cooperation. 

Question.   Would  there  be  significant  benefits  to  creating  a 
single  border  enforcement  agency? 

Answer.   There  would  be  obvious  benefits  of  economies  of 
scale  and  reductions  in  the  cooperation  and  coordination  issues. 
It  is  important  to  note,  however,  that  Customs  significant  trade 
responsibilities  and  INS  immigration  issues  go  far  beyond  shared 
border  processing  responsibilities.   The  cost  of  dismantling  two 
agencies,  disrupting  commerce  and  alien  control,  and 
restructuring  a  larger  bureaucratic  agency  far  outweighs  any 
benefits,  even  in  the  long  run.   The  issues  that  have  led  to 
these  questions  are  relatively  minor  in  comparison  to  the  size 
and  scope  of  the  two  agencies. 

EXECUTIVE  ORDER  REDUCTIONS 

Question.   The  Customs  budget  was  cut  by  $8.9  million  under 
Executive  Order  12387  (Administrative  Cost  Reductions) ,  and 
$5.5  million  and  110  FTE  under  Executive  Order  12389  (FTE 
Reduction) .   How  do  you  ensure  that  these  cuts  support  true 
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streamlining  and  efficiencies,  rather  than  just  paper  cuts  offset 
by  increases  elsewhere? 

Answer.   Customs  and  the  Treasury  Department  have  already 
been  looking  at  better  ways  of  doing  business.   We  expect  our 
reorganization  will  result  in  overhead  reductions  and  delayering 
of  mid-level  management.   We  can  ensure  that  these  cuts  will 
streamline  and  make  Customs  more  efficient  because  we  will 
continue  to  focus  on  reducing  overhead  management  positions  from 
both  the  headquarters  and  the  field.   We  have  acted  previously  by 
weighing  staffing  reductions  to  target  overhead  management 
positions. 

Question.   Many  of  the  criticisms  raised  by  GAO  can  be 
traced  to  poor  attention  to  data  entry  by  individuals  beset  by 
other  priorities.   How  do  you  ensure  that  these  reductions  will 
not  cause  other,  similar  problems? 

Answer.   There  is  not  necessarily  a  relationship  between 
budget  reductions  and  things  characterized  as  management 
problems.   The  Customs  Service  already  gives  extra  attention  to 
resolution  of  problem  areas  identified  by  GAO.   This  process  is 
generally  independent  of  budget  reductions. 

IHTERACTION  WITH  FINCEN 

Question.   How  does  Customs  interact  with  the  Financial 
Crimes  Enforcement  Network  (FinCEN)?   Have  the  results  been 
useful?   Are  there  changes  to  FinCEN 's  operations  that  could  make 
them  more  useful  to  Customs? 

Answer.   The  Customs  Service  has  signed  a  formal  memorandum 
of  understanding  with  FinCEN  allowing  FinCEN  access  to  various 
Customs  data  bases  in  the  Treasury  Enforcement  Communications 
System  (TECS) .   In  addition,  Customs  has  detailed  19  special 
agents  to  FinCEN,  more  than  any  other  single  agency.   In  FY  1992 
and  FY  1993,  FinCEN  supported  over  800  requests  for  financial 
analysis  from  the  various  field  offices  and  entities  within 
Customs . 

Customs  informal  surveys  have  generally  found  that  both  the 
strategic  and  tactical  FinCEN  intelligence  products  have  been 
useful.   Changes  in  FinCEN 's  operations  that  would  improve  on 
turn-around  time,  provide  for  more  agency  input  into  FinCEN 's 
priorities  and  increase  the  number  of  FinCEN  analysts  working  in 
Customs  field  operations  on  major  investigations  would  be 
welcome.   In  addition.  Customs  supports  any  changes  that  would 
increase  the  resource  and  information  sharing  commitment  from 
other  agencies  that  derive  significant  benefits  from  FinCEN. 

COMPLIAHCE  RATES 

Question.   Customs  recently  created  the  position  of  a 
Special  Assistant  to  the  Commissioner  to  track  commercial 
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compliance  rates,  develop  selectivity  systems,  and  determine 
country  by  country  compliance  rates.   What  is  the  status  of 
developing  new  selectivity  systems? 

Answer.   In  the  area  of  selectivity  redesign,  we  are 
striving  to  make  improvements  to  Selectivity  in  three  distinct 
areas:  (1)  Measurement  of  Commercial  Compliance,  (2)  Enhanced 
Targeting,  and  (3)  Trend  Analysis. 

Measurement  of  Commercial  Compliance 

In  anticipation  of  the  Customs  Modernization  Act  and  to 
enhance  the  efforts  to  redesign  the  ACS  Selectivity  System,  a 
methodology  to  measure  commercial  compliance  was  tested  in  the 
last  half  of  FY  1993.   Selected  Districts  around  the  country 
participated  in  "compliance  snapshots"  of  five  industries. 
Statistically  valid  methods  were  developed,  standard  operating 
procedures  were  prepared,  and  intensive  training  was  given,  as 
well  as  comprehensive  follow-up  provided  during  the  course  of  the 
compliance  snapshots.   The  tests  resulted  in  the  completion  of  a 
compliance  report  on  all  five  industries  which  is  currently  being 
submitted  to  the  Congress. 

In  support  of  the  Trade  Enforcement  Strategy  and  in  order  to 
have  every  District  become  familiar  with  this  new  operational 
approach,  a  national  plan  for  compliance  measurement  was  approved 
for  FY  1994.   The  implementation  of  this  plan  commenced  at  the 
start  of  the  fiscal  year,  and  is  ongoing.   Other  ongoing  actions 
include: 

o    Pilot  projects  completed,  underway,  or  being  planned 

with  other  agencies  such  as  the  Consumer  Product  Safety 
Commission,  the  Food  and  Drug  Administration,  and  the 
Department  of  Agriculture's  Animal  and  Plant  Health 
Inspection  Service  to  jointly  measure  compliance, 

o    Manifest  and  bill  of  lading  pilot  compliance 
measurements  throughout  the  country, 

o    The  incorporation  of  compliance  measurement  with  the 
development  of  the  trade  enforcement  strategy,  and 

o    Study  of  the  expansion  of  commercial  compliance 
measurements  to  drawback,  warehouse,  in-bond  and 
Foreign  Trade  Zones. 

Enhanced  Targeting 

Over  the  past  15  months,  a  group  of  field  and  headquarters 
employees  have  been  developing  an  enhanced,  industry-based 
targeting  system.   The  automobile  industry  was  chosen  as  the 
initial  industry  for  review,  since  it  constitutes  the  single 
largest  number  of  importations  (between  7  to  9  percent  of  all 
importations) . 
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The  Automobile  Industry  Development  Group  created  fourteen 
analytically-based  targeting  factors.   These  targeting  factors 
were  programmed  by  the  Office  of  Information  Management.   The 
first  test  of  the  design  was  run  in  the  Los  Angeles  District  from 
October  17  through  November  10,  1993.   FY  1992  entry  summaries 
were  evaluated  against  profiles  created  by  FY  1991  entry  data.   A 
representative  sample  of  the  FY  1992  entries  targeted  by  the 
system  were  reviewed  by  import  specialists  to  determine  the 
effectiveness  of  the  new  targeting  system. 

In  addition  to  the  automobile  industry,  user  requirements 
for  four  additional  industries  have  been  developed.   The  plans 
for  the  development  of  an  analytical  targeting  system  for  these 
industries  are  as  follows: 

o    Run  a  second  test  for  the  automobile  industry. 

o    Conduct  four  additional  industry  tests. 

o    Publish  a  paper  outlining  the  usefulness  of  analytical 
targeting. 

Trend  Analysis 

In  order  to  effectively  monitor  commercial  activity.  Customs 
should  continually  monitor  the  10  percent  of  the  importers  (the 
"big  players")  who  account  for  over  90  percent  of  all 
importations.   The  best  way  to  monitor  these  big  players  is 
through  the  use  of  trend  analysis. 

Additionally,  as  the  volume  of  importations  continues  to 
grow  exponentially,  Customs  must  move  away  from  transaction-by- 
transaction  processing  and  begin  to  group  workload  in  some 
structured  fashion.   A  trend  analysis  system  will  give  Customs  a 
powerful  tool  for  monitoring  importers  and  for  maximizing  the 
effective  deployment  of  resources.   The  Selectivity  Redesign 
Staff  has  developed  initial  user  specifications  for  a  commercial 
trend  analysis  system,  and  plans  to  convene  a  field/headquarters 
group  which  will  construct  a  trend  analysis  system  to  test. 

Question.   Do  you  now  have  estimates  on  compliance  rates  by 
country? 

Answer.   The  results  of  the  initial  compliance  measurement 
tests  have  been  published  in  a  report  entitled  "Report  on  the 
FY  1993  Industry  Compliance  Measurements"  which  was  finalized 
after  Treasury  Department  review  in  February  1994.   It  is 
expected  that  the  report  will  be  sent  to  Congress  by  the  end  of 
March.   As  detailed  in  the  report,  there  is  only  one  compliance 
rate  tabulated  with  country-of-origin  as  the  parameter: 
automobile  parts  from  Japan. 

Customs  has  consulted  with  the  GAO  and  with  statisticians  to 
ensure  that  the  compliance  measurement  program  develops  in  a 
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scientifically  sound  manner.   The  institutionalization  of 
compliance  measurement  will  enable  Customs  to  provide 
sophisticated,  comprehensive  compliance  reports  in  the  future. 
The  FY  1994  compliance  measurement  schedule  currently  encompasses 
fifteen  separate  industries.   Alterations  and  additions  continue 
to  be  made  to  accommodate  developing  needs.  The  most  extensive 
measurement  involves  a  year-long  measurement  of  textiles  which 
will  provide  specific  compliance  rates  for  Asian-basin 
countries-of -origin.   The  first  phase  of  the  measurement  has  been 
completed  with  valid  rates  of  compliance  of  individual  countries 
within  the  specific  measurement  parameter.   The  complete  results 
of  FY  1994  compliance  measurements  will  be  encompassed  in  a 
report  which  will  be  sent  to  Congress. 

Customs  is  currently  discussing  plans  for  compliance 
measurement  in  FY  1995.   A  salient  aspect  of  the  planning  is  the 
resource  capability  to  conduct  specific  compliance  measurements. 
What  we  measure  is  going  to  be  carefully  weighed  against  the 
resource  cost  of  conducting  the  measurement.   While  it  is 
anticipated  that  there  will  be  significant  measurement  of 
compliance  of  specific  countries  within  specific  industries  or 
trade  agreements,  a  universal  measurement  of  individual  countries 
at  a  statistically  meaningful  level  will  probably  not  occur.   It 
should  be  stressed  that  the  compliance  measurement  methodology 
can  be  utilized  to  obtain  such  rates,  but  it  would  require  a 
significant  dedication  of  resources. 

Question.   On  page  2  3  of  the  Salaries  and  Expenses  portion 
of  the  justification,  Business  Service  Centers  are  described  as 
the  next  significant  improvement  in  service  for  the  business 
community.   How  will  they  work?   Have  they  been  tested  yet?  How 
will  their  success  be  measured? 

Answer.   Customs  is  establishing  Business  Service  Centers 
(BSC)  as  single  points  of  contact  for  complete  import  and  trade 
information  and  service  to  the  international  trade  community. 
The  BSC  will  be  responsible  for  the  commercial  importations  of 
assigned  importers  filing  entries  at  the  specific  location. 

The  first  phase  of  the  Business  Service  Center  plan,  the 
formation  of  Entry  Specialist  Teams  (EST) ,  is  complete.   Entry 
Specialist  Teams  are  operational  in  all  43  targeted  locations. 
EST  currently  provide  the  benefits  of  one-stop-shopping  for  most 
entry  related  issues  for  their  assigned  importer  group.   The  EST 
also  provide  improved  service  to  the  public  as  a  result  of  more 
efficient  entry  processing.   The  final  configuration  of  the  BSC 
will  depend  largely  on  the  services  required  to  support  new 
programs  initiated  under  the  Customs  Modernization  Act,  which 
will  include  remote  filing  and  full  electronic  entry  processing. 
Customs  is  presently  conducting  a  series  of  public  meetings  to 
discuss  those  issues. 

The  EST  and  the  follow-on  BSC  will  be  evaluated  in  terms  of 
service,  productivity,  efficiency,  and  customer  satisfaction. 
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Initial  analyses  indicate  a  significant  increase  in  productivity, 
better  internal  controls,  fewer  entry  rejects  and  improved 
service  to  the  trade  community.   As  reported  in  the  Journal  of 
Commerce  on  the  situation  in  the  Los  Angeles  Customs  District, 
"the  program  that  has  generated  the  most  support  among  local 
brokers  is  the  team  processing  of  entries." 

NARCOTICS  SEIZURES  AND  SEARCHES 

Question.   On  page  26  of  the  Salaries  and  Expenses  portion 
of  the  justification,  the  Selected  Workload  Data  table  shows  that 
narcotics  searches  and  seizures  for  air  passengers  is  expected  to 
decline  by  5.5  percent  between  FY  1994  and  1995,  and  those  for 
land  passengers  is  expected  to  decline  by  9.2  percent  over  the 
same  period.   Why?   What  will  be  the  impact? 

Answer.   As  we  improve  our  ability  to  selectively  target 
passengers,  both  through  automated  systems  and  better-trained 
personnel,  fewer  innocent  passengers  will  be  subjected  to  a 
search  and  more  high-risk  passengers  will  be  identified.   The 
estimated  numbers  for  narcotics  searches  and  seizures  shown  on 
page  26  are  a  composite  of  searches  and  seizures.   They  can  be 
broken  down  as  follows: 


FY  1994 
70,558 

FY  1995 
66,325 

CHANGE 

Air  searches 

6  percent 

Air  seizures 

3,160 

3,320 

+   5  percent 

Sea  searches 

38,400 

38,400 

no  change 

Sea  seizures 

176 

185 

+  5  percent 

Land  searches 

151,828 

136,645 

-  10  percent 

Land  seizures 

6,211 

6,832 

+  10  percent 

As  illustrated  in  the  above  figures,  our  search  rate  for  air 
and  land  will  decrease  while  our  seizure  rate  for  air  and  land, 
as  well  as  sea,  will  increase.   Search  figures  represent  personal 
searches  only — i.e.,  pat-downs,  strip  searches,  etc. — and  not 
baggage  searches.   In  addition,  not  all  searches  result  in  a 
seizure. 

Narcotics  seizures  of  cocaine,  heroin,  and  marijuana  on  the 
Southwest  border  have  increased  in  both  number  and  quantity  each 
year  since  FY  1990.   Those  figures  are  expected  to  continue  to 
increase  in  FY  1994  and  FY  1995. 


Question.   Indictments  and  convictions  are  expected  to 
decrease  by  about  two  percent.   Why?  Will  there  be  a  significant 
impact? 

Answer.   Any  decrease  in  FTE  available  for  investigative 
activities  would,  of  course,  result  in  fewer  case  hours  devoted 
to  such  work. 
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Question.   The  Committee  Report  last  year  requested  that  all 
agencies  review  their  requests  for  travel  and  replace  travel  with 
video  teleconferencing  whenever  possible  (page  6) .   Nevertheless, 
the  request  shows  a  significant  increase  in  travel  resources, 
from  $28.5  million  in  the  original  President's  request  to 
$32.3  million  in  the  proposed  authorized  level.   Why  the 
increase?  What  steps  has  the  Customs  Service  taken  to  comply 
with  this  directive? 

Answer.   The  Customs  Service  initiated  video  communications 
in  FY  1993.   We  have  purchased  the  equipment  to  provide  three 
video  broadcast  sites  and  57  downlink  sites  for  our  training 
program.   Installation  has  been  completed  on  two  of  the  broadcast 
sites  and  11  of  the  downlink  sites.   Complete  installation  is 
anticipated  by  the  end  of  April  1994.   Future  plans  include 
implementing  video  conferencing  from  the  three  major  sites. 

The  major  portion  of  Customs  travel  costs  are  related  to 
operations.   The  training  that  can  be  accomplished  with  video 
broadcasting/teleconferencing  may  save  Customs  significant 
amounts  in  annual  training  travel  costs. 

The  increase  of  $1,883,000  in  travel  resources  was  included 
in  the  $8,056,000  received  from  the  Office  of  National  Drug 
Control  Policy  (ONDCP) .   These  funds  are  designated  for  specific 
Special  Operations,  funded  and  approved  by  ONDCP,  for  High 
Intensity  Drug  Trafficking  Areas.   These  projects  focus  on 
attacking  the  infrastructure  of  major  drug  trafficking  gangs  and 
money  laundering  operations. 

The  reprogramming  of  $1,974,000  was  required  in  order  to 
fund  the  operational  travel  and  training  travel  of  the  321 
positions  restored  by  Congress,  and  to  provide  the  Customs 
Service  with  the  flexibility  to  begin  the  implementation  of  the 
Agency  reorganization.   Funding  for  the  321  restored  positions 
had  been  provided  for  personnel  costs  only.    The  reprogramming 
will  fund  the  travel  related  to  these  new  positions,  as  well  as 
the  relocations  related  to  the  reorganization. 

END  OF  YEAR  SPENDING 

Question.   The  Committee  also  directed  in  its  report  last 
year  that  each  agency  submit  a  plan  for  special  review  of  end  of 
year  spending.   What  has  the  Customs  Service  done  in  this  regard? 

Answer.   The  last  several  years  the  Customs  Service  has 
actively  managed  year  end  spending.   Each  year  policy  direction 
is  provided  to  Customs  managers  to  make  sure  expenditures  are 
handled  in  a  prudent  and  timely  manner.   Cut  off  dates  are 
established  for  all  procurements  based  on  the  level  of  spending 
involved.   Expenditures  and  commitments  are  monitored  to 
encourage  timely  spending.   All  exceptions  to  cut  off  dates  must 
be  requested  by  a  senior  manager  and  approved  by  the  Deputy 
Assistant  Commissioner,  Office  of  Management.   Any  surpluses  that 
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are  available  in  the  last  quarter  are  consolidated  for  priority 
needs  of  the  Service  as  determined  by  the  Commissioner. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  CONGRESSMAN  LIGHTFOOT 

MARINE  PROGRAM 

Question.   The  objective  of  Customs  Service's  maritime 
interdiction  program  is  to  protect  the  sea  approaches  to  our 
shores  and  prevent  smuggling  carried  on  by  fishing  vessels  and 
pleasure  craft,  and  air  drops  in  the  waters  along  the  coast. 
Smuggling  narcotics  by  these  methods  has  increased  recently  as 
counter-drug  enforcement  efforts  against  other  methods  of 
smuggling  have  found  success.   The  main  emphasis  in  maritime 
interdiction  is  to  focus  efforts  by  using  what  Customs  refers  to 
as  "sorting  criteria,"  and  surface  and  air  detection  methods. 
The  President's  FY  1995  budget  submission  calls  for  a  significant 
reduction  for  interdiction.   Testimony  before  this  Committee  last 
year  claimed  that  maritime  smuggling  had  increased  dramatically, 
and  that  during  1992  Customs  had  intercepted  over  400  smuggling 
vessels.   What  was  your  experience  in  1993?   What  do  you 
anticipate  your  intercept  rate  will  be  in  the  coming  year? 

Answer.   During  the  199  3  calendar  year,  law  enforcement 
agencies  based  in  Florida  and  the  Bahamas  seized  13,316  pounds  of 
cocaine  and  48,462  pounds  of  marijuana  transported  by  private 
vessel  for  a  combined  total  of  61,778  pounds.   This  is  a 
13  percent  increase  over  the  combined  seizures  from  the  1992 
calendar  year.   Approximately  73  percent  of  the  1993  seizures 
were  the  result  of  proactive  investigations. 

The  1994  Private  Vessel  Threat  Assessment,  out  of  C3I  East, 
has  identified  a  continuing  threat  posed  by  private  vessels 
smuggling  narcotics  into  Florida  and  the  Southeastern  United 
States. 

Question.   Will  you  attempt  to  offset  this  reduction  by 
attempting  to  get  additional  funds  through  forfeiture  or 
requesting  assistance  from  the  Office  of  National  Drug  Control 
Policy  (ONDCP)? 

Answer.   The  President's  budget  request  does  not  propose  to 
augment  the  Customs  air  and  marine  interdiction  efforts  with 
funds  from  other  sources. 

Question.   What  are  "sorting  criteria"? 

Answer.   The  term  "sorting  criteria"  is  used  to  describe 
criteria  considered  in  sorting  and  tracking  vessels.   The 
criteria  includes:  vessel  type,  size,  equipment,  location, 
heading,  speed,  name,  homeport,  and  intelligence  available  on  the 
vessel. 

Question.   For  the  last  three  years  for  which  you  have 
statistics,  how  many  maritime  targets  have  been  identified  as 
suspect  and  tracked  on  their  journey  toward  the  United  States? 
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Answer.   The  Blue  Lightning  Operations  Center  had  tracked 
maritime  targets  with  the  condominium  rooftop  radar;  however, 
that  operation  was  stopped  in  March  1991.   Vessel  patrols  were 
also  decreased  and  the  emphasis  was  placed  on  intelligence  or 
case-generated  vessel  response. 

The  following  chart  provides  information  derived  from  the 
Marine  Operations  Reporting  System  (MORS) .   MORS  compiles  data  on 
Customs  vessel  activity  including:  engine  hours,  service  hours, 
number  of  missions,  type  of  mission,  number  of  vessel  sightings, 
number  of  vessel  intercepts,  number  of  vessel  boardings,  and 
number  of  seizures.   Please  keep  in  mind  that  these  trackings 
refer  only  to  Customs  responsibility  for  the  maritime  arrival 
zone.   In  specific  cases,  multi-agency  and  multi-asset  tracking 
is  conducted  from  the  departure  zone  through  the  transit  zone,  to 
the  arrival  zone.   These  cases  require  very  specific  information. 


YEAR 


Number  of 
Sightings 


Number  of 
Boardings 


1st  Qtr  '94 

2,643 

664 

1993 

13,264 

3,523 

1992 

15,743 

2,292 

Question.   Of  that  number,  how  many  were  intercepted  in  each 
of  those  years? 

Answer.   In  the  Marine  Program's  interdiction  operation,  an 
interception  is  the  same  as  a  boarding.   Therefore,  the  number  of 
boardings  reflected  in  the  above  chart  is  also  the  number  of 
interceptions . 

Question.   Of  the  number  intercepted  in  each  of  those  years, 
how  many  were  found  to  be  smuggling  narcotics? 

Answer.   During  the  first  quarter  of  1994  there  were  129 
seizures,  55  of  which  were  narcotics  seizures.   During  FY  1993, 
there  were  262  seizures,  93  of  which  were  narcotics  seizures. 
During  FY  1992,  there  were  216  seizures,  62  of  which  were 
narcotics  seizures. 

Question.   Of  the  vessels  found  to  be  carrying  narcotics, 
how  many  seizures  were  the  result  of  special  focus  because  you 
had  intelligence  that  a  particular  vessel  would  be  carrying 
narcotics? 


Answer.   Approximately  73  percent  of  narcotics  seizures  in 
Florida  were  the  result  of  proactive  investigations.   The 
remaining  seizures  were  generated  primarily  by  interception  of 
targets  without  prior  information.   An  example  would  be  the 
detection  of  navigation  violations,  operating  without  lights,  or 
altered  hull  identification  numbers.   Frequently,  these  initial 
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searches  lead  to  the  discovery  of  other  violations,  such  as  alien 
smuggling,  failure  to  report  arrival,  or  the  illegal  exportation 
of  firearms. 

NATIONAL  MAINTENANCE  PROGRAM 

Question.   During  last  year's  Customs  Service  appropriations 
hearings,  it  was  reported  that  Customs  planned  to  adopt  a 
National  Maintenance  Program  (NMP)  which  will  enable  it  to 
maintain  an  operational  fleet  nationwide.   What  role  does  the 
national  maintenance  contract  play  in  this  NMP? 

Answer.   In  September  of  1993,  Customs  established  a 
National  Vessel  Maintenance  Program  which  expanded  the 
maintenance  contract  nationwide  under  the  control  of  the  Marine 
Support  Division.   It  provides  maintenance  coverage  for  the 
entire  Customs  fleet  for  less  cost  than  the  previous  regional 
contract. 

Question.   In  the  past,  due  to  a  lack  of  coordination  and  a 
consistent  maintenance  policy,  many  vessel  problems  were  never 
resolved,  which  caused  a  corresponding  reduction  in  the 
effectiveness  of  the  maritime  interdiction  effort.   What  effect 
has  this  new  coordinated  and  consistent  maintenance  policy  had  on 
your  maritime  interdiction  effort? 

Answer.   The  immediate  benefit  to  our  maritime  interdiction 
effort  was  to  relieve  Special  Agent  in  Charge  (SAC)  offices  and 
personnel  of  the  responsibility  of  oversight  of  maintaining 
vessels.   Special  agents  and  marine  interdiction  officers  now 
only  have  to  file  "inop"  reports  to  the  maintenance  contractor  or 
the  contracting  officer's  technical  representative  in  order  to 
have  a  vessel  repaired.   Routine  maintenance  is  now  done  on  a 
scheduled  basis.   SAC  personnel  are  now  free  to  devote  more  time 
to  interdiction  and  investigative  activities. 

Prior  to  the  Marine  Support  Division  taking  control  of  the 
Maintenance  Contract,  the  Customs  fleet  nationwide  averaged  under 
25  percent  "operational  readiness."   This  meant  that  over 
75  percent  of  the  fleet  needed  repairs  or  was  due  for  scheduled 
maintenance.   Each  year  the  "operational  readiness"  of  the  fleet 
continued  to  increase  to  its  current  90-95  percent  readiness. 

Question.   Based  on  last  year's  experience,  what  additional 
changes  are  you  planning  to  make  to  improve  operation  and 
maintenance  of  your  maritime  fleet? 

Answer.    The  Marine  Support  Division  will  continue  to 
utilize  the  vessel  maintenance  facility  in  St.  Augustine, 
Florida,  as  the  National  Maintenance  Center  and  had  planned  to 
coordinate  the  establishment  of  several  small  maintenance  sites 
nationwide.   The  establishment  of  the  maintenance  sites  would  be 
solely  for  the  performance  of  routine  and  preventive  maintenance 
on  the  Customs  fleet. 
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Question.   Last  year,  Office  of  National  Drug  Control  Policy 
(ONDCP)  provided  $5.7  million  to  the  Customs  Service  for  fleet 
up-grade.   What  did  that  $5.7  million  buy  Customs  and  are  there 
any  additional  plans  for  further  upgrades? 

Answer.   Customs  has  not  yet  purchased  any  vessels  with  the 
$5.7  million  provided  in  FY  1993.   Customs  identified  a 
successful  bidder  for  the  interceptor  vessel  contract  in  FY  1993. 
Signing  of  the  contract  was  delayed,  however,  pending  a  final 
determination  as  to  the  size  of  the  Customs  fleet  and  a  legal 
determination  as  to  the  minimum  number  of  vessels  Customs  would 
be  obligated  to  purchase  under  the  contract.   Customs  has 
modified  wording  of  the  contract  to  eliminate  the  requirement  for 
a  minimum  purchase  over  the  life  of  the  contract. 

In  light  of  the  mandated  fleet  reduction.  Customs  will  not 
have  an  immediate  need  to  replace  interceptor  vessels,  as  the 
oldest  of  those  vessels  will  be  removed  from  the  fleet.   However, 
over  the  next  five  years,  some  interceptor  vessels  will  exceed 
their  useful  life  and  will  have  to  be  replaced.   The  interceptor 
contract  will  provide  the  means  to  purchase  those  replacement 
vessels. 

Customs  is  currently  identifying  blue  water  vessels  to  be 
removed  from  the  fleet  and  those  needing  to  be  replaced. 
Although  the  blue  water  fleet  will  be  reduced  to  20  vessels,  all 
of  those  vessels  will  age  past  their  useful  life  over  the  next  5 
years. 

It  is  anticipated  that  Customs  will,  at  a  minimum,  need  to 
replace  4  blue  water  vessels  at  $1,000,000  each  and  16 
interceptors  at  $150,000  each  over  the  next  five  years. 
Additional  funding  to  make  up  the  shortfall  will  be  obtained  from 
proceeds  of  the  sales/exchange  program. 

AIR  PROGRAM  ASSISTANCE  TO  OTHER  ELEMENTS  WITHIN  CUSTOMS 

Question.   In  FY  1994,  the  Customs  Service  reported  that  it 
expected  an  increase  in  the  assistance  provided  to  other 
enforcement  elements  as  evidenced  by  the  establishment  of  an 
aviation  unit  near  Chicago.   This  unit  is  designed  to  provide 
surveillance  in  support  of  Customs  investigations  throughout  the 
North  Central  Region.   Customs  also  reported  that  in  FY  1994  it 
expected  to  increase  its  level  of  assistance  to  State  and  local 
authorities,  specifically  citing  the  use  of  the  newly  acquired 
A-Star  light  utility  helicopters  which  became  operational  in 
FY  1993.   Which  State  and  local  law  enforcement  agencies  is 
Customs  working  with,  and  please  give  some  specific  examples  of 
the  assistance  provided. 

Answer.   A  recent  survey  of  the  16  Aviation  Branches  and 
Units  of  the  United  States  Customs  Service  shows  that  the  Customs 
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Service  Air  Program  has  provided  support  to  the  following 
approximate  number  of  outside  agencies: 

County  Sheriffs  and  Local  Police:  1,000 

State  Agencies:  145 

Federal  Agencies:  2  55 

Foreign  Nat ions/ Agencies:  60 

Examples  include: 

Georgia  Bureau  of  Investigation 

Australian  Federal  Police 

Gadsden,  Alabama  Police  Department 

Smithsonian  Institution 

United  States  Congress 

Gwinnett  County,  Georgia  Sheriff's  Office 

Office  of  the  District  Attorney,  Sevierville,  Tennessee 

Mississippi  Department  of  Corrections 

Los  Angeles  Police  Department 

Port  Authority  of  New  York  and  New  Jersey 

Washington,  D.C.  Metropolitan  Police  Department 

Martha's  Vineyard,  Massachusetts  Police  Department 

Her  Majesty's  Customs,  Excise  Investigation  Division  (GB) 

United  States  Secret  Service 

Halifax,  Nova  Scotia  Police  Department 

Wheeling,  West  Virginia  Police  Department 

United  States  Marine  Corps 

Royal  Bahamas  Police 

The  above  numbers  reflect  examples  of  branch  and  unit 
support  only. 

The  San  Angelo  and  Houston  Aviation  Branches  provided  aerial 
surveillance  support  to  the  Bureau  of  Alcohol,  Tobacco,  and 
Firearms  and  the  Federal  Bureau  of  Investigation  during  the 
standoff  in  Waco,  Texas,   On  September  13,  1993,  a  Customs 
Service  aircrew  from  the  New  York  aviation  unit  dropped  a  life 
raft  to  the  drowning  members  of  a  sinking  ship  and  successfully 
directed  the  Coast  Guard  to  the  scene.   During  the  period  of 
May  19-28,  1993,  the  San  Diego  aviation  branch  supported  the 
Humboldt  County  Sheriff's  Department  seizures  of  8,000  marijuana 
plants  at  25  sites.   On  June  10,  1993,  the  Houston  aviation 
branch  provided  aerial  surveillance  for  the  Texas  Department  of 
Public  Safety  during  a  controlled  delivery.   The  case  resulted  in 
4  arrests  and  the  seizure  of  1,520  pounds  of  cocaine. 

Question.   How  many  and  what  type  of  aircraft  are  assigned 
to  the  North  Central  Region?  What  are  they  doing?   How  many 
hours  have  they  flown  in  the  past  year?  What  has  been 
accomplished  and  at  what  cost? 

Answer.  There  are  no  Customs  aircraft  permanently  assigned 
to  the  North  Central  Region.  With  the  exception  of  a  small  unit 
in  New  York,  all  Customs  aircraft  are  stationed  at  branches  or 
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units  along  the  southern  tier  of  the  United  States  and  in  Puerto 
Rico. 

From  these  bases,  Customs  does  endeavor  to  respond  to  the 
enforcement  support  requests  from  every  SAC  and  RAC  office  in  the 
country.   While  this  is  easily  and  frequently  done  for  those 
offices  in  close  proximity  to  our  aviation  facilities,  every 
effort  is  made  to  accommodate  requests  from  the  remote  offices  as 
well. 

In  1993,  Customs  aviation  assets  flew  approximately  200 
flight  hours,  at  a  cost  of  $68,000,  in  support  of  Customs 
investigations  in  the  North  Central  Region  offices  in  Chicago, 
Milwaukee,  Kansas  City,  and  St.  Louis.   The  majority  of  these 
were  surveillance  missions. 

Thus  far  in  1994,  Customs  has  flown  approximately  30  flight 
hours,  at  a  cost  of  $10,200,  in  support  of  SAC  and  RAC  cases  in 
Detroit,  Grand  Rapids,  and  Indianapolis.   These  cases  are  ongoing 
and  we  anticipate  that  additional  support  flights  will  be 
requested  by  these  offices  and  the  Chicago  SAC  office  throughout 
the  remainder  of  the  year. 

Question.   Vfhat  plans  does  Customs  have  to  reinforce  other 
regions  with  either  air  or  maritime  assets? 

Answer.   There  are  no  plans  to  establish  new,  or  enhance 
existing,  aviation  units. 

REVISIONS  TO  THE  MARINE  STRATEGY 

Question.   This  Subcommittee  was  told  last  year  that  the 
Customs  Service  was  revising  its  marine  strategy  in  an  effort  to 
maximize  the  effectiveness  of  Marine  Program  resources.   These 
revisions  placed  added  emphasis  on  new  interdiction, 
intelligence,  investigation  and  logistical  support  programs.   The 
improvements  in  interdiction  included  Rapid  Response  Units  (RRU) , 
special  operations  in  Gun  Cay  and  the  western  Bahamas,  and 
resource  increases  in  Puerto  Rico  and  the  Virgin  Islands.   What 
are  Rapid  Response  Units  and  what  were  the  results  of  their 
activities  during  the  past  year? 

Answer.   Rapid  Response  Units  were  conceived  as  an  answer  to 
the  rapidly  changing  deployment  of  the  marine  smuggling  threat. 
Essentially,  these  vessels  are  smaller  in  length  and  somewhat 
smaller  in  beam  than  our  previous  interceptor  class  of  vessels. 
All  would  have  been  equipped  with  trailers  and  been  readily 
transportable  to  any  area  of  perceived  threat.   Performance 
characteristics  would  have  closely  approximated  the 
characteristics  of  the  vessels  that  were  designated  to  be 
replaced.   What  this  class  of  vessels  lacked  in  range  was  made  up 
for  in  their  portability,  adaptability,  ease  and  cost  of 
maintenance,  lower  noise  output  arid  longer  overall  life 
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expectancy.   Customs  has  chosen  to  name  this  class  of  vessel  the 
"Fast  Utility"  class. 

At  the  time  Congress  provided  funding  for  this  concept,  more 
than  7  0  percent  of  the  Customs  fleet  was  at  or  beyond  its  useful 
life  expectancy.   These  new  vessels  replaced  front-line  service 
vessels  that  were  no  longer  cost  effective  to  maintain  or  were 
becoming  unsafe  to  operate. 

Since  the  Rapid  Response  Units  have  not  been  implemented  to 
date,  there  are  no  activities  to  report. 

Question.   What  is  the  annual  cost  of  the  RRUs? 

Answer.   Since  the  Rapid  Response  Units  have  not  been 
implemented  to  date,  there  are  no  recurring  costs. 

Question.   Are  any  of  the  costs  offset  by  forfeitures? 

Answer.   Since  this  program  has  not  been  implemented,  there 
are  no  costs  to  be  offset  by  forfeitures. 

Question.   What  did  you  do  to  enhance  operations  in  Gun  Cay 
and  the  western  Bahamas  and  what  were  the  results? 

Answer.   There  were  numerous  site  improvements  at  the  Gun 
Cay  location  in  the  Bahamas.   Among  them  were  improvement  of  the 
crew  facilities,  which  were  primitive  at  the  outset.   In 
addition,  a  fuel  depot  was  established  to  allow  refueling  of 
enforcement  craft.   Changes  were  made  to  the  dock  to  allow  more 
and  differing  types  of  enforcement  craft  to  utilize  it.   A 
lighted  helicopter  pad  was  installed  for  enforcement  missions. 
The  plumbing,  electrical  and  sewer  systems  were  installed  and 
made  operational.   Satellite  communications  and  radar  were  added 
to  the  communications  tower. 

In  the  midst  of  Hurricane  Andrew,  this  facility  was 
unfortunately  destroyed.   Only  the  original  stone  buildings 
remain.   The  communications  tower  was  toppled  and  the  other 
improvements  were  either  lost  in  the  hurricane  or  rendered 
inoperable  by  the  damage  wrought  by  its  force.   Negotiations  with 
the  Bahamian  government  about  the  future  of  this  base  are 
ongoing. 

Question.   What  did  the  resource  increases  accomplish  in 
Puerto  Rico  and  the  Virgin  Islands? 

Answer.   The  fleet  in  the  Caribbean  has  been  upgraded. 
Logistical  and  maintenance  support  has  been  initiated  with  the 
expansion  of  the  Vessel  Maintenance  Contract  (VMC)  to  the 
Caribbean  area.   The  overall  result  of  this  has  been  better 
support  to  our  consumers  in  the  Caribbean.   Prior  to  expansion  of 
the  VMC,  Puerto  Rico's  fleet  had  an  "operational  readiness"  of 
8.8  percent.   This  meant  that  91.2  percent  of  the  fleet  needed 
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repairs  or  was  due  for  scheduled  maintenance.   Approximately  one 
year  after  expansion  of  the  contract,  "operationally  readiness" 
increased  to  91  percent.   The  vessels  are  better  suited  to  their 
mission  and  are  less  maintenance  intensive.   The  Caribbean  has 
become  a  hot  spot  in  the  interdiction  arena,  with  air-drops  to 
vessels  being  observed  and  reported  on  a  frequent  basis. 
Seizures  and  investigations  of  smuggling  activity  continue  to 
increase. 

Question.   What  are  your  "new"  intelligence  programs? 

Answer.   "River  watch"  has  proven  highly  successful  in  the 
gleaning  of  knowledge  of  Haitian  smuggling  groups,  methods  of 
operation,  areas  of  concealment,  and  vessels  utilized.   Operation 
"Eyeball"  garners  intelligence  from  the  Bahamas. 

Question.   Improved  logistical  support  refers  to  the 
national  maintenance  contract  for  Customs  maritime  assets.   How 
did  this  contract  improve  Customs  maritime  activities? 

Answer.   Before  the  expansion  of  the  Vessel  Maintenance 
Contract  (VMC)  in  1993,  the  operational  readiness  of  the  fleet 
varied  from  a  low  of  8.8  percent  in  Puerto  Rico  to  a  high  of 
60  percent  in  New  Orleans.   At  some  locations  every  marine  asset 
was  out  of  service  for  some  period  of  time,  awaiting  repairs  or 
routine  maintenance.   In  contrast,  the  routine  95  percent  or 
better  operational  availability  of  our  assets  in  areas  under  the 
VMC  demonstrates  one  of  our  primary  reasons  for  wanting  to  expand 
this  contract  nationwide.   In  addition,  there  are  economies  of 
scale  when  it  comes  to  replacing  parts  or  sub-assemblies,  the 
tracking  of  warranty  work,  the  standardization  of  components  or 
repairs,  the  scheduling  and  performance  of  routine  maintenance  on 
a  recurring  basis,  the  tracking  of  inventory  and  numerous  other 
items. 

Question.   Now  that  the  National  Maintenance  Contract  has 
been  in  existence  for  a  full  year,  what  changes,  if  any,  will  be 
made  in  subsequent  contracts? 

Answer.   We  are  working  with  the  current  contractor  to  cost 
out  reductions  that  will  allow  a  continuation  of  the  national 
maintenance  contract  given  the  proposed  FY  1995  reduction  in  the 
Marine  Program.   If  this  is  not  possible.  Customs  will  explore 
the  potential  of  returning  to  contract  coverage  for  just  the 
Southeast  United  States  and  the  Caribbean.   If  unable  to  continue 
with  national  or  regional  coverage,  we  must  revert  to  the 
previous  method,  that  is,  the  use  of  Blanket  Purchase  Agreements 
(BPAs) . 

MARINE  OPERATIONS  REPORTING  SYSTEM  (MORS) 

Question.   The  Marine  Operations  Reporting  System  (MORS)  is 
a  Customs  system  designed  to  track  operational  hours,  maintenance 
and  repairs  on  maritime  assets.   The  Subcommittee  has  learned 
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that  MORS  is  being  expanded  to  collect  data  regarding  marine 
seizures,  arrests  and  boardings.   How  far  along  is  the  Customs 
Service  in  implementing  this  plan?   If  MORS  was  expanded  during 
the  past  year,  what  has  Customs  learned  about  the  costs  of 
maritime  interdiction  when  compared  to  the  number  of  seizures  and 
the  amount  of  narcotics  seized? 

Answer.    Based  on  previous  budget  reductions,  the  Customs 
Service  Marine  Program  identified  and  shifted  enforcement  action 
reporting  requirements  to  the  Customs  Law  Enforcement  Activity 
Reporting  (CLEAR)  data  system.   There  are  no  plans  to  expand  MORS 
to  collect  data  regarding  seizures  and  arrests.   Boardings  are 
currently  recorded  in  the  MORS  system. 

While  MORS  was  not  expanded  during  the  past  year,  the 
Customs  Marine  Program  was  still  able  to  reduce  the  cost  of  the 
program  and  still  maintain  sizable  arrest  and  seizure  statistics. 

Question.   What  is  the  cost  of  MORS  annually? 

Answer.    The  MORS  data  system  is  an  integral  part  of  the 
Treasury  Enforcement  Communication  System  (TECS) .   The  cost  of 
MORS  is  a  consolidated  portion  of  the  total  cost  of  TECS.   A  one 
time  cost  of  $19,158  was  expended  for  contracting  support  costs 
and  covered  the  period  from  January  1,  1993  to  September  30, 
1993. 

Question.   Are  any  of  the  costs  offset  by  forfeitures? 

Answer.    No,  they  are  not. 

IMSPECTIONS  OF  SEA-GOING  CONTAINERS 

Question.   A  significant  amount  of  drugs  are  believed  to  be 
arriving  on  our  shores  concealed  in  sea-going  containers.   On 
average,  how  many  containers  arrive  at  U.S.  ports  of  entry  each 
day? 

Answer.   On  average,  23,014  containers  arrive  at  U.S. 
seaports  and  land  border  ports  on  any  given  day. 

Question.   In  addition  to  the  Customs  Service,  what  other 
agencies  inspect  container  shipments? 

Answer.   The  following  agencies  may  inspect  cargo  arriving 
in  containers.   The  Food  and  Drug  Administration  checks  food  and 
cosmetic  shipments.   The  Coast  Guard  checks  hazardous  cargo 
shipments.   Fish  and  Wildlife  checks  cargo  for  endangered  species 
shipments.   The  U.S.  Department  of  Agriculture  checks  cargo  for 
agricultural  products.   Other  agencies  may  be  called  in  by 
Customs  to  assist  with  inspections. 

Question.   Of  the  total  number  of  containers  entering  the 
United  States  each  day,  what  percentage  are  inspected? 
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Answer.   Customs  examined  13.6  percent  of  the  containers 
arriving  at  our  ports  last  year.   This  figure  masks  a  significant 
difference  in  rates  for  loaded  and  empty  containers.   The  rate 
for  loaded  ones  is  6.8  percent  and  for  empties  it  is 
34.9  percent. 

Question.   What  criteria  is  used  to  select  the  containers  to 
be  inspected? 

Answer.   There  are  too  many  criteria  to  list  here  because 
many  of  them  are  only  significant  when  taken  in  conjunction  with 
other  criteria.   In  general,  the  Customs  personnel  who  target 
containers  for  examination  look  for  anomalies  in  the  shipping 
data  received  from  the  ship's  manifest  and  the  entry  documents 
filed  by  the  importer.   These  anomalies  could  be  the  commodity, 
the  country  of  origin,  the  location  of  the  importer's  premises, 
the  value  of  the  shipment,  and  other  commercial  data.   Customs 
also  targets  containers  based  on  information  developed  during 
prior  drug  smuggling  investigations  and  on  foreign  intelligence. 

Question.   Of  the  containers  inspected,  what  is  the  average 
of  those  found  to  contain  drugs? 

Answer.   Of  the  full  and  empty  containers  examined  last 
year.  Customs  found  narcotics  in  52  of  them,  or  less  than 
.01  percent. 

Question.   Of  the  containers  inspected  in  which  drugs  were 
found,  what  percentage  of  those  finds  were  the  result  of 
intelligence  which  contributed  to  the  successful  seizure? 

Answer.   Approximately  18.8  percent  of  the  containers 
containing  drugs  that  were  seized  as  a  result  of  intelligence. 

Question.   The  U.S.  Government  has  developed  x-ray 
technology  that  makes  it  possible  to  inspect  containers  without 
requiring  the  contents  to  be  unloaded.   Was  the  Customs  Service 
involved  in  this  project?   What  are  the  results  to  date? 

Answer.   Customs  is  involved  in  both  the  high  energy  (full 
container)  x-ray  system  under  testing  in  Tacoma,  Washington,  and 
the  low  energy  system  under  construction  in  Otay  Mesa, 
California.   The  Advanced  Research  Planning  Agency  (ARPA)  is  in 
charge  of  these  projects,  with  Customs  in  an  advisory  rola. 
Since  these  devices  are  not  yet  fully  developed  to  examine  real 
cargo  there  have  not  been  any  detections. 

Question.   What  other  technologies  are  being  developed  or 
are  available  now  which  could  assist  inspections? 

Answer.   Customs  has  both  fixed  and  mobile  x-ray  units 

capable  of  examining  individual  pieces  of  cargo  or  baggage. 

Customs  also  has  a  density  meter  that  is  useful  in  detecting 

false  walls  on  containers  and  vehicles;  a  fiber  optic  scope  that 
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allows  inspection  of  inaccessible  voids  in  containers,  cargo  and 
vehicles;  and  laser  range  finders  that  are  used  to  detect  false 
walls.   In  addition,  we  are  participating  in  the  development  of  a 
Pulsed  Fast  Neutron  Activation  (PFNA)  system  capable  of 
identifying  contraband  by  molecular  weight  specificity. 

IMPACT  OF  COAST  GUARD  REDUCTIONS 

Question.   There  has  been  a  $9  million  budget  reduction  for 
the  U.S.  Coast  Guard  (USCG)  for  FY  1994  which  will  directly 
impact  usee's  drug  interdiction  budget.   Resources  used  in  both 
air  and  maritime  interdiction  efforts  will  be  eliminated  or 
decommissioned.   What  effect  will  these  actions  have  on  the 
Customs  Service  air  and  maritime  interdiction  efforts? 

Answer.   Overall,  a  decreased  level  of  dedicated  U.S.  Coast 
Guard  (USCG)  aviation  assets  will  result  in  a  diminished  level  of 
assets  available  to  respond  to  drug  trafficking  events.   The 
Coast  Guard  discontinued  its  dedicated  Falcon  interceptor/tracker 
alert  commitment  at  Grand  Cayman  Island.   In  addition,  the 
removal  of  all  USCG  Falcons  from  dedicated  "strip  alert"  status 
from  the  C3I  system  has  increased  the  responsibility  of  Customs 
assets  to  assume  these  duties.   In  the  past.  Customs  and  USCG 
shared  this  function  on  a  rotational  basis  which  added  increased 
asset  flexibility  and  response. 

Question.   What  measures,  if  any,  does  the  U.S.  Customs 
Service  plan  to  undertake  to  offset  USCG  reductions? 

Answer.   In  general.  Customs  will  increase  the  use  of  the 
remaining  air  and  marine  assets,  focus  more  assets  on 
intelligence  gathering,  and  involve  more  enforcement  resources  on 
marine  smuggling  in  high-threat  areas. 

Under  the  proposed  reduction  for  FY  1995,  Customs  will 
reduce  or  eliminate  assets  in  the  areas  of  lowest  marine 
smuggling  threat  in  order  to  keep  needed  assets  in  the  core 
interdiction  areas.   Customs  will  maintain  its  greatest  marine 
strength  in  the  Southeast  and  Gulf  states. 

As  to  the  two  areas  you  specifically  mention,  Customs  will 
assign  on  a  temporary  duty  basis  Customs  assets  and  personnel  to 
Grand  Cayman  Island.   Also,  Customs  assets  will  be  reassigned 
from  shared  "strip  alert"  posture  on  a  rotating  basis  to  a  full 
time  7x24  responsibility. 

Question.   Will  the  reductions  be  offset  by  resources 
obtained  from  forfeiture  funds  or  from  the  Office  of  National 
Drug  Control  Policy  (ONDCP) ? 

Answer.   We  understand  from  the  Coast  Guard  that  at  this 
time  there  are  no  plans  to  utilize  the  forfeiture  fund  or  obtain 
funds  from  the  Office  of  National  Drug  Control  Policy  to  offset 
the  reductions. 
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INTELLIGENCE  FROM  TEE  DEPARTMENT  OF  DEFENSE  (DOD) 

Question.   Title  XI  of  the  National  Defense  Authorization 
Act  gave  Department  of  Defense  (DOD)  the  lead  role  for  the 
detection  and  monitoring  of  aerial  and  maritime  transit  of 
illegal  drugs  into  the  United  States.   Also,  DOD  was  mandated  to 
establish  an  effective  communication  network  between  all  Federal 
agencies  to  ensure  that  all  communications  and  technical 
intelligence  assets  are  effectively  dedicated  to  the  interdiction 
of  drugs.   Customs  Service  aircraft  and  crews  are  assigned  to  the 
interdiction  and  monitoring  pool  and  operate  at  the  direction  of 
the  military.   Is  the  drug  interdiction  intelligence  provided  by 
DOD  to  the  Customs  Service  timely  enough  to  be  properly  acted 
upon? 

Answer.   DOD  has  traditionally  provided  Customs  with 
intelligence  information,  whether  generated  by  DOD  or  by  other 
agencies,  on  planned  air  smuggling  events  in  a  timely  manner.   Of 
greatest  use  to  Customs,  however,  is  the  DOD  radar  information, 
which  is  routinely  passed  on  imniediately. 

Question.   What  percentage  of  U.S.  Customs  drug 
apprehensions  are  as  a  direct  result  of  information  obtained  from 
DOD? 

Answer.   In  fiscal  years  1992  and  1993,  approximately 
85  percent  of  U.S.  Customs  supported  seizures  in  the  transit  zone 
were  the  result  of  initial  radar  detections  by  DOD  assets.   In 
the  continental  United  States,  Customs  has  usually  been  the 
initial  detection  source  and  we  know  of  no  instances  in  which  an 
air  related  seizure  or  apprehension  directly  resulted  from 
information  provided  by  DOD. 

Question.   How  are  resources  allocated  and  assigned  along 
the  borders  to  enable  them  to  respond  to  the  intelligence 
provided  by  interdiction  and  monitoring  assets? 

Answer.   The  response  to  this  question  is  twofold  due  to  the 
necessity  to  distinguish  assets  which  are  committed  on  the  basis 
of  tactical  versus  strategic  intelligence. 

The  Customs  Service  has  assigned  dedicated  P-3  AEW  with 
augmented  USAF  E-3  AEW  assets  in  accordance  with  current 
strategic  threat  analysis.   Strategic  intelligence  analyzes 
trends  and  patterns.   Currently,  Customs  is  flying  approximately 
16  dedicated  P-3  sorties  on  the  Southwest  border  per  month.   This 
is  augmented  by  approximately  four  additional  dedicated  USAF  E-3 
sorties  per  month. 

Tactical  intelligence  is  usually  intelligence  which  could  be 
derived  from  a  variety  of  sources;  however,  it  is  generally  time 
sensitive.   Customs  has  committed  and  will  continue  to  commit 
assets  based  on  sound  tactical  intelligence.   Traditionally,  this 
is  case-specific  information  and  could  employ  a  wide  variety  of 
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Customs  assets,  including  P-3  AEW/Slicks,  interceptors, 
fixed-wing  support  aircraft,  and  apprehension  and  medium  support 
helicopters. 

Question.   DOD  has  provided  other  assistance  to  law 
enforcement  to  help  with  the  drug  war.   EMERALD,  which  is  an 
interactive  intelligence  system,  and  the  Anti-Drug 
Network  (ADNet)  are  two  such  examples.   Does  Customs  use  either 
EMERALD  or  ADNet? 

Answer.   Customs  Air  Program  uses  ADNet  as  the 
communications  system  to  access  JVIDS,  OTH-B,  ROTHR,  and  other 
military  information  systems  regarding  drug  smuggling.   It  is  a 
useful  system  that  allows  Customs  Air  Program  to  send  and  receive 
near-real-time  information  on  air  smuggling  events  that  are  being 
planned  or  in  progress.   No  Customs  aviation  facility  has  the 
EMERALD  system  at  this  time. 

Question.   How  useful  is  EMERALD  in  the  overall  efforts  of 
Customs  and  the  "War  on  Drugs"  in  general? 

Answer.   Several  Customs  Intelligence  personnel  have 
attended  meetings  on  EMERALD  and  have  an  understanding  of  its 
capabilities.   Without  having  EMERALD  available,  it  is  not 
possible  to  fully  evaluate  it,  except  to  say  that  if  it  operates 
as  advertised,  it  should  be  very  useful,  particularly  for  the 
Surveillance  Support  Center,  which  supports  many  DOD  missions. 
Customs  expects  that  many  of  EMERALD'S  added  features,  such  as 
link  analysis  and  artificial  intelligence,  will  prove  very 
useful. 

EFFECTIVENESS  OF  AEROSTATS 

Question.   Responsibility  for  the  aerostats  has  been 
transferred  from  Customs  to  the  Army  and  the  Air  Force.   What  is 
the  effectiveness  in  the  overall  detection  and  monitoring  effort 
by  aerostats? 

Answer.   Responsibility  for  the  land-based  aerostats  (LBA) 
was  transferred  from  Customs  to  the  Air  Force  on  October  1,  1992. 
The  aerostat  based  at  Ft.  Huachuca,  Arizona,  is  an  Air  Force- 
operated  and  maintained  facility,  although  it  is  physically 
located  on  an  Army  installation.   The  sea-based  aerostats  (SBA) , 
which  were  originally  towed  behind  ships  in  the  Gulf  of  Mexico 
and  Caribbean  Sea,  were  originally  U.S.  Coast  Guard-owned  and 
operated.   In  January  of  1992,  the  SBAs  were  turned  over  to  the 
U.S.  Army,  and  were  renamed  ocean-based  aerostats  (OBA) .   FY  1993 
was  the  last  year  that  OBAs  were  operational. 

Overall,  the  aerostat  system  has  been  an  effective  tool  in 
the  detection  and  monitoring  role.   The  aerostat's  effectiveness 
can  be  best  measured  by  the  forced  trends  in  trafficking 
activity.   Notably,  air  smuggling  activity  has  seen  a  dramatic 
decline  since  the  institution  of  the  aerostat  system.   In 
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addition,  there  are  indications  that  aircraft,  which  once 
penetrated  the  border  with  illegal  contraband,  are  now  landing 
shy  of  the  border  and  attempts  are  being  made  to  introduce  the 
contraband  into  the  United  States  via  other  smuggling  methods. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  CONGRESSMAN  WOLF 

FORCED  LABOR 

Question.  In  previous  testimony  before  Congress  you  have 
used  the  phrase  "forced  labor"  rather  than  "prison  labor"  when 
referring  to  China.   Could  you  please  explain  the  difference? 

Answer.   The  statute,  19  U.S.C.  1307,  which  is  entitled 
"Convict-made  goods,  importation  prohibited,"   actually  covers 
three  classes  of  labor:  convict  labor,  forced  labor,  and 
indentured  labor.   As  a  matter  of  "short-hand"  when  discussing 
the  statute.  Customs  officials  and  others  often  use  the  terms 
"convict  labor"  or  "forced  labor"  or  "prison  labor" 
interchangeably  when  referring  to  all  the  classes  of  labor 
covered  by  the  statute.   Thus,  although  the  statute  does  make 
some  distinction  between  the  three  classes  of  labor  (e.g.,  the 
consumptive  demand  exception  applies  only  to  forced  labor  and 
indentured  labor,  not  convict  labor) ,  if  in  previous  testimony  I 
used  the  phrase  "forced  labor"  rather  than  "prison  labor"  or 
"convict  labor,"  I  was  using  the  terms  interchangeably. 

Question.   Why  does  the  Memorandum  of  Understanding  (MOU) 
only  make  reference  to  "prison  labor"  and  not  "forced  labor"? 
Have  you  read  the  internal  memos  on  the  negotiations  of  the  MOU? 
Do  they  provide  you  any  insight  into  why  our  negotiators  did  not 
insist  upon  using  the  term  "forced  labor"?  Who  from  the  Customs 
Service  participated  in  these  negotiations? 

Answer.   It  is  my  understanding  that  the  MOU  uses  the 
term  "prison  labor"  rather  than  "forced  labor"  for  the  same  ease 
of  reference  purpose.   The  MOU  clearly  covers  "import  and  export 
trade  .  .  .  that  violates  the  relevant  laws  and  regulations  of 
either  the  United  States  or  China  concerning  products  produced  by 
prison  or  penal  labor."   Because  penal  labor  includes  forced  and 
indentured  labor,  "prison  labor"  as  used  in  the  MOU  covers  all 
three  classes  of  labor  specified  in  section  1307.   At  the 
negotiations,  Customs  was  represented  by  Steven  De Vaughn, 
Director  of  Investigative  Programs,  Senior  Attorney  Douglas 
Browning,  and  Senior  Customs  Representative  Thomas  Grey. 

Question.   What  difference  do  you  see  between  the  prison 
system  in  the  United  States  and  the  Chinese  Laogai?   Is  the 
Chinese  Laogai  more  like  the  prison  system  in  the  United  States 
or  the  former  Soviet  Union's  gulag? 

Answer.   Because  the  U.S.  Customs  Service  has  limited 
dealings  with  prison  systems,  the  U.S.  Bureau  of  Prisons  may  be 
the  best  source  in  responding  to  this  issue. 

Question.   Does  the  MOU  allow  the  U.S.  to  "inspect"  Laogai 
camps  or  "visit"  them?   What  is  the  difference  between  a  "visit" 
and  an  "inspection"?   Have  you  any  idea  why  Secretary  Bentsen 
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used  the  term  "inspect"  when  referring  to  the  new  MOU  agreements 
during  his  speech  in  Beijing? 

Answer.   In  all  our  briefings  with  officials  in  the 
Department  of  Treasury,  the  terms  "visit"  and  "inspect"  have  been 
used  interchangeably. 

Question.   What  is  your  view  of  China's  compliance  with  the 
Memorandum  of  Understanding  on  Prison  Labor  from  the  time  they 
signed  it  in  August  1992  until  just  before  Secretary  Bentsen's 
visit  to  Beijing? 

Answer.   The  MOU  created  a  general  framework  for  resolution 
of  issues  important  to  the  United  States.   It  gave  us  the 
framework  to  conduct  business  in  a  foreign  country.   However,  the 
absence  of  guidelines  or  the  procedural  protocol  to  implement  the 
provisions  of  the  MOU  has  caused  confusion  and  miscommunication. 
This  situation  impacted  the  results  we  were  able  to  achieve.   We 
are  currently  trying  to  reach  an  agreement  on  these  procedures. 
Overall,  U.S.  Customs  representatives  in  China  were  able  to  visit 
four  facilities  and  review  records.   Also,  we  were  able  to 
conclude  two  cases  involving  socks  and  grapes  and,  for  socks, 
withdraw  the  related  detention  orders  and  finding.   We  referred  a 
total  of  31  cases  to  the  Chinese  for  investigation  and  we  have 
received  a  report  on  all  these  referrals.   We  are  still  reviewing 
the  reports  to  determine  whether  we  need  additional  information. 
Therefore,  under  the  terms  of  the  MOU  much  work  remains  to  be 
done. 

Question.   Secretary  Bentsen  recently  visited  China  and 
reached  oral  agreements  with  the  Chinese  on  changes  to  the  MOU. 
What  specifically  were  these  oral  agreements?   Why  were  the 
agreements  oral  and  not  written? 

Answer.   In  September  1993,  a  senior  U.S.  Customs  official 
traveled  to  China  and  presented  a  procedural  protocol  for 
operational  standards  for  implementing  the  MOU.   In  December 
1993,  the  Chinese  agreed  in  principle  to  the  procedural  protocol 
and  they  proposed  some  changes  that  are  currently  being 
negotiated. 

One  of  Secretary  Bentsen's  objectives  during  his  trip  to 
China  was  to  make  clear  the  U.S.  concerns  about  human  rights  and 
that  these  rights  remain  fundamental  to  our  relationship  with 
China.   In  various  forums  within  China,  Secretary  Bentsen 
stressed  the  importance  that  the  pattern  of  cooperation  needed  to 
continue.   Also,  in  the  context  of  discussions  dealing  with  Most 
Favored  Nation  (MFN)  status.  Secretary  Bentsen  also  emphasized 
the  importance  of  China's  progress  in  human  rights  and  the  impact 
on  the  renewal  of  MFN  in  June.   The  verbal  agreement  between  the 
Chinese  and  Secretary  Bentsen  was  an  oral  understanding  to 
develop  a  formal  written  agreement.  , 
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Question.  Who  from  the  Customs  Service  participated  in 
these  negotiations?  What  role  did  you  have  in  the  decision- 
making process  on  our  side  ? 

Answer.   U.S.  Customs  was  consulted  in  developing  the 
working  guidelines  that  would  enhance  our  implementation  of  the 
MOU.   During  the  actual  meetings  with  the  Chinese,  there  were  no 
U.S.  Customs  personnel  in  attendance.   The  U.S.  participants  were 
Minister  Counselor  for  Economic  Affairs,  Christopher  J. 
Szymanski,  from  the  U.S.  Embassy  in  Beijing;  Lawrence  Summers, 
Under  Secretary  for  International  Affairs  from  the  Department  of 
Treasury;  and  Sandra  Kristoff  of  the  National  Security  Council. 

Question.   What  other  Government  agencies  participated  in 
the  negotiations?  Who  were  the  individuals  from  our  side?  Who 
was  on  the  Chinese  negotiating  team?  When  did  the  negotiations 
begin?   I  presume  the  U.S.  Government  requested  the  changes? 
Why? 

Answer.   The  meetings  that  Secretary  Bentsen  had  with  senior 
Chinese  officials  were  not  formal  negotiations.   Officials  from 
the  National  Security  Council,  the  Department  of  State,  and  the 
American  Embassy  in  Beijing,  along  with  Treasury  officials 
participated  in  various  meetings  that  the  Secretary  held  with 
senior  Chinese  officials.   Secretary  Bentsen  held  various 
meetings  with  President  Jiang  Zemin,  Premier  Li  Peng,  Vice 
Premier  Zhu  Rongji,  and  Minister  of  Finance  Liu  Zhongli. 

U.S.  Customs  along  with  officials  from  the  Department  of 
State  are  working  with  the  Chinese  to  develop  a  working  protocol 
for  implementation  of  the  MOU.   There  is  no  effort  underway  to 
change  the  terms  of  the  MOU  but  merely  to  develop  implementing 
guidelines. 

Question.   What  leads  you  to  believe  that  the  Chinese,  who 
have  not  lived  up  to  their  written  agreement  on  the  MOU,  will 
live  up  to  verbal  agreements? 

Answer.   We  are  working  in  good  faith  to  negotiate  a  written 
protocol  for  implementing  the  MOU. 

Question.   The  report,  "Cruel  Money,"  by  the  Laogai  Research 
Foundation  named  a  company  called  Columbus  McKinnon  as  importing 
chain  and  lever  hoists  from  Zhe j iang  No.  4  Prison,  also  known  as 
Wulin  and  Hangzhou  Superpower  Hoist  Works.   What  is  the  status  of 
the  investigation?   Is  the  U.S.  attorney  going  to  seek 
indictments? 

Answer.   Our  Buffalo  office  is  completing  the  necessary 
interviews  and  intends  to  refer  this  case  to  the  U.S.  Attorney's 
office  for  possible  prosecution. 

Question.   Has  the  Customs  Service  issued  a  detention  order 
on  hoists  produced  by  this  prison? 
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Answer.   Yes. 

Question.   Have  you  requested  to  visit  this  prison  under  the 
MOU?   If  so,  when  was  the  request  made  and  what  was  the  Chinese 
government  response? 

Answer.   On  June  14,  1993,  Customs  requested  an 
investigation  be  conducted  by  the  Chinese  at  the  Hanzhou  Wulin 
Machinery  Works  and  Hangzhou  Superpower  Hoist  Works.   On 
September  7,  1993,  we  received  the  Chinese  report  of 
investigation  which  was  not  sufficiently  detailed  to  resolve  the 
case.   Therefore,  on  March  1,  1994,  the  Chinese  were  orally 
recjuested  to  allow  a  visit  to  the  Hangzhou  Wulin  Machinery 
Factory  which  our  Customs  representative  will  follow-up  with  a 
formal  written  request. 

Question.   The  report  also  named  Zhejiang  No.  1  Prison,  also 
known  as  Wuyi,  as  another  source  of  hoists.   I  believe  the 
Customs  Service  has  issued  a  detention  order  on  hoists  produced 
there.   What  has  the  Customs  Service  done  to  investigate  hoists 
from  this  prison  coming  into  the  United  States? 

Answer.   We  have  a  detention  order  and  lookouts  in  our 
automated  computer  system  to  refer  for  inspection  and  possible 
investigation  any  products  that  are  identified  as  being  produced 
at  this  facility. 

Question.   When  the  U.S.  team  visits  a  prison,  what  are  they 
permitted  to  do  with  regard  to  taking  still  photographs  or  video 
footage? 

Answer.   U.S.  Customs  made  a  request  during  one  visit  to 
take  photographs  and  it  was  denied. 

Question.   What  access  to  documents  are  they  allowed? 

Answer.   U.S.  Customs  has  been  allowed  access  to  sales 
records.   Recently,  the  Chinese  have  agreed  to  allow  access  to 
second  stage  documentation  that  includes  trading  companies  and 
retail  outlets. 

Question.   How  can  you  be  assured  you  are  being  taken  to  the 
right  place?   How  can  you  be  certain  that  all  documents  are  being 
made  available,  if  any  are?   How  does  your  visit  handle  the 
question  of  the  Chinese  trading  company  the  prison  is  dealing 
with?   Isn't  it  most  likely  that  documents  showing  forced  labor 
product  exports  are  really  at  the  trading  company? 

Answer.   In  any  investigation,  access  to  all  documentation 
without  exception  cannot  be  guaranteed.   However,  the  Customs 
Service  makes  every  attempt  to  examine  all  pertinent  documents 
wherever  they  are  kept. 
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Question.   When  the  U.S.  team  visits  a  prison,  are  they 
permitted  to  take  away  samples  of  products  produced  there?   If 
yes,  what  type  of  forensic  testing  does  the  Customs  Service  do  on 
these,  as  well  as  tests  on  similar  products  found  for  sale  in  the 
United  States?   If  not,  why  are  we  not  permitted  to  take  samples? 
Given  the  general  difficulty  in  gathering  evidence  in  these  sorts 
of  cases,  doesn't  it  seem  valuable  to  be  able  to  get  samples  of 
products  which  are  definitely  made  by  forced  labor  so  comparisons 
can  be  made  with  products  for  sale  here?   On  what  reasonable 
grounds  could  the  Chinese  object  to  giving  or  selling  samples  to 
the  U.S.  officials,  besides — that  is — the  obvious  reason  it  would 
allow  you  to  prove  beyond  a  doubt  that  forced  labor  products  are 
still  being  exported  to  the  U.S.? 

Answer.   We  have  never  asked  for  samples  of  products  as  part 
of  our  facility  visits.   Samples  of  products  imported  into  the 
U.S.  are  pulled  when  there  is  a  specific  need  to  verify  through 
either  laboratory  analysis  or  expert  review  of  an  import 
specialist. 

Question.   What,  in  your  opinion,  are  the  strengths  and 
weaknesses  of  the  Memorandum  of  Understanding  on  Prison  Labor 
which  our  Government  signed  with  the  Chinese  in  August  1992? 

Answer.   The  greatest  strength  of  the  MOU,  unlike  most 
formal  international  agreements,  is  the  ability  to  participate  in 
inspections  on  foreign  soil.   Absent  a  procedural  protocol,  we 
have  experienced  difficulty  with  implementing  the  MOU.   The 
Chinese  have  endeavored  to  hold  us  to  an  evidentiary  standard 
before  we  request  a  visit.   This  weakness  of  not  having  the 
procedural  protocol  is  being  addressed  at  this  time. 

Question.   Have  you  read  China's  State  Council  "White  Paper 
on  Criminal  Reform,"  which  was  published  soon  after  the  MOU  was 
signed?   What  do  you  think  of  it?   Has  anyone  in  the  U.S.  Customs 
Service  done  a  critical  analysis  of  this  "white  paper"?   Do  you 
know  if  the  State  Department  has  done  one  and  circulated  it  to 
other  interested  Government  agencies? 

Answer.   I  have  not  personally  read  the  so-called  "white 
paper,"  but  have  been  briefed  on  its  contents  by  Customs  staff. 
I  have  been  informed  by  those  staff  members  that  this  "white 
paper"  is  of  questionable  merit. 

The  Customs  Service  has  not  prepared  a  critical  analysis  of 
the  paper,  although  many  have  an  in-depth  familiarity  with  its 
contents.   In  addition,  I  have  been  advised  by  staff  that  the 
State  Department  has  not  circulated  such  a  critical  analysis  to 
the  Customs  Service. 

Question.   The  Secretary  announced  that  the  Chinese  had 
agreed  to  allow  a  U.S.  team  to  go  to  five  prisons?  What  are  the 
dates  the  U.S.  first  requested  under  the  MOU  to  visit  the  five, 
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and  what  are  the  prison  names?  Which  ones  have  been  visited  and 
when?  What  were  the  results?   Who  was  on  the  U.S.  team? 

Answer.   The  Chinese  have  agreed  to  all  five  visits, 
provided  that  after  each  visit,  we  provide  a  report  of  our 
findings.   The  idea  is  to  bring  some  closure  to  each  visit  and 
case  before  proceeding  to  the  next  visit  and  case. 

On  January  19th  and  20th,  a  U.S.  Customs  Representative  in 
Beijing  visited  the  Red  Star  facility  and  is  now  arranging  a 
follow-up  visit  to  second  stage  retail  facilities.   We  are  in  the 
process  of  setting  up  the  revisit  to  Jinma  and  the  Yunnan  No.  1 
Prison.   No  date  has  been  agreed  upon  as  yet.   The  follow-up 
visit  for  the  Red  Star  case  involving  the  retail  facility  will 
take  place  soon.   The  remaining  three  visits  to  facilities  will 
be  scheduled  when  the  other  visits  are  completed. 

Question.   Last  May,  along  with  a  number  of  other  members  of 
the  House,  I  joined  a  press  conference  held  by  the  Laogai 
Research  Foundation  and  its  Executive  Director  Harry  Wu.   A 
report  entitled  "Cruel  Money"  was  made  public.   Have  you 
personally  read  the  report? 

Answer.   As  you  know,  I  became  Commissioner  on  May  12,  1993. 
Days  later.  Customs  received  the  report  entitled,  "Cruel  Money." 
Following  review  of  the  report.  Customs  investigators  interviewed 
Harry  Wu,  principal  author  of  "Cruel  Money."   As  a  result  of  this 
interview,  and  a  careful  analysis  of  the  report  itself,  by  early 
September  Customs  issued  detention  orders  for  chain  hoists  from 
two  locations;  surgical  gloves,  condoms,  raincoats,  rubber  boots 
and  shoes;  and  rubber  vulcanization  accelerators. 

Question.   Has  the  re-visit  to  Yunnan  Prison  No.  1  been 
conducted?   How  much  time  transpired  between  the  original  visit 
and  the  re-visit?   What  specifically  caused  the  U.S.  to  request 
the  re-visit? 

Answer.   The  original  visit  to  Jinma  was  conducted  on 
October  29,  1992.   The  revisit  to  Jinma  and  the  co-located 
facility  of  Yunnan  No.  1  Prison  has  been  cleared  by  the  Chinese 
but  not  scheduled  as  yet.   The  re-visit  became  necessary  when 
access  to  the  co-located  Yunnan  No.  1  Prison  was  denied  by  the 
Chinese.   The  U.S.  Customs  Representative  concluded  that  total 
access  to  Jinma  and  the  co-located  prison  facility  was  necessary. 

Question.   Are  you  aware  that  the  attorney  for  the  U.S.  law 
firm  representing  the  California  company  which  is  accused  of 
importing  Jinma  Diesel  engines  from  the  prison  has  been  to  the 
facility  at  least  once  and  maybe  twice  (and  was  allowed  to  film 
inside) ? 

Answer.   During  the  course  of  the  Chinese  Diesel  Imports 
(CDI)  litigation,  this  information  was  represented  to  Customs  by 
plaintiff  CDI.   Moreover,  the  plaintiff's  motion  for  summary 


564 


judgment  has  appended  thereto  a  declaration  of  GDI's  owner  that 
contains  this  information.   This  motion  was  filed  in 
January  1994. 

Question.   One  of  those  prisons  produces  rubber  boots  which 
are  exported  to  the  United  States.   What  are  you  doing  to 
investigate  this?   Have  you  requested  to  visit  the  prison  under 
the  MOU?   If  so,  when  did  you  make  the  request  and  what  was  the 
Chinese  response?   If  not,  why  not? 

Answer.   On  June  7,  1993,  a  case  involving  rubber  boots  was 
referred  to  the  Chinese  for  investigation.   On  September  1  and 
September  9,  1993,  Customs  issued  detention  orders  for  surgical 
gloves,  condoms,  raincoats,  rubber  boots  and  rubber  vulcanization 
accelerators.   On  September  7,  1993,  the  Chinese  provided 
investigative  reports;  however,  the  reports  were  not  sufficiently 
detailed  to  resolve  the  case.   We  will  follow-up  with  the  Chinese 
to  obtain  further  information. 

Question.   Another  person  in  Shenyang  known  as  Shenyang  New 
Life  Chemical  produces  more  than  half  of  China's  chemical  agents 
needed  to  vulcanize  rubber.   U.S.  law  states  that  it  is  illegal 
to  import  into  the  U.S.  products  "made  in  whole  or  in  part"  by 
forced  labor.   What  is  the  Customs  Service's  view  of  the  legality 
of  importing  rubber  products  which  were  produced  by  using 
chemicals  from  this  prison? 

Answer.   Customs  has  two  detention  orders  on  certain 
"vulcanized  rubber  accelerators"  and  "vulcanized  rubber 
products."   The  question  you  raise  is  one  of  the  sufficiency  of 
evidence.   As  you  know,  an  initial  detention  order  must  be 
supported  by  a  finding  that  the  information  "reasonably 
indicates"  that  the  merchandise  is  produced  "wholly  or  in  part" 
with  convict  labor.   A  final  "determination"  requires,  of  course, 
a  higher  standard — probable  cause.   To  date,  Customs  has  only 
compiled  evidence  of  reasonable  suspicion. 

Question.   Have  you  made  a  request  to  visit  Shenyanq  New 
Life  Chemical?   If  so,  when  and  what  was  the  Chinese  government 
response?   If  not,  why  not? 

Answer.   We  have  not  yet  requested  a  visit.   But  as 
previously  stated,  we  have  detention  orders  in  place  and  we 
referred  the  case  to  the  Chinese  for  investigations  and  have 
received  their  report.   Because  it  is  not  sufficiently  detailed, 
we  may  ask  for  a  visit  in  the  future. 

Question.   Are  you  aware  that  officials  from  Dow  Chemical 
twice  met  with  officials  of  this  "factory"  (once  in  1988  and 
again  in  1989)  seeking  to  sell  them  Dow  products? 

Answer.   No,  I  was  not  aware  of  this. 
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Question,   Has  the  Customs  Service  interviewed  any  of  the 
five  Dow  employees  who  went  to  Shenyang  on  these  visits? 

Answer.   No,  it  has  not. 

Question.   The  prison  officials  and  Dow  employees  were 
photographed  together  and  the  photo  was  published  in  the  1989 
Liaoning  Province  Economic  Yearbook.   One  of  the  individuals  was 
a  Caucasian?   Don't  you  think  that  if  the  U.S.  Government  is 
serious  about  understanding  the  Laogai  and  its  export  business  it 
would  seek  to  interview  the  Dow  employees  who  went  there? 

Answer.   The  Customs  Service  is  not  aware  of  any  wrongdoing 
on  behalf  of  these  employees  and,  absent  a  criminal  violation, 
there  is  no  jurisdiction  under  which  we  can  pursue  this  matter. 

Question.   How  many  active  investigations  involving  forced 
labor  imports  from  China  is  the  Customs  Service  currently 
conducting?   How  many  people  in  Hong  Kong,  China  and  the  U.S.  are 
assigned  full-time  to  forced  labor  product  investigations?   How 
many  are  Chinese  language  speakers  or  readers? 

Answer.   The  Office  of  Enforcement  has  nine  open 
investigations  involving  prison  labor  facilities  in  China. 
U.S.  Customs  expended  5,260  person  hours  in  FY  1993.   In  China, 
one  Customs  representative  is  a  language  speaker/reader. 
Additionally,  in  Hong  Kong  we  employ  as  investigators  Foreign 
Service  Nationals  that  are  Chinese  and  have  been  involved  in 
supporting  prison  labor  investigations. 

Question.   Under  your  predecessor,  Carol  Hallett,  the  E.W. 
Bliss  company  in  Michigan  was  charged  with  importing  stamping 
presses  made  by  forced  labor  in  China.   The  company  pled  guilty 
and  was  fined  roughly  $75,000,  put  on  two  year  probation,  and 
allowed  to  re-export  the  presses  to  Mexico  and  Costa  Rica.   Why 
was  the  company  allowed  to  re-export  the  presses  rather  than  the 
U.S.  Government  destroying  them?   What  are  the  names  of  the 
companies  in  Mexico  and  Costa  Rica  to  whom  the  presses  were 
shipped? 

Answer.   The  company  agreed  to  plead  guilty  to  a  criminal 
conviction  in  this  case  and  entered  into  a  plea  agreement.   Both 
Customs  and  the  Department  of  Justice  had  evidentiary  concerns  in 
this  case  and  considered  a  criminal  trial  to  pose  a  significant 
litigation  risk.   The  quid  pro  quo  in  the  Government's  view  was 
to  allow  the  company  to  re-export  the  machines  in  exchange  for  a 
significant  plea  of  guilty.   Customs  had  no  control  over  this 
decision  and  does  not  know  where  presses  were  shipped. 

Question.   If  companies  in  Mexico  and  Costa  Rica  use  those 
stamping  presses  to  produce  products  which  are  then  sent  to  the 
United  States  are  not  those  products  illegal?   What  is  the 
Customs  Service  doing  to  make  sure  those  presses  are  not  used  to 
produce  products  which  might  end  up  in  the  U.S.? 
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Answer.   No,  they  are  not  illegal. 

Question.   A  number  of  American  citizens  working  for  E.W. 
Bliss  have  been  inside  the  prison  in  China  where  the  presses  were 
produced.   Did  the  U.S.  Customs  Service  conduct  interviews  with 
these  people  about  what  they  saw,  how  the  system  worked,  and  the 
like?   If  so,  could  you  please  give  this  Committee  copies  of 
these  interviews  after  redacting  the  names  of  the  individuals? 
If  these  interviews  were  not  conducted,  why  not? 

Answer.   During  the  investigation  of  E.W.  Bliss,  Customs 
Special  Agents  interviewed  three  former  employees  of  Bliss  about 
Bliss's  relationship  with  the  manufacturer  of  the  machine 
presses,  the  Xuzhou  Forging  and  Pressing  Machine  Works  in  Wuzhou, 
Jianqsu  Province;  Bliss's  relationship  with  the  Chinese  Machinery 
Equipment  Company,  Jianqsu  Branch;  trips  to  the  prison  facility 
by  the  President  of  Bliss  and  other  employees;  what  those 
individuals  saw  during  their  visits;  and  various  meetings  which 
occurred  between  Bliss  officials  and  representatives  of  Xuzhou 
Forging  and  Pressing  Machine  Works  and  the  Chinese  Machinery 
Equipment  Company.   While  there  may  have  been  other  employees  who 
could  have  been  interviewed,  we  secured  enough  evidence  through 
the  three  interviews  completed  to  obtain  a  criminal  conviction. 

Availability  of  interview  transcripts  would  have  to  be 
coordinated  with  all  agencies  involved  with  this  case. 

Question.   Please  explain  to  me  the  interagency  coordination 
system  on  matters  related  to  Chinese  forced  labor. 

Answer.   U.S.  Customs  is  a  law  enforcement  agency,  and  the 
laws  relating  to  prison  labor  are  criminal  statutes  which  we 
enforce.   Our  interest  involves  specific  importations  of  goods 
into  the  U.S.  that  are  alleged  to  be  in  violation  of  the  civil 
and/or  criminal  statutes.   Once  we  establish  the  violations 
factually,  we  refer  the  matter  to  the  Department  of  Justice,  U.S. 
Attorney's  Office  for  prosecution.   In  the  prison  labor  issue, 
the  National  Security  Council  has  been  involved  because  of  their 
interests  relating  to  Most  Favored  Nation.   The  Department  of 
State  both  in  the  U.S.  and  in  the  American  Embassy  and  Consulates 
in  China  negotiated  the  Prison  Labor  MOU  and  in  fact  are 
continuing  to  involve  themselves  in  any  formal  or  informal 
agreement,  i.e.,  working  protocol.   Also,  Embassy  and  Consulate 
officials  work  in  conjunction  with  our  personnel  in  China  on  the 
prison  labor  issue. 

Question.   How  many  detention  orders  relating  to  Chinese 
Forced  Labor  products  are  in  effect?   How  many  were  put  into 
place  in  1993?   1994?   Please  provide  this  Committee  with  copies 
of  each  for  the  record. 

Answer.   There  are  22  detention  orders  in  place  at  the 
present  time.   In  the  1993  calendar  year,  there  were  four 
detention  orders  issued.   They  were  for  hoists,  Wulin  Machinery 
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Plant;  hoists,  Wuyi  Machinery  Plant;  surgical  gloves,  condoms, 
raincoats,  rubber  boots,  and  shoes,  Shenyang  New  Life  Rubber 
Factory;  and  rubber  vulcanization  accelerators,  Shenyang  Xinsheng 
Chemical  Works. 

No  detention  orders  have  been  issued  in  1994.   Copies  of  the 
1993  detention  orders  follow. 
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TUB  commmBrnMEE  ©f  ©ostob 


July    8,    199  3  WASHBWOTOW,  D.G. 

RES-3-01    CO:T:I:C      LA 


MEMORANDUM  FOR  ALL  REGIONAL  COMMISSIONERS 
ALL  DISTRICT  DIRECTORS 


FROM:  Commissioner  of  CiJstiQms 


^ 


SUBJECT:       Withhold  Release  of  PRC  Prison/Forced  Labor 
Importations  of  Targeted  Hoists 

It  has  been  brought  to  the  attention  of  Customs 
Service  Headquarters  that  certain  hoists  are  being  produced  by 
forced  labor  in  China,  exported  from  China,  and  imported  into 
the  United  States  in  violation  of  19  U.S.C.  1307  and  19  C.F.R. 
12.42.   Information  received  concerning  this  alleged  violative 
merchandise  was  obtained  from  sources  outside  Customs. 

According  to  19  U.S.C.  1307  (Section  307  of  the  Tariff 
Act  of  1930,  as  amended),  all  goods,  wares,  articles,  and 
merchandise  mined,  produced  or  manufactured  wholly  or  in  part 
in  any  foreign  country  by  convict  labor  and/or  forced  labor 
and/or  indentured  labor  under  penal  sanctions  shall  not  be 
entitled  to  entry  at  any  ports  of  the  United  States,  and  their 
importation  is  therefore  prohibited.   At  this  time,  the 
information  available  reasonably  indicates  that  the  specified 
hoists  may  be  imported  in  violation  of  Section  307.   In 
accordance  with  19  C.F.R.  12.42,  all  District  Directors  are 
advised  to  withhold  release  of  these  items  pending  instructions 
from  the  Commissioner  of  Customs  as  to  whether  the  merchandise 
may  be  released  otherwise  than  for  exportation. 

The  hoists  may  be  described  as  having  been  produced  by 
the  WULIN  (or  WULING)  MACHINERY  WORKS,  HANGZHOU,  Zhe j iang 
Province,  People's  Republic  of  China,  also  known  as  the 
HANGZHOU  WULIN  MACHINERY  PLANT,  as  the  HANGZHOU  WULIN  MACHINERY 
WORKS,  and  as  ZHEJIANG  PROVINCE  NO.  4  PRISON.   A  new  "external" 
name  for  this  plant  is  HANGZHOU  SUPERPOWER  HOIST  WORKS.   ACS 
research  gives  the  Manufacturer  ID  number  "CNfiANWULHAN"  and  the 
name  "Hangzhou  Wulin  Machinery  Works"  for  this  facility.   ACS 
also  shows  Chinese  hoists  being  exported  from  the  firm 
DAVID  M.K.  WONG  of  Hong  Kong  (several  Manufacturer  IDs 
beginning  with  "CNDAVMK,"  "HKDAVMK, "  "HKDAVWON,"  and 
"CNDAVWON")  to  a  firm  identified  as  the  "sole  agent"  of 
Hangzhou  Superpower  Hoist  Works.   There  is  also  a  possibility 
of  transshipment  via  the  Netherlands  firm  VITESSE  WAREHOUSING  & 
DISTRIBUTION  (NLVITWAR5171R0T) .   Evidence  available  to  the 
Customs  Service  indicates  that  the  factory  is  a  forced  (prison) 
labor  facility.   The  Harmonized  Tariff  Schedule  Heading  for  the 
hoists  appears  to  be  8425. 
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If  suspected  violative  shipments  are  detected,  they 
must  be  withheld  from  release  pending  further  notice  from 
Customs  Service  Headquarters. 

The  instructions  in  Customs  Directive  3550-43,  dated 
July  8,  1991,  "Implementation  of  the  National  Detention 
Policy,"  should  be  followed  relative  to  the  proper  procedures 
for  the  detention  of  merchandise. 

If,  upon  examination,  there  is  an  indication  of 
attempted  removal  or  obliteration  of  country  of  origin  marking 
or  marking  which  identifies  the  merchandise  as  to  brand  name  or 
manufacturer,  contact  the  appropriate  Customs  laboratory  to 
make  arrangements  to  have  laboratory  personnel  "raise  the 
marking. " 

Please  note  that  removal  or  obliteration  of  marking 
may  make  the  goods  in  question  liable  to  seizure.   In  such 
instances,  and  any  other  circumstances  where  seizure  is 
authorized,  seizure  action  should  be  taken  in  accordance  with 
appropriate  guidelines. 

All  pertinent  criteria  are  being  entered  into  National 
ACS  Cargo  Selectivity  and  Entry  Summary  Selectivity. 

Please  promptly  notify  the  local  Office  of  Enforcement 
upon  the  discovery  of  any  suspect  shipment.   For  each  suspect 
shipment,  please  submit  a  daily  report,  through  your  respective 
Commercial  Operations  Regional  Fraud  Coordinator  (RFC) ,  via  ACS 
E-Mail  by  3:00  p.m..  Eastern  Time,  to  the  Commercial  Compliance 
Branch  (CCB) ,  Office  of  Trade  Operations,  Customs  Headquarters, 
addressing  the  attribute  "HQ\CCB."   RFCs  should  forward 
negative  reports  concerning  all  convict  labor  detention  orders 
to  "HQ\CCB"  on  a  monthly  basis.   In  addition,  copies  of  all  CF 
3461,  CF  7501,  any  detention  notices  and  invoices  pertaining  to 
suspected  violative  shipments  must  be  faxed  to  the  CCB  at  (202) 
927-1202  or  (202)  927-1208.   If  samples  were  forwarded  to  the 
laboratory,  please  indicate  this  on  the  entry  documentation. 
For  further  information,  contact  the  CCB  at  (202)  927-1959  or 
(202)  927-0005. 

Please  disseminate  this  information  to  the  appropriate 
personnel  within  your  jurisdictiofi. 
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THE  COSySMISSIONER  OF  CUSTOMS 


WASHINGTON,  D.C. 


August    6,     1993 


RES-3-01    CO:T:I:C       LA 


MEMORANDUM    FOR 


FROM: 


SUBJECT: 


ALL 
ALL 


REGIONAL 
DISTRICT 


COMMISSIONERS 
DIRECTORS 


yy^-r-  i^^*^ 


Commissioner  of  Customs   ^  ^^^ ^^ 

Withhold  Release  of  PRC  Prison/Forced  Labor 
Importations  of  Targeted  Hoists 


It  has  been  brought  to  the  attention  of  Customs  Service 
Headquarters  that  certain  hoists  are  being  produced  by 
forced  labor  in  China,  exported  from  China,  and  imported 
into  the  United  States  in  violation  of  19  U.S.C.  1307  and  19 
C.F.R.  12.42.   Information  received  concerning  this  alleged 
violative  merchandise  was  obtained  from  sources  outside 
Customs. 

According  to  19  U.S.C.  1307  (Section  307  of  the  Tariff 
Act  of  1930,  as  amended),  all  goods,  wares,  articles,  and 
merchandise  mined,  produced  or  manufactured  wholly  or  in 
part  in  any  foreign  country  by  convict  labor  and/or  forced 
labor  and/or  indentured  labor  under  penal  sanctions  shall 
not  be  entitled  to  entry  at  any  ports  of  the  United  States, 
and  their  importation  is  therefore  prohibited.   At  this 
time,  the  information  available  reasonably  indicates  that 
the  specified  hoists  may  be  imported  in  violation  of  Section 
307.   In  accordance  with  19  C.F.R.  12.42,  all  District 
Directors  are  advised  to  withhold  release  of  these  items 
pending  instructions  from  the  Commissioner  of  Customs  as  to 
whether  the  merchandise  may  be  released  otherwise  than  for 
exportation . 

The  hoists  may  be  described  as  having  been  produced  by 
the  WUYI  MACHINERY  PLANT,  Zhejiang  Province,  People's 
Republic  of  China,  also  known  as  the  ZHEJIANG  LIGHT  DUTY 
LIFTING  MACHINERY  FACTORY  CHINA,  and  as  ZHEJIANG  PROVINCE 
NO.  1  PRISON.   "WUYI"  is  translated  as  "MAY  1ST,"  so  this 
name  may  also  appear.   Evidence  available  to  the  Customs 
Service  indicates  that  the  factory  is  a  forced  (prison) 
labor  facility.   The  hoists  are  reportedly  exported  through 
a  Hong  Kong  trading  company,  ZHEJIANG  MACHINERY  &  EQUIPMENT 
IMPORT  AND  EXPORT  CORPORATION  (ZM&E).   ZMiE  is  said  to  have 
a  subsidiary  called  FUCHUEN  MACHINERY  &  EQUIPMENT  CO.,  LTD., 
also  located  in  Hong  Kong.   ACS  indicates  several 
manufacturer  ID  numbers  for  ZM&E,  all  beginning  with 
"HKZHEMAC"  and  for  FUCHUEN,  beginning  with  either  "HKFUCMAt.."" 
or  "CNFUCMAC."   The  Harmonized  Tariff  Schcxiulo  Ho.ui  i  n-i  I  or 
the  hoists  appears  to  bo    "•*,;"■'-. 
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If  suspected  violative  shipments  are  detected,  they 
must  be  withheld  from  release  pending  further  notice  from 
Customs  Service  Headquarters. 

The  instructions  in  Customs  Directive  3  550-4  3,  dated 
July  8,  1991,  "Implementation  of  the  National  Detention 
Policy,"  should  be  followed  relative  to  the  proper 
procedures  for  the  detention  of  merchandise. 

If,  upon  examination,  there  is  an  indication  of 
attempted  removal  or  obliteration  of  country  of  origin 
marking  or  marking  which  identifies  the  merchandise  as  to 
brand  name  or  manufacturer,  contact  the  appropriate  Customs 
laboratory  to  make  arrangements  to  have  laboratory  personnel 
"raise  the  marking." 

Please  note  that  removal  or  obliteration  of  marking  may 
make  the  goods  in  question  liable  to  seizure.   In  such 
instances,  and  any  other  circumstances  where  seizure  is 
authorized,  seizure  action  should  be  taken  in  accordance 
with  appropriate  guidelines. 

All  pertinent  criteria  are  being  entered  into  National 
ACS  Cargo  Selectivity  and  Entry  Summary  Selectivity. 

Please  promptly  notify  the  local  Office  of  Enforcement 
upon  the  discovery  of  any  suspect  shipment.   For  each 
suspect  shipment,  please  submit  a  daily  report,  through  your 
respective  Commercial  Operations  Regional  Fraud  Coordinator 
(RFC),  via  ACS  E-Mail  by  3:00  p.m..  Eastern  Time,  to  the 
Commercial  Compliance  Branch  (CCB) ,  Office  of  Trade 
Operations,  Customs  Headquarters,  addressing  the  attribute 
"HQ\CCB."   RFCs  should  forward  negative  reports  concerning 
all  convict  labor  detention  orders  to  "HQ\CCB"  on  a  monthly 
basis.   In  addition,  copies  of  all  CF  3461,  CF  7501,  any 
detention  notices  and  invoices  pertaining  to  suspected 
violative  shipments  must  be  faxed  to  the  CCB  at  (202)  927- 
1202  or  (202)  927-1208.   If  samples  were  forwarded  to  the 
laboratory,  please  indicate  this  on  the  entry  documentation. 
For  further  information,  contact  the  CCB  at  (202)  927-1959 
or  (202)  927-0005. 

Please  disseminate  this  information  to  the  appropriate 
personnel  within  your  jurisdiction. 
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TIHIE  OOyHOSSQOMER  ©F  CUSTOfl 


September    1,     1993 


WASKtiMGTON,  0.C. 


RES  -  3  -  0 1    CO : T : I  :  C      LA 


MEMORANDUM  FOR  ALL  REGIONAL  COMMISSIONERS 
ALL  DISTRICT  DIRECTORS 


FROM:  Commissioner  of  Customs   /^U-cyi^  /J^aJ^-<^^^^^ 


SUBJECT:        Withhold  Release  of  PRO  Prison/Forced  Labor 
Importations  of  Targeted  Rubber  Products 


It  has  been  brought  to  the  attention  of  Customs  Service 
Headquarters  that  certain  condoms,  rubber  gloves,  rubber 
raincoats  and  rubber  footwear  are  being  produced  by  forced 
labor  in  China,  exported  from  China,  and  imported  into  the 
United  States  in  violation  of  19  U.S.C.  1307  and  19  C.F.R. 
12.42.   Information  received  concerning  this  alleged 
violative  merchandise  was  obtained  from  sources  outside 
Customs . 

According  to  19  U.S.C.  1307  (Section  307  of  the  Tariff 
Act  of  1930,  as  amended),  all  goods,  wares,  articles,  and 
merchandise  mined,  produced  or  manufactured  wholly  or  in  part 
in  any  foreign  country  by  convict  labor  and/or  forced  labor 
and/or  indentured  labor  under  penal  sanctions  shall  not  be 
entitled  to  entry  at  any  ports  of  the  United  States,  and 
their  importation  is  therefore  prohibited.   At  this  time,  the 
information  available  reasonably  indicates  the  possibility 
that  the  specified  condoms,  rubber  gloves,  rubber  raincoats, 
and  rubber  footwear  might  be  imported  in  violation  of  Section 
307.   In  accordance  with  19  C.F.R.  12.42,  all  district 
directors  are  advised  to  withhold  release  of  these  items 
pending  instructions  from  the  Commissioner  of  Customs  as  to 
whether  the  merchandise  may  be  released  otherwise  than  for 
exportation . 

The  condoms,  rubber  gloves,  rubber  raincoats,  and  rubber 
footwear  may  be  described  as  having  been  produced  by  the 
SHENYANG  NEW  LIFE  RUBBER  FACTORY,  Liaoning  Province,  People's 
Republic  of  China,  also  known  as  the  SHENYANG  XINGSHENG  (or 
XINSHENG)   (NEW  LIFE)  RUBBER  PLANT,  the  SHENYANG  NO.  2  LAOGAI 
DETACHMENT,  the  SHENYANG  DABEI  PRISON,  and  the  SHENYANG  MODEL 
PRISON.   Evidence  available  to  the  Customs  Service  indicates 
that  the  factory  is  a  forced  (prison)  labor  facility.   The 
Harmonized  Tariff  Schedule  Subheading  for  the  condoms  appears 
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to  be  4014.100000;  the  subheadings  for  the  rubber  gloves 
appear  to  be  4015.110000  through  4015.195000;  the  subheading 
for  the  rubber  raincoats  appears  to  be  4015.900050,  and  the 
subheadings  for  the  rubber  footwear  appear  to  be  6401.100000 

through  6401.999000. 

If  suspected  violative  shipments  are  detected,  they  must 
be  withheld  from  release  pending  further  notice  from  Customs 
Service  Headquarters . 

The  instructions  in  Customs  Directive  3550-43,  dated 
July  8,  1991,  "Implementation  of  the  National  Detention 
Policy, "  should  be  followed  relative  to  the  proper  procedures 
for  the  detention  of  merchandise. 

If,  upon  examination,  there  is  an  indication  of 
attempted  removal  or  obliteration  of  country  of  origin 
marking  or  marking  which  identifies  the  merchandise  as  to 
brand  name  or  manufacturer,  contact  the  appropriate  Customs 
laboratory  to  make  arrangements  to  have  laboratory  personnel 
"raise  the  marking,"  if  possible. 

Please  note  that  removal  or  obliteration  of  marking  may 
make  the  goods  in  question  liable  to  seizure.   In  such 
instances,  and  any  other  circumstances  where  seizure  is 
authorized,  seizure  action  should  be  taken  in  accordance  with 
appropriate  guidelines. 

All  pertinent  criteria  are  being  entered  into  National 
ACS  Cargo  Selectivity  and  Entry  Summary  Selectivity. 

Please  promptly  notify  the  local  Office  of  Enforcement 
upon  the  discovery  of  any  suspect  shipment.   For  each  suspect 
shipment,  please  submit  a  daily  report,  through  your 
respective  Commercial  Operations  Regional  Fraud  Coordinator 
(RFC),  via  ACS  E-Mail  by  3:00  p.m..  Eastern  Time,  to  the 
Commercial  Compliance  Branch  (CCB) ,  Office  of  Trade 
Operations,  Customs  Headquarters,  addressing  the  attribute 
"HQ\CCB."   RFCs  should  forward  negative  reports  concerning 
all  convict  labor  detention  orders  to  "HQ\CCB"  on  a  monthly 
basis.   In  addition,  copies  of  all  CF  3461,  CF  7501,  any 
detention  notices  and  invoices  pertaining  to  suspected 
violative  shipments  must  be  faxed  to  the  CCB  at  (202) 
927-1202  or  (202)  927-1208.   If  samples  were  forwarded  to  the 
laboratory,  please  indicate  this  on  the  entry  documentation. 
For  further  information,  contact  the  CCB  at  (202)  927-1959  or 
(202)  927-0005. 

Please  disseminate  this  information  to  the  appropriate 
personnel  within  your  jurisdiction. 
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THE  CODilDIMlOSSOOWEi^  OF  CySTOMS 


September    3,    1993 


WASHINGTON,  O.C. 

RES-3-01    CO:TO:I:C   LA 


MEMORANDUM  FOR  ALL  REGIONAL  COMMISSIONERS 
ALL  DISTRICT  DIRECTORS 


FROM:  Commissioner  of  Customs 


A^^^ 


SUBJECT:       Withhold  Release  of  PRC  Prison/Forced  Labor 

Importations  of  Targeted  Rubber  Vulcanization 
Accelerators 


It  has  been  brought  to  the  attention  of  Customs  Service 
Headquarters  that  certain  rubber  vulcanization  accelerators 
are  being  produced  by  forced  labor  in  China,  exported  from 
China,  and  imported  into  the  United  States  in  violation  of 
19  U.S.C.  1307  and  19  C.F.R.  12.42.   Information  received 
concerning  this  alleged  violative  merchandise  was  obtained 
from  sources  outside  Customs. 

According  to  19  U.S.C.  1307  (Section  307  of  the  Tariff 
Act  of  1930,  as  amended),  all  goods,  wares,  articles,  and 
merchandise  mined,  produced  or  manufactured  wholly  or  in  part 
in  any  foreign  country  by  convict  labor  and/or  forced  labor 
and/or  indentured  labor  under  penal  sanctions  shall  not  be 
entitled  to  entry  at  any  ports  of  the  United  States,  and 
their  importation  is  therefore  prohibited.   At  this  time,  the 
information  available  reasonably  indicates  the  possibility 
that  the  specified  rubber  vulcanization  accelerators  might  be 
imported  in  violation  of  Section  307.   In  accordance  with 
19  C.F.R.  12.42,  all  District  Directors  are  advised  to 
withhold  release  of  these  items  pending  instructions  from  the 
Commissioner  of  Customs  as  to  whether  the  merchandise  may  be 
released  otherwise  than  for  exportation. 

The  rubber  vulcanization  accelerators  may  be  described 
as  having  been  produced  by  the  SHENYANG  XINSHENG  (NEW  LIFE) 
CHEMICAL  WORKS,  Liaoning  Province,  People's  Republic  of 
China,  also  )cnown  as  the  SHENYANG  DONGBEI  ASSISTANT  AGENT 
MAIN  FACTORY,  the  XINSHENG  CHEMICAL  FACTORY,  the  SHENYANG 
NO.  1  LAOGAI  DETACHMENT,  and  the  SHENYANG  REFORM  THROUGH 
LABOR  SECOND  REFORM  DIVISION.   Evidence  available  to  the 
Customs  Service  indicates  that  the  factory  is  a  forced 
(prison)  labor  facility.   The  Harmonized  Tariff  Schedule 
Subheading  for  the  accelerators  appears  to  be  3812.10. 
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If  suspected  violative  shipments  are  detected,  they  must 
be  withheld  from  release  pending  further  notice  from  Customs 
Service  Headquarters. 

The  instructions  in  Customs  Directive  3550-43,  dated 
July  8,  1991,  "Implementation  of  the  National  Detention 
Policy, "  should  be  followed  relative  to  the  proper  procedures 
for  the  detention  of  merchandise. 

Please  note  that  removal  or  obliteration  of  marking  may 
make  the  goods  in  question  liable  to  seizure.   In  such 
instances,  and  any  other  circumstances  where  seizure  is 
authorized,  seizure  action  should  be  taken  in  accordance  with 
appropriate  guidelines. 

All  pertinent  criteria  are  being  entered  into  National 
ACS  Cargo  Selectivity  and  Entry  Summary  Selectivity. 

Please  promptly  notify  the  local  Office  of  Enforcement 
upon  the  discovery  of  any  suspect  shipment.   For  each  suspect 
shipment,  please  submit  a  daily  report,  through  your 
respective  Commercial  Operations  Regional  Fraud  Coordinator 
(RFC),  via  ACS  E-Mail  by  3:00  p.m..  Eastern  Time,  to  the 
Commercial  Compliance  Branch  (CCB) ,  Office  of  Trade 
Operations,  Customs  Headquarters,  addressing  the  attribute 
"HQXCCB."   RFCs  should  forward  negative  reports  concerning 
all  convict  labor  detention  orders  to  "HQ\CCB"  on  a  monthly 
basis.   In  addition,  copies  of  all  CF  3461,  CF  7501,  any 
detention  notices  and  invoices  pertaining  to  suspected 
violative  shipments  must  be  faxed  to  the  CCB  at  (202) 
927-1202  or  (202)  927-1208.   If  samples  were  forwarded  to  the 
laboratory,  please  indicate  this  on  the  entry  documentation. 
For  further  information,  contact  the  CCB  at  (202)  927-1959  or 
(202)  927-0005. 

Please  disseminate  this  information  to  the  appropriate 
personnel  within  your  jurisdiction. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  CONGRESSMAN  ISTOOK 

GENERAL  POLICY  AND  BUDGET  QUESTIONS 

Question.   Please  describe  how  the  work  of  Customs  Service 
fits  with  other  U.S.  law  enforcement  agencies? 

Answer.   Customs  is  responsible  for  enforcing  all  Federal 
laws  concerning  the  importation  and  exportation  of  merchandise, 
including  monetary  instruments  and  contraband.   No  other  Federal 
agency  has  this  expansive  border  enforcement  responsibility. 

As  a  practical  matter.  Customs  "fits"  with  two  categories  of 
Federal  enforcement  agencies.   The  first  category  is  other  border 
enforcement  agencies.   Customs  works  with  other  border 
enforcement  agencies  such  as  the  Immigration  and  Naturalization 
Service,  the  Coast  Guard,  and  the  Department  of  Agriculture's 
Animal  and  Plant  Health  Inspection  Service  to  guard  the  Nation's 
borders  by  inspecting  persons  and  merchandise  to  ensure 
compliance  with  Federal  law. 

The  second  category  is  other  Federal  investigative  agencies. 
Customs  conducts  criminal  investigations  concerning  the  many 
import/export  laws  it  enforces.   In  effect,  Customs  is  the 
primary  border  investigative  agency,  as  no  other  agency  has  the 
broad  responsibilities  and  powers  that  Customs  officers  possess, 
for  example,  the  authority  to  border  search  for  merchandise. 
Customs  also  works  with  the  Federal  Bureau  of  Investigation,  the 
Drug  Enforcement  Agency,  and  other  Federal  investigative  agencies 
on  cases  in  which  there  are  border  violations,  and  thus  Customs 
has  investigative  jurisdiction. 

Question.   Are  you  restricted  to  border  areas  and  airports, 
or  can  Customs  officials  make  arrests  anywhere? 

Answer.   The  arrest  authority  of  Customs  officers  is  not 
restricted  by  statute  to  border  areas  or  airports.   Rather, 
19  U.S.C.  1589a  grants  Customs  officers  the  same  type  of  broad 
arrest  authority  as  granted  to  certain  other  Federal  officers, 
such  as  FBI  agents.   That  is.  Customs  officers  are  authorized  to 
make  arrests  anywhere  in  the  United  States  if  they  have  probable 
cause  to  believe  that  the  person  to  be  arrested  committed,  or  is 
committing,  any  Federal  felony.   Further,  Customs  officers  are 
authorized  to  make  arrests  anywhere  in  the  United  States  for  any 
Federal  misdemeanor  committed  within  an  officer's  presence. 

Question.   Please  comment  on  your  work  with  the  Office  of 
National  Drug  Control  Policy  (ONDCP) .   From  Customs  point  of 
view,  is  ONDCP  effective  in  coordinating  the  many  law  enforcement 
agencies  fighting  the  drug  war? 

Answer.   Since  ONDCP's  establishment  in  1988,  Customs  has 
been  a  principal  partner  and  enjoyed  excellent  interagency 
liaison.   Through  its  charter,  ONDCP  effectively  coordinates  a 
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variety  of  interagency  meetings  and  drug  enforcement 
subcommittees  for  all  drug  supply  and  demand  agencies.   For 
example,  ONDCP  chartered  the  Border  Interdiction  Committee,  which 
is  currently  chaired  by  Customs,  and  is  responsible  for 
coordinating  all  U.S.  interdiction  efforts.   Other  initiatives 
developed  and  supported  by  ONDCP  include  Northstar,  Operation 
ALLIANCE  and  the  Southwest  Border  Working  Group.   ONDCP  has 
served  as  an  excellent  conduit  for  elevating  major  policy  issues, 
as  well  as  identifying  major  shifts  and  trends  in  drug  smuggling 
and  distribution  networks. 

In  1990,  and  in  direct  response  to  the  narcotics  threat 
presented  in  major  U.S.  cities,  ONDCP  established  the  High 
Intensity  Drug  Trafficking  Areas  (HIDTAs) .   The  HIDTA  program, 
which  was  originally  developed  as  a  funding  mechanism  to  support 
new  Federal,  State,  and  local  law  enforcement  initiatives,  has 
evolved  into  a  program  which  supports  new  multiagency  drug 
enforcement  and  related  money  laundering  interdiction  and 
investigative  operations.   Since  the  inception  of  HIDTA  in  1990, 
Customs  has  been  authorized  approximately  $35  million  to  both 
initiate  and  develop  new  drug  interdiction  and  investigative 
programs  in  direct  response  to  new  or  emerging  drug  threats. 

Customs  maintains  a  dual  role  in  both  drug  interdiction  and 
investigation.   Since  the  March  14,  1990,  USC/DEA  Title  21 
cross-designation  agreement  and  related  program  began,  Customs 
has  routinely  performed  drug  smuggling  investigations  and  has 
routinely  assigned  full-time  representatives  to  ONDCP.   In 
addition,  ONDCP's  Research  and  Development  Division  has  worked 
closely  with  Customs  in  the  development  of  new  drug  enforcement 
technologies. 

From  the  Customs  point  of  view,  we  are  very  pleased  with  the 
decision  to  elevate  the  ONDCP  Director's  position  to  the   Cabinet 
level  and  we  continue  to  support  the  role  and  mission  of  the 
ONDCP. 

Question.   Your  request  includes  an  increase  of  186 
inspectors  due  to  NAFTA,  especially  in  the  area  of  textile 
imports.   Do  you  see  this  as  a  temporary  increase  in  workload 
until  NAFTA  is  fully  in  place,  or  will  the  stricter  import 
enforcement  be  needed  permanently? 

Answer.   The  requested  resources--which  will  include 
inspectors,  import  specialists,  investigative  agents,  and  support 
personnel — will  upgrade  Customs  trade  enforcement  against  illegal 
imports  impacting  domestic  industry,  particularly  transshipped 
textiles.   It  is  a  problem  of  great  concern  to  the  Congress,  the 
Administration,  and  domestic  industry.   Current  information 
indicates  that  the  problem  is  widespread,  involving  numerous 
foreign  exporters  and  products.   We  believe  that  this  increased 
enforcement  will  be  needed  for  the  foreseeable  future  in  order  to 
insure  a  significant  reduction  in  these  illegal  practices.   At 
this  time,  it  is  not  possible  to  provide  a  specific  time  period. 
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Question.   Is  the  increase  in  airline  ticket  fees,  and  their 
extension  to  travelers  to  Mexico  and  Canada,  enough  to  cover  the 
increased  costs  to  Customs  of  enforcing  NAFTA? 

Answer.   The  additional  collections  will  partially  offset 
the  loss  of  Customs  duties  from  NAFTA  enactment. 

Question.   In  general,  does  the  policy  of  lowering  U.S. 
trade  restrictions,  say  through  GATT  or  NAFTA,  increase  or 
decrease  the  overall  workload  of  the  Customs  Service?   Does  it 
follow  that  fewer  trade  rules  mean  less  work  for  Customs? 

Answer.   The  policy  of  lowering  trade  restrictions  plus 
trade  rules  actually  increases  the  workload  of  Customs.   The 
focus  of  Customs  naturally  shifts  from  increased  revenue 
collections  to  one  of  scrutinizing  shipments  in-depth  to  ensure 
that  the  terms  of  the  trade  agreements  are  not  circumvented  and 
that  the  goods  are  eligible  for  preferential  tariff  treatment. 
This  entails  a  close  look  at  documents,  as  well  as  expending  much 
time  and  effort  in  examining  importer  records.   Increased 
training  is  necessary  for  Agency  personnel  to  ensure  that  they 
are  knowledgeable  with  all  the  terms  of  the  agreement.   Greater 
time  and  effort  may  be  expended  in  the  assessment  of  civil  or 
criminal  penalties  for  making  false  representations  as  to 
preferential  treatment.   A  great  amount  of  time  is  needed  to 
follow  through  on  these  cases,  as  well  as  to  obtain  any 
collections  that  may  be  assessed. 

Question.   What  strategy  does  Customs  have  in  place  to 
address  illegal  immigration?  Is  simply  increasing  law  enforcement 
at  the  borders  enough  to  control  illegal  immigration,  or  should 
the  Government  take  another  approach? 

Answer.   Customs  is  working  closely  with  the  Immigration  and 
Naturalization  Service  (INS) ,  which  is  the  lead  agency  on 
immigration  matters,  to  identify  illegal  immigrants  at  all 
ports-of -entry.   At  land  border  ports.  Customs  inspectors  are 
cross-designated  to  perform  INS  functions  on  the  primary 
inspection  lanes,  and  to  use  behavioral  analysis  and  interviewing 
skills  to  identify  illegal  immigrants.   At  airports  and  seaports, 
INS  inspectors  normally  handle  all  primary  inspection  operations 
while  Customs  uses  highly  trained  roving  inspectors  and  advance 
analysis  to  target  potential  violators. 

Customs,  INS,  and  the  Department  of  State's  Bureau  of 
Consular  Affairs  are  working  under  the  umbrella  of  the 
Interagency  Border  Inspection  System  (IBIS)  to  use  automation  and 
shared  intelligence  to  identify  illegal  immigrants  and  other 
violators.   The  IBIS  Interagency  Data  Sharing  Initiative  will 
improve  the  screening  of  visa  applicants  through  increased  data 
sharing  with  the  overseas  visa  issuance  posts,  and  add  an 
additional  screening  point  outside  the  United  States.   The 
Initiative  features  a  two-way  link  between  IBIS  and  the  visa 
issuance  posts  for  applicant  screening.   In  addition  it  will 
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create  a  Travel  Document  Database  on  visa  and  passport  applicants 
that  will  be  available  to  Customs  and  INS  inspectors  at  the 
ports-of-entry  and,  in  a  limited  edition,  to  overseas  airline 
check-in  agents. 

The  efforts  to  control  illegal  immigration  must  include  a 
strong  border  presence,  cooperative  efforts  between  agencies, 
automation,  and  immigration  legislation  that  facilitates  the 
entry  of  legal  immigrants  while  denying  loopholes  to  illegal 
immigrants. 

Question.   You  may  know  that  Congress  recently  placed  a 
restriction  in  the  L.A.  earthquake  aid  bill  against  giving 
long-term  Government  aid  to  illegal  aliens.   In  your  opinion, 
does  the  policy  of  reducing  Government  aid  to  illegal  immigrants 
help  stem  the  flow  of  illegals  at  the  border? 

Answer:  The  Customs  Service  has  not  conducted  any  research 
in  this  area  and  would,  therefore,  not  be  able  to  respond  to  this 
question  adequately.   We  believe  that  this  question  would  be  best 
addressed  to  the  Immigration  and  Naturalization  Service. 

CONSOLIDATION  OF  AVIATION  CENTERS 

Question.   Please  describe  Customs  plans  for  consolidating 
control  of  air  interdiction  efforts  at  one  facility. 

Answer.   As  you  may  be  aware,  Presidential  Decision 
Directive-14  (PDD-14)  required  the  Office  of  National  Drug 
Control  Policy  (ONDCP)  to  lead  an  effort  to  streamline  all  U.S. 
C3I  functions.   To  accomplish  this  task,  ONDCP  created  a  "focus 
group"  consisting  of  representatives  from  the  U.S.  Customs 
Service,  Department  of  Defense,  and  U.S.  Coast  Guard.   This  group 
developed  a  concept  of  operations  that  provided  for,  among  other 
things,  one  Domestic  Air  Interdiction  Coordination  Center  (DIACC) 
to  be  established  in  an  existing  Customs  facility.   The  DIACC 
would  combine  the  functions  of  C3I  East  in  Miami,  Florida,  and 
C3I  West  in  Riverside,  California,  into  one  location. 

Question.   What  effect  will  this  consolidation  have  on 
Customs  air  interdiction  efforts?   Are  there  operational  benefits 
as  well  as  cost  savings? 

Answer.   Initially  there  will  certainly  be  some  minor 
disruption  of  services  as  a  result  of  C3I  center  consolidation. 
The  operational  impact  will  be  short-lived  and  relatively 
transparent  to  field  operations.   Although  a  complete  technical 
plan  has  not  yet  been  formulated,  a  quick  look  has  assured  us 
that  there  are  no  technical  or  operational  roadblocks  and  we  are 
very  confident  in  our  ability  to  accomplish  this  consolidation 
smoothly.   The  primary  result  of  the  consolidation  will  be  a  cost 
savings  of  approximately  $5  million  annually. 
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Question.  How  will  the  consolidation  affect  the  Aviation 
Center  in  Oklahoma?  Is  it  equipped  to  take  on  extra  work  from 
the  facilities  that  will  be  closed? 

Answer.   As  it  is  currently  configured,  the  C3I  facility  in 
Oklahoma  City  acts  as  an  operational  oversight  entity  with  no 
stand-alone  capability.   It  has  no  data  processing  capability; 
therefore,  it  is  dependent  upon  the  C3I  facilities  East  and  West 
for  data.   It  also  has  very  limited  communications  capacity.   The 
Oklahoma  facility  could  provide  some  measure  of  backup  in  terms 
of  monitoring  activities  as  it  did  after  Hurricane  Andrew.   There 
is  no  present  plan  for  the  Oklahoma  facility  to  assume  any 
workload  of  a  consolidated  system. 

Question.   How  will  the  work  force  there  be  effected?  Will 
the  number  of  positions  in  Oklahoma  increase?   If  so,  will 
personnel  from  the  closed  centers  be  re-assigned  to  the  one  in 
Oklahoma? 

Answer.   There  will  be  a  definite  effect  on  the  Oklahoma 
facility's  work  force.   The  Oklahoma  facility  will  house  the 
System  Test  Facility  (STF) .   This  STF  is  currently  being 
implemented  and  is  expected  to  save  the  Customs  Service  money 
over  the  years  by  reducing  our  dependency  on  contractors  while 
allowing  us  to  design,  test,  and  evaluate  hardware  and  software 
that  will  enhance  operational  capability  well  into  the  future. 
Fewer  positions  will  be  required  to  staff  the  STF  as  compared  to 
its  current  role  of  operational  oversight.   It  is  anticipated 
that  some  people  will  be  relocated  out  of  the  Oklahoma  facility 
to  the  consolidated  facility,  or  to  one  of  the  Joint  Air 
Interdiction  Task  Force  (JAITF)  facilities  created  under  PDD-14 
and  ONDCP  guidance.   The  number  of  positions  affected  has  not  yet 
been  determined  as  we  are  still  in  the  planning  stages  of 
restructuring . 

PROPOSED  CLOSING  OF  C3I  EAST  AVIATION  CENTER 

Question.   Congresswoman  Ros-Lehtinen,  who  represents  the 
South  Florida  area,  has  asked  me  to  inquire  about  the  Customs 
Service's  plans  to  close  the  C3I  East  Aviation  Center  in  Miami. 
I  have  not  taken  a  position  on  the  proposed  closing,  but  I  am 
seeking  more  information  on  it. 

Answer.   As  you  may  be  aware.  Presidential  Decision 
Directive-14  (PDD-14)  required  the  Office  of  National  Drug 
Control  Policy  (ONDCP)  to  lead  an  effort  to  streamline  all  U.S. 
C3I  functions.   To  accomplish  this  task,  ONDCP  created  a  "focus 
group"  consisting  of  representatives  from  the  U.S.  Customs 
Service,  Department  of  Defense,  and  U.S.  Coast  Guard.   This  group 
developed  a  concept  of  operations  that  provided  for,  among  other 
things,  one  Domestic  Air  Interdiction  Coordination  Center  (DIACC) 
to  be  established  in  an  existing  Customs  facility.   The  DIACC 
would  combine  the  functions  of  C3I  East  in  Miami,  Florida,  and 
C3I  West  in  Riverside,  California,  into  one  location. 
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Question.   I  am  told  this  facility  was  extensively  damaged 
by  Hurricane  Andrew  in  August  1992.   How  much  has  the  Federal 
Government  spent  to  get  it  back  in  working  order?   (Estimates  are 
around  $50  million) . 

Answer.   As  of  March  1,  1994,  the  Federal  Government  has 
spent  approximately  $2,272,000  million  to  repair  the  C3I  East 
Aviation  Center  building  in  Miami,  FL.   This  facility  houses  both 
C3I  East  and  the  Aviation  Operations  Center  East.   Additional 
costs  have  been  incurred  to  repair/ replace  damaged  equipment,  and 
for  other  needed  goods  and  services  arising  as  a  result  of  the 
hurricane. 

Question.   Assuming  the  facility  could  be  closed  as  quickly 
and  efficiently  as  possible,  and  its  work  shifted  to  another 
center,  how  long  would  it  take  for  the  Government  to  begin  to  see 
budget  savings? 

Answer.   The  Customs  Service  conducted  a  study  to  determine 
the  answer  to  this  same  question.   First  year  savings  will  be 
approximately  $2  million  and  outyear  savings  will  be 
approximately  $5  million. 

Question.   Is  the  building  in  Miami  owned  by  the  Federal 
Government?   If  the  Customs  facility  is  closed  will  the  building 
be  used  for  other  Government  purposes? 

Answer.   Yes,  the  building  is  owned  by  the  U.S.  Customs 
Service.   Other  Government  agencies  have  been  made  aware  that  a 
C3I  facility  will  be  vacated  and  available  if  a  need  exists. 

Question.   What  effect  will  closing  C3I  East  have  on  Customs 
drug  interdiction  efforts  in  South  Florida?  Will  the  closure 
slacken  our  anti-drug  efforts  in  one  of  the  most  active  drug 
smuggling  areas  in  the  country? 

Answer.   Although  there  will  be  some  minor,  unavoidable 
disruptions  of  C3I  services  for  a  short  period  of  time,  there 
will  not  be  a  reduction  in  air  interdiction  efforts.   The 
investigations  of  drug  smuggling  activities  will  remain  the  same. 
The  change  will  be  that  radar  surveillance  activities, 
communications,  intelligence  functions,  control  of  aviation 
assets,  and  end-game  responsibilities  of  the  C3I  East  facility 
will  be  conducted  from  another  location. 

Question.   Was  the  closing  prompted  solely  by  the  Vice 
President  Gore's  National  Performance  Review  (under  Directive 
#14) ,  or  would  Customs  have  considered  closing  it  anyway  as  a 
routine  cost-saving  measure? 

Answer.   At  the  time  Presidential  Decision  Direct ive-14 
(PDD-14)  was  being  developed,  the  Customs  Service  had  already 
been  told  that  the  FY  1995  budget  was  to  be  cut  by  25  percent 
($45.4  million),  and  the  closing  of  a  C3I  facility  was  already 
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under  consideration.   We  had  determined  that  the  domestic  C3I 
functions  could  be  consolidated  at  one  facility  with  minimal  or 
no  operational  impact.   We  considered  consolidation  to  be  a 
viable  option  which  would  reduce  operating  costs  by  approximately 
$5  million  annually. 

Question.   There  are  about  100  workers  at  the  Miami 
facility.   Does  Customs  have  plans  to  re-assign  these  workers  to 
other  missions  within  the  Service?   If  so,  would  they  remain  in 
South  Florida,  or  would  they  receive  assignments  elsewhere  in  the 
country? 

Answer.   Customs  will  make  every  effort  to  place  the 
employees  in  the  Miami  facility  in  vacancies  within  and  outside 
the  aviation  program  throughout  Customs. 

Question.   If  these  workers  must  leave  the  Customs  Service, 
are  they  eligible  for  positions  elsewhere  in  the  Federal 
Government,  without  loss  of  pay  or  benefits? 

Answer.   If  an  employee  declines  a  job  offer  and  leaves 
Customs,  he  or  she  will  be  eligible  for  the  noncompetitive 
reinstatement  rights,  based  on  tenure  and  veterans  preference. 
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Question:  We  understand  that  Customs'  own  staffing  models 
indicates  that  Miami  International  Airport  (MIA)  is  the  most 
understaffed  major  airport  in  the  country.   How  does  MIA  compare 
to  other  international  airports  in  terms  of  Customs  staffing, 
cargo,  and  passenger  volumes? 

Answer:    Customs  does  not  compare  the  multi faceted  operations  of 
one  airport  with  another,  as  each  facility  has  its  own  unique 
characteristics,  enforcement  risks,  and  workload  considerations. 
The  Customs  Service  strives  to  provide  efficient  service  to  the 
international  traveler  and  trade  community,  and  we  have  taken  a 
number  of  steps  to  ensure  that  travelers  and  cargo  are  not 
delayed  during  the  Customs  inspection  process.   However,  Customs 
only  represents  one  Federal  Agency  at  MIA.   Facilitation  concerns 
involve  all  Federal  agencies,  airlines,  and  airport  authorities. 

Customs  management  at  MIA,  the  Miami  District,  and  the 
Southeast  Region  have  beer  working  with  Headquarters  staff  to 
address  the  increasing  volumes  of  passengers  at  MIA,  as  well  as 
facilitation  concerns.   Customs  must  also  take  into  consideration 
both  daily  peaking  and  seasonal  peaking.   Plans  are  underway  to 
reconfigure  the  Customs  facility  and  adjust  operations  to  meet 
the  workload  demands. 

The  MIA  concerns  are  not  disregarded.   In  fiscal  year  1991 
and  1992,  COBRA  funded  an  additional  53  positions  for  commercial 
air  passenger  processing  at  MIA,  2  positions  for  commercial 
vessel  processing  and  2  positions  for  mail  processing  in  the 
Miami  mail  facility.   Early  in  1993,  then  Acting  Commissioner  of 
Customs,  Mr.  Michael  H.  Lane,  discussed  the  staffing  needs  of  the 
Miami  District  with  the  Miami  airport  community.   In  further 
support  of  the  MIA  needs,  MIA  received  COBRA  funds  to  support  12 
air  passenger  processing  positions  in  FY  1993  and  is  allocated 
another  21  positions  for  air  passenger  processing  in 
FY  1994.  The  Customs  Service  has  taken  steps  to  secure  additional 
personnel  for  MIA  to  assist  in  meeting  the  challenges  presented 
by  the  expected  growth  in  international  travelers  and  cargo. 

Question:  The  lack  of  adequate  federal  inspection  staffing  at  MIA 
is  so  well-known  that  it  has  been  seized  upon  to  divert  travelers 
from  South  Florida  to  other  airports  with  sufficient  Federal 
inspection  staff.   Other  airports  are  encouraging  international 
passengers  to  "fly  over"  Miami  to  avoid  long  Federal  Government 
lines  at  MIA.   What  steps  has  Customs  taken  to  ameliorate  this 
situation? 

Answer:    Customs  uses  a  selective  examination  approach  applied 
to  passenger  operations  which  allows  most  passengers  to  flow 
through  the  facility  unimpeded.   As  Customs  is  not  the  sole 
Federal  agency  present  at  MIA,  other  considerations  such  as 
baggage  delivery  delays,  walking  distances  between  gates  and  the 
Federal  inspection  facility,  and  "peaking,"  need  to  be  taken  into 
account.   Apart  from  normal  competitive  advertisement  between 
airport  authorities  or  Chamber  of  Commerce,  Customs  is  unaware  of 
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any  specific  complaints  regarding  facilitation  delays  at  MIA  that 
are  causing  passengers  to  rearrange  itineraries  to  avoid  Hiauni. 

Question:  Does  Customs  have  a  mechanism  in  place  to  allocate 
staff  based  on  voliimes  of  international  passengers  and  cargo 
requiring  Federal  inspection  and  on  existing  Customs  staff's 
ability  to  process  current  cargo  and  international  passenger 
volume?  If  so,  how  does  that  mechanism  address  the  need  of 
ports,  such  as  Miami,  when  the  volume  has  increased  more  rapidly 
than  in  other  ports? 

Answer:    Customs  has  developed  an  inspector  allocation  staffing 
model  for  air  passenger  processing  and  is  in  the  process  of 
developing  one  for  air  cargo  processing  to  help  in  determining 
inspector  positions  at  major  sites.   The  models  are  based  on  a 
series  of  key  determinants  relevant  to  inspectional  staffing 
operations,  including  workload,  risk  levels,  productivity,  number 
of  distinct  sites  at  which  services  must  be  provided,  and  change 
in  workload  volume.   However,  the  models  will  only  offer  a  base 
figure  and  adjustments  will  need  to  be  made  according  to  the 
specific  priorities  at  each  location. 

Question:  The  number  of  Customs  cargo  inspectors  at  MIA  has 
remained  relatively  static  with  only  one  additional  cargo 
inspector  appointed  in  the  past  six  years,  yet  MIA's  cargo  volume 
has  more  than  doubled.   Why  does  MIA  have  50  percent  less  Customs 
cargo  staff  than  John  F.  Kennedy  (JFK)  Airport  and  two-thirds 
less  than  San  Francisco,  but  process  more  international  cargo 
than  any  other  U.S.  airport? 

Answer:    Customs  inspectional  staff  at  MIA  are  not  tasked  to  one 
single  assignment,  be  it  passenger  processing  or  cargo 
processing.   An  inspector  could  spend  half  a  day  processing 
passengers  and  the  rest  of  the  work  day  working  cargo.   The 
distribution  of  time  is  dependent  upon  the  needs  of  the  day. 
Therefore,  it  is  difficult  to  categorize  the  number  of  employees 
assigned  to  an  individual  task. 

Current  cargo  staffing  levels  of  MIA,  including  supervisors 
and  post-audit  staff  are  39  positions.   The  volume  of  cargo,  as 
measured  by  the  number  of  formal  and  informal  entries  for  FY  1994 
through  February  1994  for  MIA  is  93,000  total  entries.   As  a 
comparison  with  JFK  airport,  current  cargo  staff  levels  are  116 
positions  processing  309,000  entries  through  February  1994. 
While  it  may  appear  that  MIA  has  50  percent  less  Customs  cargo 
staff  than  JFK,  the  ratio  of  inspector  to  number  of  entries  is 
quite  similar.   Several  characteristics  of  the  two  airports  also 
account  for  the  air  cargo  staffing  differences  noted.   JFK 
receives  a  greater  volume  of  cargo  workload  to  process  and  more 
cargo  discrepancies  to  audit,  verify,  and  resolve,  as  well  as 
experiences  greater  volume  of  overall  risk  levels,  including  both 
commercial  and  narcotics.   An  important  consideration  in 
comparing  JFK  to  MIA  is  JFK  has  a  greater  number  of 
geographically  distinct  facilities  to  serve,  five  different 
operational  terminals,  whereas  in  Miami  there  are  only  two. 

78  801 


Wednesday,  March  2,  1994. 

INTERNAL  REVENUE  SERVICE 

witnesses 

george  munoz,  assistant  secretary  of  the  department  of 
the  treasury  (management) 

margaret  m.  richardson,  commissioner 

michael  p.  dolan,  deputy  commissioner 

c.  morgan  kinghorn,  chief  financial  officer 

henry  h.  philcox,  chief  information  officer 

larry  westfall,  modernization  executive 

carl  moravitz,  director,  budget  division 

david  mader,  chief  management  and  administration  officer 

judy  van  alfen,  chief,  taxpayer  services 

Introduction 

Mr.  Hover.  The  Committee  will  come  to  order.  This  morning  we 
welcome  Commissioner  Richardson  for  her  first  appearance  before 
the  Committee.  Ms.  Richardson  is  here  to  testify  about  the  $7.6  bil- 
lion Intem£il  Revenue  Service  with  all  its  complexities  and  chal- 
lenges. 

IRS  is  one  of  the  most  important  agencies  under  the  jurisdiction 
of  this  Subcommittee  and  indeed  one  of  the  most  important  enter- 
prises of  government,  as  it  underlies  the  ability  of  government  to 
operate.  It  indeed  touches  the  lives  of  every  one  of  our  constituents. 

This  Committee  has  been  a  strong  supporter  of  IRS  because  it 
is  the  only  method  by  which  the  United  States  can  collect  the  level 
of  revenue  required  to  support  the  activities  of  Federal,  State,  and 
local  governments.  The  IRS  has  recently  reviewed  and  revised  its 
operations  to  reflect  a  more  efficient  and  economical  way  of  doing 
business. 

Its  ongoing  project  to  modernize  the  tax  administration  process, 
tax  systems  modernization,  has  been  a  significant  area  of  concern, 
as  the  Commissioner  and  Members  of  this  Committee  know.  Addi- 
tionally, the  administration  is  working  with  Congress  on  a  major 
initiative  to  enhance  taxpayer  compliance  with  the  current  tax 
laws. 

During  the  course  of  this  hearing,  we  will  have  an  in-depth  dis- 
cussion I  am  sure  of  these  issues.  At  this  time,  I  would  like  to  wel- 
come the  Commissioner  for  her  first  visit  with  us,  but  certainly  not 
her  first  interface  with  myself  and  Members  of  the  Committee.  Ac- 
companying the  Commissioner  of  the  IRS  is  Mr.  Dolan,  a  good 
friend  and  somebody  who  has  been  in  the  leadership  of  IRS  for 
some  years  and  a  top  quality  professional.  They  are  joined  by  Sec- 
retary Mufioz,  whom  we  welcome  back  to  the  Committee. 
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Ms.  Richardson,  you  can  proceed  in  whatever  manner  suits  you.  J 
I  understand  you  have  a  formal  statement  and  we  will  include  your  " 
formal  statement  in  full  at  the  appropriate  place  in  the  record. 

SUMMARY  STATEMENT  OF  MRS.  RICHARDSON 

Ms.  Richardson.  Thank  you,  Mr.  Chairman.  If  you  would  permit 
me  to  I  would  like  to  summarize  some  of  the  things  that  are  in  our 
formal  statement.  It  is  a  pleasure  for  me  to  be  here  today  to  dis- 
cuss our  1995  budget  request  and  with  me,  as  you  noted,  are  Mike 
Dolan  who  is  the  Deputy  Commissioner,  Hank  Philcox,  who  is  our 
Chief  Information  Officer,  Larry  Westfall,  the  Modernization  Exec- 
utive, Morgan  Kinghom,  who  is  our  Chief  Financial  Officer,  David 
Mader  who  is  our  Chief  of  Management  and  Administration  and 
Judy  Van  Alfen,  who  is  Chief  of  Taxpayer  Services. 

In  the  past  several  days  I  have  enjoyed  the  opportunity  to  meet 
with  you  and  some  of  the  other  members  of  this  subcommittee  re- 
garding the  details  of  our  proposed  Fiscal  Year  1995  budget,  the 
progress  of  our  Tax  Systems  Modernization  program  and  the  ad- 
ministration's proposed  investment  in  our  compliance  efforts. 

Our  1995  budget  reflects  $147  million  in  user  fees.  These  fees  are 
consistent  with  what  other  government  agencies  are  doing,  requir- 
ing those  who  benefit  from  special  government  services  to  pay  for 
them. 

Last  fall  we  shared  with  this  committee  our  business  plan,  and 
we  are  currently  developing  a  detailed  business  master  plan  which 
will  provide  a  road  map  of  the  business,  technology,  and  human  re- 
sources steps  that  must  be  taken  over  the  next  several  years  to  im- 
plement our  business  vision.  When  this  plan  is  completed  later  this 
spring,  we  look  forward  to  sharing  it  with  you  and  your  staff. 

Since  I  became  Commissioner  almost  a  year  ago,  I  have  visited 
extensively  throughout  the  Service,  in  our  service  centers,  as  well 
as  numerous  field  offices.  And  for  those  of  you  who  have  not  had 
such  an  opportunity,  I  can  state  unequivocally  that  the  IRS  is 
changing  the  way  it  does  business. 

TAX  SYSTEMS  MODERNIZATION  VIDEOTAPE 

The  subcommittee  staff  and  I  thought  that  you,  Mr.  Chairman, 
and  Members  of  this  committee  would  like  to  see  this  trans- 
formation, and  so  today  we  have  a  video  tape  to  show  you.  That 
will  have  to  do,  I  guess,  until  you  can  have  some  first-hand  visits 
with  our  service  centers,  and  with  your  permission,  we  would  like 
to  go  ahead  and  show  the  videotape  now. 

[The  videotape  was  shown.] 

Mr.  HOYER.  Did  the  Secretary  of  Treasury  require  that  that  be 
a  Dallas  Cowboy  shirt? 

Ms.  Richardson.  We  were  afraid  you  would  notice  that.  That 
was  a  customer,  not  £in  employee. 

Mr.  ViSCLOSKY.  Mr.  Dolan,  I  am  disappointed. 

Ms.  Richardson.  He  is  a  Notre  Dame  graduate.  I  hope  that  the 
video  has  given  you  some  sense  of  where  we  have  been  and  where 
we  are  headed,  and  I  think  it  shows  pretty  graphically  what  things 
are  like  in  our  service  centers  where  we  are  inundated  with  paper 
and  what  it  will  be  like  in  our  system  of  the  future. 
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INFORMATION  SECURITY 

Also  one  point  I  want  to  underscore  is  that  beyond  the  improve- 
ments to  our  basic  operations,  which  are  very,  very  significant,  Tax 
Systems  Modernization  clearly  enhances  our  ability  to  protect  tax- 
payers' rights  to  privacy  and  to  guard  the  confidentiality  of  per- 
sonal and  financial  information  and  to  use  that  information  only  as 
the  law  authorizes  us  to  use  it. 

TAX  SYSTEMS  MODERNIZATION  PROCUREMENTS 

There  are  three  major  Tax  Systems  Modernization  procurements 
that  I  wanted  to  highlight  today.  Each  of  them  has  gone  beyond  the 
planning  and  development  stage.  Just  two  days  ago  we  awarded  a 
$1.3  billion  contract  to  IBM  Federal  Systems  for  equipment  that 
will  provide  electronic  scanning  and  imaging  of  paper  tax  forms  in 
our  five  submission  processing  centers. 

You  saw  that  system  on  the  videotape.  It  was  referred  to  as  the 
Document  Processing  System,  and  it  is  currently  under  develop- 
ment at  our  Austin  Service  Center. 

The  second  major  procurement  which  we  awarded  last  month  is 
the  $83  million  eight-year  contract  to  replace  the  mainframe  com- 
puters at  our  Martinsburg  and  Detroit  computing  centers  with 
larger  and  more  efficient  ones.  Without  these  purchases,  at  the  be- 
ginning of  next  year,  we  would  no  longer  have  the  computer  capac- 
ity to  stay  in  the  business  of  updating  accounts  while  we  continue 
to  modernize  our  tax  system. 

The  third  major  procurement  is  to  be  awarded  this  year.  It  is  the 
largest  single  increase  in  the  fiscal  year  1995  budget  request  for 
our  modernization  effort  and  will  provide  the  platform  for  a  com- 
pletely different  account  processing  system  in  the  late  1990's.  It  is 
a  major  step  towards  complete  on-line  access  of  tax  account  infor- 
mation by  front-line  employees  and  prompter  resolution  of  issues. 

FY  1995  BUDGET  REQUEST  INCREASE 

One-fourth  of  our  1995  budget  request  increase  for  modernization 
is  for  the  roll  out  of  various  systems  that  will  help  us  examine  re- 
turns, investigate  crimined  activities,  collect  overdue  taxes,  and  re- 
solve account  inquiries  more  effectively  and  efficiently. 

A  relatively  small  part  of  our  modernization  increase,  about  10 
percent,  but  one  that  has  major  benefits  to  taxpayers,  will  smooth 
the  way  to  much  improved  telephone  service.  Electronic  call  rout- 
ing devices,  universal  work  stations,  building  upgrades  and  cir- 
cuitry are  going  to  help  us  direct  calls,  give  taxpayers  better  access 
to  recorded  tax  and  refund  information,  and  develop  interactive 
telephone  options  for  answering  specific  questions. 

PENDING  COMPLIANCE  PROPOSAL 

We  are  also  seeking  funding  of  up  to  $405  million  for  additional 
compliance  programs  in  fiscal  year  1995.  Secretary  Bentsen  and 
0MB  Director  Panetta  recently  testified  in  support  of  our  compli- 
ance initiative  and  we  would  like  very  much  to  work  with  you,  Mr. 
Chairman  and  the  Members  of  your  committee,  on  a  budget  ap- 
proach for  the  necessary  funding. 
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Our  compliance  proposal  is  to  increase  staff  by  approximately 
5,000  FTE  over  the  proposed  baseline  FTE  level  in  our  fiscal  year 
1995  budget,  but  only  2,000  FTE  above  our  current  operating  level. 
We  believe  this  initiative  can  yield  several  times  its  cost,  probably 
in  the  neighborhood  of  $9  to  $10  billion  between  Fiscal  Year  1995 
and  Fiscal  Year  1999,  and  we  think  those  are  conservative  esti- 
mates. We  also,  more  importantly,  think  that  this  compliance  ini- 
tiative will  help  us  enhance  voluntary  compliance. 

As  the  video  tape  indicated,  each  1  percent  increase  in  the  vol- 
untary compliance  level  is  worth  between  $7  and  $10  billion  a  year 
in  additional  taxes  without  having  to  raise  tax  rates  or  change  the 
tax  law. 

Key  parts  of  our  compliance  initiative  target:  Closing  more  ac- 
counts receivable  cases  through  the  utilization  of  new  customer 
service  activity  that  will  mean  quicker  and  more  productive  case 
resolution;  increasing  the  number  of  audits  in  the  areas  of  high 
noncompliance;  securing  more  of  the  estimated  10  million  returns 
that  are  just  not  filed  each  year;  and  expanding  criminal  investiga- 
tions regarding  motor  fuel  tax  evasion,  bankruptcy  fraud,  and  fi- 
nancial fraud  involving  pensions  and  tax  credits. 

The  IRS  is  in  an  unprecedented  position  to  make  a  difference  in 
the  compliance  level.  For  the  first  time  since  Fiscal  Year  1991,  our 
labor  costs  are  fully  funded  in  the  proposed  budget.  With  labor 
costs  comprising  about  70  percent  of  our  budget,  you  can  see  this 
is  quite  important. 

Thanks  to  our  sophisticated  labor  cost  modeling,  which  we  have 
now  and  haven't  had  in  the  past,  we  now  know  with  far  greater 
precision  exactly  what  our  labor  costs  will  be,  and  I  think  0MB 
agrees  with  our  projections  at  this  point. 

What  happened  in  the  past,  being  forced  to  raid  our  initiatives 
to  cover  unfunded  labor  costs,  should  not  be  allowed  to  happen 
again  and  it  will  not  happen  if  the  proposed  budget  is  adopted. 

We  can  also  track  the  actual  results  of  our  compliance  initiatives. 
We  now  have  a  new  system  for  tracking  enforcement  revenue  sepa- 
rately from  voluntary  receipts.  We  have  a  new  financial  manage- 
ment system  that  we  installed  in  Fiscal  Year  1993  and  it  will  ac- 
count for  our  costs  more  accurately. 

FINANCIAL  MANAGEMENT 

And  I  would  like  to  say  one  thing  about  our  financial  manage- 
ment. One  of  the  things  I  am  most  proud  of  is  the  fact  that  we  now 
have  the  Chief  Financial  Officer  reporting  directly  to  the  Deputy 
and  the  Commissioner  for  the  first  time  in  our  history,  and  I  think 
we  are  in  the  position  of  getting  our  own  financial  house  in  order, 
and  having  the  kinds  of  books  and  records  we  expect  taxpayers  to 
have.  I  think  that  is  a  major  step  forward  over  where  we  have  been 
in  the  past. 

COMPLIANCE  RESEARCH  SYSTEM 

We  also  have  modernization  investments  that  are  going  to  help 
us  work  smarter  and  faster.  We  have  a  new  compliance  research 
system  supported  by  our  modernization  effort  and  it  will  allow  us 
to  pinpoint  specific  problem  areas  and  target  the  most  significant 
areas  of  noncompliance. 
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OVERHEAD  REDUCTIONS 


Also,  we  are  reducing  overhead.  We  are  consolidating  our  support 
operations  into  fewer  sites  and  reducing  regional  and  national  of- 
fice staffs.  Our  objective  is  to  increase  the  percentage  of  our  work 
force  that  is  engaged  in  front-line  compliance  and  customer  service 
work. 

These  are  challenging  times  for  the  Internal  Revenue  Service, 
but  I  think  we  are  prepared  to  utilize  our  resources  in  increasingly 
effective  ways.  Because  of  our  business  reengineering  efforts,  our 
reinvention  if  you  will,  we  will  be  able  to  put  many  more  of  our 
compliance  initiative  FTEs  into  the  front-line  positions  than  we 
have  ever  done  in  the  past. 

As  we  continue  to  target  the  most  significant  areas  of  noncompli- 
ance and  build  on  the  momentum  of  our  modernization  efforts,  we 
expect  to  see  steady  improvement  in  the  current  return  on  our  com- 
pliance investment. 

As  we  move  forward  to  meet  our  challenges,  we  are  working 
closely  with  our  employees  and  with  their  union.  With  their  help 
and  your  continued  support,  I  am  confident  we  can  make  the 
changes  necessary  to  meet  our  challenges  and  to  make  our  busi- 
ness vision  a  reality. 

[The  prepared  statement  of  the  Commissioner  as  well  as  testi- 
mony submitted  by  the  Greneral  Accounting  Office  follow:] 
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STATEMENT  OF 

MARGARET  MILNER  RICHARDSON 

COMMISSIONER  OF  INTERNAL  REVENUE 

BEFORE  THE 

SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE. 

AND  GENERAL  GOVERNMENT 

MARCH  2,  1994 


Mr.  Chairman  and  members  of  the  Subcommittee: 

It  is  a  pleasure  for  me  to  be  here  today  to  discuss  our  FY  1995 
budget  request.  With  me  are:  Mike  Dolan,  Deputy  Commissioner;  Phil 
Brand,  Chief  Compliance  Officer:  Hank  Philcox,  Chief  Information  Officer; 
Larry  Westfall,  Modernization  Executive;  and  Morgan  Kinghom,  Chief 
Financial  Officer. 

The  Internal  Revenue  Service  is  facing  many  of  the  same  issues 
confronting  the  rest  of  the  federal  government,  as  well  as  the  rest  of  the 
country: 

—  how  to  cope  with  the  rapidly  changing  demands  and  needs  of 
our  customers  -  American  taxpayers; 
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~        how  to  improve  productivity  and  the  quality  of  our  services  to 

taxpayers:  and 
—        how  to  create  challenging  and  rewarding  jobs  for  our  work 

force. 

IRS  Reinvention  and  the  President's  Agenda 
For  FY  1995,  our  proposed  budget  of  $7,613  billion  and  109,656 
FTE  represents  a  net  increase  of  $261  million  and  a  decrease  of  3,169 
FTE  over  FY  1994  levels.  This  appropriation  is  expected  to  be  offset  by 
$146.6  million  in  user  fees  for  particular  services  to  taxpayers  that  are 
beyond  normal  filing  or  payment  obligations.  These  fees  will  result  in  a 
net  appropriation  of  $7,466  billion,  an  increase  of  $114.4  million  or  1.6 
percent  above  the  FY  1994  authorized  level. 

The  implementation  of  our  plans  for  improved  business  processes 
is  underway.  We  have  announced  that  our  computing  operations  will  be 
consolidated  into  three  sites  from  the  twelve  we  currently  have.  We  have 
also  announced  that  our  customer  service  and  account-related  work  will 
migrate  from  correspondence  to  telephone  service  and  be  integrated  into 
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23  sites  from  the  current  70. 

Paper  return  processing  will  be  done  in  five  locations  rather  than  the 
ten  we  currently  use.   We  plan  to  reduce  the  number  of  regional  offices 
from  seven  to  five.     Our  administrative  support  operations  are  being 
consolidated  into  key  locations  serving  several  IRS  facilities  across 
jurisdictional  boundaries. 

Tax  Systems  Modernization  -  The  Keystone  for  Change 
Tax  Systems  Modernization  is  the  key  to  the  changes  we  have  made 
and  those  we  have  planned  for  the  future.  At  the  direction  of  this 
subcommittee,  last  September  we  submitted  to  you  a  Business  Plan  that 
explained  the  need  for  change  and  our  processes  for  managing  this 
change  from  three  perspectives:  technology,  business  systems,  and 
human  resources. 

We  are  now  developing  a  detailed  Business  Master  Plan  that  will  be 
our  roadmap  as  we  put  in  place  the  systems  that  we  have  been  working 
on  for  the  past  four  years.  This  document  will  provide  an  overview  of  the 
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business,  technology  and  human  resources  steps  that  must  be 
accomplished  over  the  next  several  years  to  implement  our  new  business 
vision.  When  this  plan  is  ready  late  this  spring,  we  will  share  it  with  you. 

TSM  is  a  tremendous  effort,  which  touches  on  virtually  every  facet 
of  how  IRS  does  business: 

•  It  is  changing  the  way  we  receive  tax  information  and 
payments  ~  no  longer  are  we  required  to  process  paper,  and 
we  have  the  capability  of  receiving  information  electronically: 

•  It  will  change  how  we  store  and  retrieve  tax  returns  and 
information  from  tax  returns.  In  the  future,  individual  income 
tax  returns  will  no  longer  fill  up  4.8  million  cubic  feet  of 
storage  space  in  the  Federal  Archives  at  an  annual  cost  of 
$7.2  million;  and 

•  It  is  changing  how  we  control  account  information  -  treating 
taxpayers  as  individuals  with  a  related  set  of  issues  rather 
than  a  series  of  "cases"  in  different  IRS  compartments. 
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Beyond  highly  significant  improvements  to  basic  operations,  TSM 
clearly  enhances  our  ability  to  protect  taxpayers'  privacy  rights,  guard  the 
confidentiality  of  personal  and  financial  information,  and  use  that 
information  only  as  the  law  authorizes  us  to  use  it. 

In  FY  1995  and  FY  1996,  TSM  will  move  beyond  planning  and 
major  decisions  about  how  our  organization  will  be  structured  to  putting 
systems  in  place  and  making  sure  our  business  practices  complement  the 
systems  investments. 

Three  Major  Procurements 
There    are   three    major    IRS    procurements    that   frame    today's 
discussion  of  TSM,  and  I  believe  they  reflect  the  movement  of  TSM 
beyond  planning  and  development  to  reality. 

•  One  major  procurement,  scheduled  to  be  awarded  in  March, 
is  the  heart  of  our  future  paper  processing,  storage  and 
retrieval  operation  -  the  Document  Processing  System.  Under 
development  at  our  Austin  Service  Center  and  scheduled  to  be 
piloted  during  FY  1995,  the  major  "DPS"  hardware  acquisition 


593 


willoccur  in  FY  1996. 

•  The  second  major  procurement,  awarded  last  month,  is  the 
$83  million  Corporate  Systems  Modernization  contract. 
Corporate  Systems  Modernization  is  an  eight-year  contract  to 
replace  mainframe  computers  at  Martinsburg  and  Detroit 
Computing  Centers  with  larger,  more  efficient  ones.  Beyond 
next  year,  without  these  purchases,  we  would  not  have  the 
computer  capacity  to  stay  in  business  and  continue  to 
modernize  the  tax  system.  This  award  allows  us  to  move 
ahead  on  both  fronts  ~  keeping  us  in  the  business  of  updating 
taxpayer  accounts,  allowing  us  to  make  some  improvements 
in  the  amount  of  taxpayer  information  we  can  access,  and 
greatly  enhancing  storage  capacity  for  discs  and  tapes. 

•  The  third  major  procurement,  which  with  an  FY  1995 
investment  of  $  1 1 8  million  is  the  largest  single  TSM  increase 
in  this  budget  request,  is  Service  Center  Support  System.  The 
Service  Center  Support  System  contract  continues  our  journey 
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away  from  employees  key-entering  data  on  one  system, 
dumping  that  information  into  another  system,  flying  tapes  of 
information  between  service  centers  and  computing  center, 
and  weekly  updating  a  master  file  of  accounts.  It  is  a  major 
step  toward  complete  on-line  access  of  tax  account 
information  by  front-line  employees  and  prompter  resolution  of 
Issues. 

Integrated  Case  Processing 
In  FY  1995,  we  are  asking  for  a  $31 1  TSM  increase  of  which  $75 
million  (one-fourth  of  the  TSM  increase)  is  for  the  roll-out  of  various 
systems  that  will  help  us  resolve  account  inquiries,  examine  returns, 
investigate  criminal  activities,  and  collect  overdue  taxes  much  more 
effectively  and  efficiently. 

These  systems  are  being  perfected  independently,  but  they  will  fold 
together  over  the  next  several  years  into  a  fully  integrated  case 
processing  system.  Eventually,  when  there  is  a  question  about  a 
taxpayer's  account,  we  will  not  have  to  access  different  databases  of 
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account  information.    Like  private  sector  businesses  today,  we  will  be 
able  to  call  up  one  account  where  all  transactions  will  be  recorded. 

Telecommunications  Enhancements 
Rnally.  in  FY  1995,  a  relatively  small  part  of  the  new  TSM 
investment  -just  ten  percent  --  but  one  with  major  benefits  to  taxpayers, 
will  smooth  the  way  to  much-improved  telephone  service.  $30  million  for 
call  distributors,  universal  workstations,  building  upgrades  and  circuitry 
will  help  us  direct  calls,  give  taxpayers  better  access  to  recorded  tax  and 
refund  information,  develop  interactive  telephone  options  for  answering 
specific  questions,  and  continue  to  build  on  the  blended  work  effort  that 
is  being  prototyped  in  Nashville. 

FY  1 995  and  1 996  are  pivotal  years  in  moving  from  correspondence 
to  telephone.  We  will  be  positioning  IRS  service  centers  for  their  future 
role  as  Customer  Service  Centers.  Once  we  have  fully  integrated  what 
are  now  stand-alone  databases,  IRS  employees  will  be  able  to  access  a 
complete  profile  of  taxpayer  information.  The  result  will  be  to  break 
taxpayers  out  of  the  frustrating  cycle  of  getting  a  notice  from  IRS  but  not 
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being  able  to  talk  to  someone  who  has  the  right  information  to  help. 

Administrative  Streamlining  and  Meeting  the 
On-Going  Costs  of  Operations 
Moving  beyond  Information  Systems,  our  proposed  budget 
recommends  decreases  for  two  accounts  --  Administration  and 
Management  and  Processing  Tax  Returns  and  Assistance  —  FTEs  and 
dollars  are  lower  than  our  FY  1994  operating  levels.  The  Tax  Law 
Enforcement  Appropriation  is  $4  million  higher.  The  IRS  has  responded 
to  the  President's  Executive  Order  of  last  year  and  already  met  our  FTE 
reduction  goal  and  reduced  our  related  support  costs  by  $64  million  over 
the  past  two  years. 

Productivity  from  modernization  is  part  of  the  answer  to  a  more 
effective  IRS,  but  taking  a  hard  look  at  how  we  do  business  is  another. 
As  I  mentioned  before,  we  are  consolidating  our  administrative  support 
activities  across  the  country.  Our  management  staff  at  headquarters  and 
regional  offices  is  being  reduced.  Spans  of  control  for  managers  are  being 
increased. 
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Our  new  Automated  Rnancial  System  enables  us  to  monitor 
expenses  on-line  so  we  can  review  costs  at  any  time.  This  system  has 
allowed  us  to  put  financial  responsibility  and  accountability  into  the  hands 
of  local  managers,  and  we  have  placed  a  new  emphasis  on  cost 
management. 

Our  intention  is  to  be  both  more  efficient  and  effective.  This  is 
where  our  reinvention  efforts  will  take  us. 

Investment  in  Tax  Compliance 
The  President's  budget  states  the  Administration's  plan  to  work 
with  the  Congress  to  find  a  way  to  make  an  additional  investment  in  tax 
compliance.  As  I  said  earlier,  over  the  next  several  years,  where  possible, 
IRS  will  have  an  opportunity  to  realign  employees  from  processing  and 
accounts  maintenance  jobs  to  front  line  compliance  and  customer  service 
work.  We  can  greatly  strengthen  compliance  activities  in  future  years 
without  increasing  overall  IRS  staffing. 

As  Secretary  Bentsen  stated  in  his  testimony  before  the  Budget 
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Committee  in  February,  we  need  to  make  a  special  effort  to  collect  more 
of  the  taxes  that  are  on  the  books  now  and  we  should  start  immediately. 
We  know  that  when  we  spend  money  to  improve  tax  compliance,  it  pays 
us  back  several  times  over.  Therefore,  beginning  in  FY  95,  the 
Administration  would  like  to  add  5,000  FTEs  for  additional  compliance 
efforts.  We  would  like  to  work  with  you  and  your  colleagues  on  the 
Budget  Committee  to  see  if  a  special  accommodation  can  be  provided  for 
our  compliance  initiative  within  the  budget  rules. 

We  think  that  this  approach  would  promote  sound  tax  administration 
and  make  good  business  sense.  First,  this  investment  yields  revenue 
without  increasing  taxes.  From  a  federal  bookkeeping  perspective,  the 
initiative  will  pay  for  itself  many  times  over  in  additional  receipts,  even 
without  accounting  for  the  beneficial  effect  on  voluntary  compliance. 

Second.  IRS  is  the  prineioal  profit  center  of  the  Federal  government, 
accounting  for  over  90  %  of  all  receipts.  Our  system  of  taxation  depends 
on  the  wRIingness  of  taxpayers  to  voluntarily  pay  their  taxes.  This 
willingness  rests  on  the  understanding  that  IRS  has  the  ability  to  ensure 
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that  those  who  fail  to  comply  voluntarily  will  be  required  to  pay  their 
share. 

Third,  our  compliance  programs  need  to  be  strengthened. 
Approximately  83  percent  of  taxes  due  are  voluntarily  reported  and  paid 
on  time.  That  still  means  that  approximately  1 7  percent  are  not.  We 
estimate  that  for  each  one  percent  increase  in  compliance,  we  can  raise 
between  $7  and  $10  billion  annually.    This  is  without  a  tax  increase. 

Fourth,  we  have  to  have  more  effective  ways  to  use  our  resources. 
We  are  building  a  compliance  research  capability  that  will  allow  us  to  see 
and  react  to  different  trends  among  similar  groups  of  taxpayers,  measure 
compliance  levels  on  a  timely  and  frequent  basis,  and  assess  the  results 
of  different  compliance  activities.  Our  Enforcement  Revenue  Information 
System  is  tracking  actual  case  results  ~  not  just  how  successful  we  are 
at  various  stages  of  working  a  case. 


12 


600 


Compliance  Accountability 
I  believe  we  can  look  to  organizational  and  people  changes  as  major 
reasons  why  IRS  is  in  an  unprecedented  position  to  make  a  difference  in 
tax  compliance.  Overall,  the  emphasis  is  on  making  compliance  a  top 
management  priority,  measuring  compliance  changes,  and  drawing  clearer 
lines  of  responsibility  for  improving  compliance: 

•  First,  as  part  of  our  reorganization,  the  creation  of  a  Chief 
Compliance  Officer  sends  an  important  signal; 

•  Second,  I  have  taken  steps  to  make  Regional  Commissioners 
and  District  Directors  personally  accountable  for  improving 
voluntary  compliance  rates  in  their  areas;  and 

•  Third,  several  months  ago,  we  gave  senior  executives  specific 
charters  as  Regional  Compliance  Officers  to  integrate 
compliance  efforts  In  ways  that  will  undoubtedly  result  in 
significant  improvements. 


13 


601 

Our  compliance  effort  is  much  broader  than  a  reliance  on  strict 
enforcement  programs.  Through  a  combination  of  new  technology, 
business  systems  redesign,  customer  service  outreach,  strategic 
partnerships,  and  legislative  and  administrative  initiatives,  we  are 
confident  we  can  positively  influence  compliance  rates. 

As  part  of  our  long-term  compliance  strategy,  we  are  focusing  on 
taxpayer  "market  segments".  Rather  than  rely  on  case-by-case,  after-the- 
fact  methods,  market  segmentation  helps  us  identify  the  most  productive 
returns,  get  to  a  problem  without  having  to  audit  all  the  questionable 
returns,  and  multiply  our  effectiveness  by  combining  efforts  with  affiliate 
groups,  other  federal  agencies  and  state  and  local  governments. 

In  Califomia,  for  example,  we  recently  discovered  a  large  number 
of  Califomia  taxpayers  identifying  themselves  as  self-employed 
automotive  and  gasoline  industry  workers.  Our  investigation  uncovered 
the  fact  that  a  large  number  were  in  fact  wage  earners,  not  Schedule  C 
filers,  and  significant  numbers  of  taxpayers  have  already  agreed  with  our 
assessment  of  additional  tax  owed.  Because  our  analysis  of  Schedule  Cs 
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in  California  points  to  an  emerging  problem  across-the-board,  we  are 
working  with  the  State  of  California  Franchise  Board  to  make  sure  we  do 
all  we  can  to  discourage  this  kind  of  filing. 

Compliance  has  always  been  positively  influenced  by  the 
effectiveness  and  reputation  of  our  criminal  investigators.  We  continue 
to  be  increasingly  more  sophisticated  in  detecting  and  preventing  all  forms 
of  tax  fraud.  Over  the  last  year,  we  have  spent  increased  amounts  of 
time  working  tax  crime  cases  but  high  profile  criminal  investigation  areas 
also  include  narcotics,  money  laundering,  motor  fuel  excise  cases, 
bankruptcy,  pension  and  health  care  fraud.  We  continue  to  look  for 
opportunities  to  augment  this  critically  important  enforcement  arm  of  the 
Service. 

Conclusion 

These  are  challenging  times  for  the  IRS  but  we  are  prepared  to 

utilize  our  resources  in  increasingly  more  effective  ways.  As  we  continue 

to  target  the  most  significant  areas  of  noncompliance  and  build  on  the 

TSM  momentum  to  date,  we  expect  to  see  steady  improvement  in  the 


15 


603 
current  return  on  investment  for  compliance  activities. 

We  are  changing  our  organization's  configuration,  business  practices 
and  technological  applications  that  have  remained  basically  the  same  for 
many  years  —  in  some  cases,  for  an  entire  generation.  In  this  endeavor, 
we  are  in  partnership  with  our  employees  and  their  union.  With  their  help 
and  your  continued  support,  I  am  confident  we  can  make  the  necessary 
changes. 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  RtVENUE  SERVICE 
WASHINGTON,  D.C.   20224 


MARGARET  MILNER  RICHARDSON 

COMMISSIONER 

INTERNAL  REVENUE  SERVICE 


As  Commissioner  of  Internal  Revenue,  Margaret  Milner 
Richardson  heads  one  of  the  most  important  agencies  in  the  federal 
government.  With  a  1 993  operating  budget  of  $7.2  billion  and  total 
staffing  of  1 1  5,000  employees  in  the  United  Stales  and  1  3  foreign 
countries,  Commissioner  Richardson  is  in  charge  of  an  organization 
which  is  larger  than  all  but  a  handful  of  the  100  largest  corporations 
in  America. 

Last  year  total  tax  collections  exceeded  $1.1  trillion  and  the  IRS 
processed  almost  2  billion  documents,  including  more  than  200 
million  tax  returns. 

As  head  of  the  IRS  in  the  1990s,  Commissioner  Richardson  is 
responsible  for  efforts  to  reinvent  the  IRS.  A  major  part  of  the  en- 
deavor will  be  overseeing  the  final  implemention  of  the  Tax  Systems 
Modernization  project  —  a  multi-year,  $8  billion  initiative  to  update 
IRS'  information  and  computer  systems  technology.  She  also  intends 
to  streamline  the  IRS'  organizational  stucture  so  staff  can  be  re- 
directed to  front  line  work.   In  this  way  American  taxpayers  will  see 
more  efficient  tax  administration  and  improved  tax  compliance 
without  large  increases  in  IRS  staff. 

Mrs.  Richardson  is  the  second  woman  to  head  the  IRS  since  the 
agency  was  established  in  1863.  After  being  nominated  by  President 
Clinton  and  confirmed  by  the  United  States  Senate,  she  was  sworn  in 
as  the  44th  IRS  Commissioner  on  May  27,  1993. 

Commissioner  Richardson  is  a  1 965  graduate  of  Vassar  College 
with  a  degree  in  Political  Science  and  received  her  J.  D.  with  honors 
from  George  Washington  University  in  1968.  As  a  law  student  she 
was  a  law  clerk  in  the  Office  of  Education  (Civil  Rights)  at  the  De- 
partment of  Health,  Education  and  Welfare  where  she  assisted  in 
implementing  the  school  desegregation  provisions  of  the  1964  Civil 
Rights  Act. 

After  law  school,  Mrs.  Richardson  was  a  law  clerk  at  the  United 
States  Court  of  Claims  in  Washington,  DC.  In  1969,  she  joined  the 
Internal  Revenue  Service  as  a  docket  attorney  in  the  Office  of  Chief 
Counsel,  Tax  Court  Litigation  Division.  In  1974,  Mrs.  Richardson 
became  Director  of  the  Administrative  Services  Division  of  the 
Office  of  Chief  Counsel  —  the  first  woman  to  be  promoted  to  execu- 
tive rank  in  the  history  of  the  office. 

In  1 977,  she  left  the  IRS  to  join  the  law  firm  of  Sutherland,  Asbill 
and  Brennan,  where  she  became  a  partner  in  1980.  While  in  private 
practice,  Mrs.  Richardson  was  appointed  to  the  Internal  Revenue 
Service  Commissioner's  Advisory  Group,  serving  from  1988  to  1990 
and  was  chair  of  the  group  in  1 990. 

A  native  of  Waco,  Texas,  Mrs.  Richardson  is  married  to  John  L. 
Richardson,  Esq.  who  Is  a  partner  in  the  Washington,  DC  law  firm  of 
Richardson,  Berlin  &  Morvillo.  They  live  in  the  District  of  Columbia 
and  have  one  daughter,  Margaret. 
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GEORGE  MUNOZ 

Assistant  Secretary  (Management) 

and  Chief  Financial  Officer 

U.S.  Treasury  Department 

1500  Pennsylvania  Ave.,  N.W.  Phone  (202)  622-0410 

Washington,  D.C.    20220  Fax  (202)  622-2337 

George  Mufioz  is  a  Certified  Public  Accountant  (CPA)  and  a  licensed  attorney  with  strong 
credentials  in  business,  management,  law  and  public  policy.  That  is  one  reason  why  he  was 
appointed  by  President  Clinton  and  confirmed  by  the  U.S.  Senate  to  be  one  of  the  Assistant 
Secretaries  of  the  Treasury.  Mr.  Munoz  is  both  an  Assistant  Secretary  of  the  Treasury  for 
Management  and  is  also  the  Chief  Financial  Officer  of  the  U.S.  Treasury  Department.  He  reports 
to  Treasury  Deputy  Secretary  Roger  Altman  and  Secretary  Lloyd  Bentsen. 

Mr.  Murioz'  educational  background  is  quite  extensive  and  from  some  of  the  country's  best 
universities: 

LEGAL  Harvard  Law  School,  J.D.  (1978) 

PUBLIC  POLICY  Harvard's  Kennedy  School  of  Government 

Master's  in  Public  Policy  (1978) 

ACCOUNTING/CPA  University  of  Texas,  B.B.A.  (1974) 

College  of  Business  -  Accounting 
Graduate  of  Business  Honors  Program 
Graduated  with  High  Honors 

TAX  DePaul  University,  L.L.M.  (1984) 

Master's  in  Law  and  Taxation 

Mr  Munoz  believes  that  "Education  makes  for  a  fuller  life  and  a  stronger  country.  It  is  knowledge 
and  wisdom-not  guns-that  will  assure  our  freedom  and  standard  of  living."  He  served  as  the 
President  of  the  Chicago  Board  of  Education  for  three  consecutive  years  m  the  mid-  1980s.  It  is 
the  third  largest  school  system  in  the  country  with  over  400,000  students,  over  42,000  employees 
and  an  annual  budget  in  excess  of  2  billion  dollars.  He  has  been  the  youngest  president  of  that 
institution,  and  he  fought  for  education  reform  to  reverse  the  trend  of  poor  performance  and  drop 
outs  among  the  students 

On  the  business  side,  Mr  Munoz  has  been  a  successful  attorney.  He  is  the  founder  of  a  law  firm 
in  Chicago  that  specializes  m  international  business  and  legal  transactions  He  is  a  well  known 
authority  on  the  North  American  Free  Trade  Agreement  (NAFTA):  and  has  given  may  speeches  and 
written  presentations  on  the  benefits  of  doing  business  with  Mexico  and  Latin  America. 

Mr  Munoz  is  a  strong  believer  in  public  service,  and  is  the  recipient  of  many  awards  for 
Jistinguished  public  service.  That  is  one  reason,  he  says,  that  he  sought  and  got  a  Masters  in 
Public  Policy  from  the  Kennedy  School  of  Government. 

Mr.  Munoz  comes  from  a  large  family.  He  was  born  in  Brownsville,  Texas,  but  makes  his  home  in 
Chicago,  Illinois.  He  is  one  of  1  2  children  born  to  Mr.  and  Mrs  Cipriano  Munoz.  He  is  42  years  old 
and  is  fluent  in  Spanish. 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 
WASHINGTON,  D.C.  20224 


DEPUTY  COMMISSIONER 


MICHAEL  P.  DOLAN 

DEPUTY  COMMISSIONER 

INTERNAL  REVENUE  SERVICE 


Deputy  Commissioner  Michael  P.  Dolan  is  the  highest-ranking 
career  official  in  the  Internal  Revenue  Service,  with  responsibility  for 
the  day-to-day  management  of  the  world's  most  efficient  and  effec- 
tive tax  administration  system.  As  top  advisor  to  the  IRS  Commis- 
sioner, he  helps  make  major  decisions  on  the  direction  of  the  agency 
and  has  ultimate  responsibility  for  the  IRS'  1 1 5,000  employees  and 
$7.1  billion  budget.  He  also  plays  a  key  role  in  guiding  the  agency's 
Tax  Systems  Modernization  (TSM)  program.  TSM  is  a  multi-year, 
multi-billion-dollar  commitment  to  applying  modern  computer 
technology  and  operational  procedures  in  a  complete  transformation 
of  the  tax  administration  system  as  we  now  know  it. 

Mr.  Dolan  is  recognized  as  the  prime  mover  behind  IRS'  Busi- 
ness Vision,  which  has  as  its  three  objectives  increasing  voluntary 
compliance,  reducing  burden  on  taxpayers,  and  improving  quality- 
driven  productivity  and  customer  satisfaction. 

Always  an  innovator,  Mr.  Dolan's  work  with  the  National  Trea- 
sury Employees  Union  led  to  a  new  era  of  cooperative  labor  rela- 
tions at  IRS,  culminating  in  the  agency's  rapid  advancement  toward 
becoming  a  Total  Quality  Organization. 

Since  assuming  his  current  position  in  March  1992,  Mr.  Dolan 
has  spearheaded  an  ongoing  intensive  study  of  all  aspects  of  IRS 
operations  with  the  goal  of  improving  efficiency  and  trimming  costs. 
Most  recently  he  has  taken  personal  responsibility  for  IRS'  Diversity 
Strategy,  which  goes  beyond  recognition  and  acceptance  of  differ- 
ences among  people  to  valuing  those  differences.  Diversity  is  one  of 
five  major  strategies  for  implementing  the  IRS  business  vision. 

Mr.  Dolan  began  his  IRS  career  as  a  revenue  officer  in  1971 .   He 
served  in  the  agency's  Washington,  D.C,  headquarters  from  1972 
until  he  completed  the  IRS  Executive  Selection  and  Development 
program  in  1981 .  In  1982,  he  became  assistant  regional  commis- 
sioner for  resources  management  in  the  Western  Region.  Three 
years  later,  he  was  named  assistant  commissioner  for  human  re- 
sources in  Washington,  receiving  a  Meritorious  Presidential  Rank 
Award  in  1987  for  his  work  there.  In  1989,  Mr.  Dolan  became 
Regional  Commissioner  in  the  Southeast  Region,  the  position  he  held 
until  being  named  Deputy  Commissioner  in  March  1992. 

Mr.  Dolan  holds  a  bachelor's  degree  in  government  from  the 
University  of  Notre  Dame  and  a  law  degree  from  George  Washing- 
ton University.  He  attended  the  Harvard  Advanced  Management 
program  in  1 988.  He  is  a  member  of  the  District  of  Columbia  Bar 
Association. 

A  native  of  Dubuque,  Iowa,  Mr.  Dolan  is  married  to  Mary  Bishop 
Dolan  and  has  four  children. 
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C.  MORGAN  KiNGHORN 
CHIEF  RNANCIAL  OFFICER 


C.  Morgan  Kinghorn,  IRS'  Chief  Financial  Officer,  Is  one  of  seven  top 
decision-matters  at  IRS.  As  CFO,  Mr.  Kinghorn  is  responsible  for  the  development 
and  oversight  of  the  iRS  budget,  establishment  of  financial  policies,  and  the 
standards  and  controls  over  IRS  financial  systems. 

Managing  a  financial  organization  like  the  IRS,  the  most  efficient  and 
effective  tax  administration  agency  worldwide,  means  accounting  for  over  $1 
trillion  in  annual  tax  revenues,  a  workforce  of  over  116,000  employees  and  an 
annual  operating  budget  of  more  than  $6  billion. 

Mr.  Kinghorn,  joined  IRS  In  1990  as  the  first  IRS  Controller  (1990-1993). 
During  his  career,  he  has  held  positions  of  increasing  responsibility  including 
Assistant  Director  for  Financial  Management  &  Deputy  CFO  (Acting)  at  OMB  (1 989- 
1990),  Deputy  Assistant  Administrator  for  Administration  and  Resources 
Management  (1987-1988),  Comptroller  at  U.S.  Environmental  Protection  Agency 
(1983-1986),  and  Budget  Director  at  U.S.  Environmental  Protection  Agency  (1980- 
1983). 

Mr.  Kinghorn  received  the  Commissioner's  Award,  the  highest  award  given 
at  IRS.  He  also  received  the  Senior  Executives  Association  Professional 
Development  Leaque's  1993  Executive  Excellence  Award  for  Executive 
Achievement.  For  his  considerable  accomplishments  in  safeguarding  the  public 
trust,  Mr.  Kinghorn  has  received  both  the  Distinguished  and  Meritorious 
Presidential  Executive  Awards,  the  Secretary  of  the  Treasury  Award,  and  the 
Donald  L.  Scantlebury  Memorial  Award,  the  most  prestigious  award  in  federal 
financial  management. 

Mr.  Kinghorn  earned  his  Bachelor's  Degree  In  Government  from  the 
University  of  Redlands  in  Redlands,  California  and  a  Master's  Degree  in  Public 
Administration  from  the  Maxwell  Graduate  School  of  Public  Administration  of 
Syracuse  University  in  New  York. 
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DEPARTMENT  OF  THE  TREASURY 
INTERNAL  REVENUE  SERVICE 
WASHINGTON,  DC.   20224 


LARRY  G.  WESTFALL 

TAX  SYSTEMS  MODERNIZATION 

PROGRAM  MANAGER 

INTERNAL  REVENUE  SERVICE 


Larry  C.  Westfall,  Tax  Systems  Modernization  Program  Manager, 
leads  one  of  the  Internal  Revenue  Service's  top  priority  ellorts. 

The  IRS  handles  over  $1  trillion  in  tax  revenues  each  year, 
operates  with  a  budget  of  almost  $7  billion  and  employs  over 
1 15,000  individuals  in  offices  throughout  the  50  states  and  around 
the  world. 

Tax  Systems  Modernization  (TSM)  is  a  10-year,  eight  billion 
dollar  effort  to  modernize  IRS'  computer  and  information  systems. 
Mr.  Westfall  is  responsible  for  integrating  TSM  into  all  operations  of 
the  IRS;  returns  processing,  examination,  collection,  taxpayer  ser- 
vices, employee  plans  and  exempt  organizations,  international,  and 
criminal  investigation. 

Tax  Systems  Modernization  is  an  investment  in  the  future  of  tax 
administration.  By  using  new  computer  hardware  and  technology, 
the  IRS  will  encourage  voluntary  compliance,  handle  an  ever  grow- 
ing workload  and  reduce  the  burden  of  the  tax  system  on  the  public. 

Electronic  filing,  a  system  that  allows  taxpayers  to  file  tax  returns 
by  computer,  was  an  early  success.  Another  project,  corporate  files 
on  line,  now  makes  more  taxpayer  information  directly  available  to 
IRS  case  workers.  Today  Mr.  Westfall  sees  that  dozens  of  new 
projects  are  equally  successful,  giving  taxpayers  faster  and  better 
quality  service. 

Before  his  appointment  as  Tax  Systems  Modernization  Program 
Manager,  Mr.  Westfall  held  various  positions  in  the  IRS.  He  began 
his  career  in  1963  as  a  revenue  officer  in  Terre  Haute,  Indiana.  Over 
the  next  ten  years,  he  served  the  agency  throughout  the  country.  In 
1974,  Mr.  Westfall  was  selected  for  the  IRS  executive  development 
program.  This  led  to  appointments  as  assistant  director  of  the  Detroit 
Computing  Center,  assistant  regional  commissioner  (collection)  for    . 
the  southwest  region,  assistant  commissioner  for  collection  in  Wash- 
ington, and  director  of  the  Austin  (Texas)  Service  Center. 

Mr.  Westfall's  career  has  been  honored  by  several  prestigious 
awards.  In  1983  and  1988  he  received  the  IRS'  highest  honor,  the 
Commissioner's  Award.  In  1983  he  also  received  the  Meritorious 
Presidential  Rank  Award  for  exceptional  performance  by  executives 
in  the  Senior  Executive  Service.  Two  years  later,  he  was  given  the 
Distinguished  Rank  Award,  the  highest  recognition  available  for 
government  career  executives. 

A  native  of  Vincennes,  Indiana,  Mr.  Westfall  has  a  bachelor's 
degree  in  business  administration  from  Indiana  State  University  in 
Terre  Haute.  He  and  his  wife,  Mary,  have  two  sons,  Todd  and 
Andrew,  and  a  daughter,  Jill. 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 
W/ASHINCTON,  DC.   20224 


HENRY  H.  PHILCOX 

CHIEF  INFORMATION  OFFICER 

INTERNAL  REVENUE  SERVICE 


As  IRS'  first  Chief  Information  Officer,  Mr.  Philcox  is  responsible  for 
the  design,  development,  implementation  and  operation  of  nation- 
wide computer  and  telecommunications  systems  in  the  Internal 
Revenue  Service.    He  is  accountable  for  over  4,500  information 
systems  professionals  and  provides  program  direction  and  support 
for  over  3,500  field  personnel. 

Mr.  Philcox  chairs  the  Information  Systems  Policy  Board  for  IRS 
and  directs  resources  and  systems  priorities  Service-wide.  As  one  of 
the  five  members  of  the  IRS  Executive  Committee,  he  is  directly 
involved  in  making  all  major  decisions  on  the  direction  of  the 
agency  and  the  federal  tax  administration  system. 

Mr.  Philcox  is  the  chief  architect  of  the  Service's  tax  systems 
modernization  (TSM)  plan,  a  ten-year,  multi-billion  dollar  project  to 
update  IRS'  information  systems,  and  one  of  the  President's  Priority 
Projects.  The  modernization  will  bring  far-reaching  change  that  will 
dramatically  improve  the  quality  of  IRS'  products  and  services  and 
significantly  increase  employee  productivity  and  professionalism 
Service-wide.  Already  new  systems  that  are  now  on  line,  such  as 
Corporate  Files  On-Line,  electronic  filing  and  others  have  signifi- 
cantly improved  iRS'  responsiveness  to  the  American  citizen. 

Upon  completing  the  IRS  Executive  Selection  and  Development 
program  in  1981,  Mr.  Philcox  became  assistant  service  center 
director  in  Memphis,  Tennessee.  Three  years  later  he  went  to 
Dallas,  Texas,  as  assistant  regional  commissioner  for  data  processing 
for  the  Southwest  Region.  In  1985  he  came  to  National  Office  as 
deputy  assistant  commissioner  for  returns  and  information  process- 
ing. Later  he  served  as  assistant  commissioner,  tax  system  redesign; 
assistant  commissioner,  information  systems  development  and 
assistant  commissioner,  information  systems  management. 

Mr.  Philcox  received  IRS'  highest  honor,  the  Commissioner's 
Award,  in  1986  and  again  in  1988.  President  Bush  honored  him 
with  the  Meritorious  Executive  Presidential  Rank  Award  in  1989  and 
the  Distinguished  Executive  Presidential  Rank  Award  in  1991.  In 
1991  he  also  was  appointed  to  the  National  Computer  Systems 
Security  and  Privacy  Advisory  Board  of  the  National  Institute  of 
Standards  and  Technology. 

A  native  of  Reno,  Nevada,  Mr.  Philcox  earned  a  bachelor's 
degree  in  business  from  the  University  of  Nevada  and  has  completed 
extensive  post-graduate  work  in  information  systems  and  telecom- 
munications at  a  variety  of  institutions.  He  and  his  wife,  )udy,  have 
two  children. 
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PHIL  BRAND 
CHIEF  COMPLIANCE  OFFICER 
INTERNAL  REVENUE  SERVICE 


Phil  Brand  Is  the  Internal  Revenue  Service's  Chief  Compliance  Officer,  one  of 
the  top  eight  positions  in  the  agency.  As  Chief  Compliance  Officer,  Mr.  Brand  is  the 
principal  advisor  to  the  Commissioner  and  Deputy  Commissioner  on  policy  and 
operations  matters  affecting  all  IRS  compliance,  taxpayer  assistance,  and  return 
processing  programs.  • 

Reporting  to  Mr.  Brand  are  all  National  Office  and  field  officials  who  are 
responsible  for  the  full  gamut  of  IRS  operations:  processing  and  examining  tax 
returns,  collecting  delinquent  tax  dollars,  investigating  criminal  activity,  administering 
employee  plans  and  exempt  organizations,  providing  service  to  taxpayers,  and 
administering  tax  treaties  with  foreign  governments. 

Mr.  Brand  t>egan  his  IRS  career  in  1969  as  a  revenue  officer  in  Grand  Rapids, 
Michigan.   He  held  various  positions  in  the  Collection  and  Taxpayer  Service  Divisions 
in  Houston  and  Chicago,  before  becoming  chief  of  the  Resources  Management 
Division  in  1979  in  Chicago. 

After  completing  the  IRS  executive  selection  and  development  program  in  1982, 
Mr.  Brand  was  named  Assistant  Regional  Commissioner  for  Resources  Management  in 
Philadelphia.   He  served  as  director  of  the  Personnel  Division  in  1984  in  Washington, 
and  in  1986,  became  Assistant  Director  of  the  Chicago  District.   Mr.  Brand  later  served 
2  years  as  the  Director  of  the  Baltimore  District  before  t>ecoming  Assistant 
Commissioner  for  Taxpayer  Services.   Having  sen/ed  as  Assistant  Commissioner  for 
Taxpayer  Sen/ices  for  18  months,  Mr.  Brand  was  appointed  the  Internal  Revenue 
Service's  Chief  Financial  Officer.   He  held  that  position  until  he  was  recently  appointed 
Chief  Compliance  Officer. 

Mr.  Brand  has  received  two  Commissioner's  Awards,  the  highest  honor  given  by 
the  IRS,  for  his  outstanding  contributions.   He  also  received  the  Regional 
Commissioner's  Award  for  his  outstanding  work  in  the  Mid-Atlantic  Region. 

Mr.  Brand  earned  a  bachelor's  degree  in  public  administration  from  Roosevelt 
University  in  Chicago  and  a  master's  degree  in  administration  from  Central  Michigan 
University  in  Mount  Pleasant   He  has  lectured  in  Public  Finance  at  Rutgers  University 
in  New  Jersey. 

He  is  a  native  of  St.  Louis.   He  and  his  wife,  Michele,  have  two  children  and  live 
in  Catonsville,  MD. 


For  Hearuig 
on  Wednesday 
March  2,  1994 
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/^  A/^  Testimony 

Before  the  Subcommittee  on  Treasury,  Postal  Service,  and 
General  Government,  Committee  on  Appropriations, 
House  of  Representatives 


TAX  SYSTEMS 
MODERNIZATION: 

Status  of  Planning  and 
Technical  Foundation 


Statement  for  the  Record  of 

Hazel  E.  Edwards,  Director 

General  Government  Information  Systems  and 

Jennie  S.  Stathis,  Director 

Tax  Policy  and  Administration  Issues 


GA(yr-AIMD-GGD-94-104 
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TAX  SYSTEMS  MODERNIZATION: 

STATUS  OF  PLANNING  AND 

TECHNICAL  FOUNDATION 

SUMMARY  STATEMENT  OF 

HAZEL  E.  EDWARDS 

DIRECTOR,  GENERAL  GOVERNMENT  INFORMATION  SYSTEMS  AND 

JENNIE  S.  STATHIS 
DIRECTOR,  TAX  POLICY  AND  ADMINISTRATION  ISSUES 

Last  year  the  Subcommittee  concluded  that  the  Tax  Systems 
Modernization  effort  was  at  risk  and  its  successful  completion 
required  immediate  action  to  make  key  decisions  and  establish  an 
essential  technical  management  infrastructure.   Thus,  IRS'  fiscal 
year  1994  appropriation  included  a  requirement  that  IRS  report  on 
three  key  issues--a  business  plan,  a  program  management  approach, 
and  a  systems  architect's  office.   IRS  supplied  the  required 
reports  in  September  1993.   While  they  contained  as  much 
information  as  IRS  was  able  to  provide,  the  reports  did  not 
establish  the  essential  infrastructure  the  Subcommittee  sought. 
In  order  to  establish  this  infrastructure,  IRS  must  complete 
action  on  two  fronts. 

IRS  must  define  its  business  requirements  in  detail.   Without 
approved  business  requirements,  which  precisely  define  the 
operational  capabilities  needed  from  TSM,  IRS  is  not  in  a 
position  to  develop  the  technical  specifications  that  shape 
specific  information  systems  development  projects.   IRS  intends 
to  document  its  business  requirements  by  November  1994,  but  the 
November  requirements  are  not  expected  to  be  detailed  enough  for 
technical  specifications.   The  absence  of  complete  and  detailed 
TSM  requirements  puts  ongoing  systems  development  projects  at 
risk  since  the  resulting  systems  may  not  fit  properly  into  the 
whole. 

IRS  must  also  fill  gaps  in  its  technical  and  management 
standards.   Technical  standards  are  key  since  they  form  a 
foundation  that  guides  the  technical  development  work  and  allow 
the  many  independently  developed  systems  and  subsystems  of  TSM  to 
connect  together  and  work  cooperatively.   Without  a  common  data 
format  for  storing  and  transmitting  Information,  for  example,  TSM 
systems  will  not  be  able  to  readily  exchange  information- -a 
primary  TSM  goal.   Similarly,  management  standards  are  key  since 
they  form  a  foundation  for  the  overall  management  of  TSM  and  the 
complex  physical  deployment  of  TSM  systems  for  use  by  IRS 
employees  nationwide.   Both  short-term  and  long-term  investments 
are  at  risk  because  the  technical  and  management  standards  are 
not  in  place.   To  minimize  its  risks,  IRS  should  set  aggressive 
schedules  for  completing  these  efforts  and  establish  clear 
accountability  for  seeing  them  through  to  completion. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  appreciate  the  opportunity  to  report  on  the  status  of  Tax 
Systems  Modernization  (TSM).   Last  year,  based  in  part  on  our 
testimony,  the  Subcommittee  concluded  that  the  modernization 
effort  was  at  risk  and  its  successful  completion  required 
immediate  action  to  make  key  decisions  and  establish  the 
essential  technical  management  infrastructure.'  Thus,  IRS' 
fiscal  year  1994  appropriation  included  a  requirement  that  IRS 
report  on  three  key  issues--a  business  plan,  a  program  management 
approach,  and  a  systems  architect's  office.   This  statement 
describes  our  observations  on  IRS'  progress  in  addressing  the 
Subcommittee's  concerns. 

In  September  1993,  IRS  supplied  the  required  reports.   While  the 
reports  contained  as  much  information  as  IRS  was  able  to  provide, 
they  did  not  establish  the  essential  infrastructure  the 
Subcommittee  sought.   IRS  is  working  to  provide  the  necessary 
foundation  and  is  better  off  than  last  year,  but  IRS  is  not  yet 
positioned  to  successfully  build  the  TSM  systems.   We  have  two 
major  points: 

IRS  has  not  defined  its  business  needs  In  detail,  which 
hampers  TSM  projects;  and 


'Tax  Administration:   Achieving  Business  and  Technical  Goals  In 
Tax  Systems  Modernization  (GAO/T-GGD-93-24 ,  Apr.  27,  1993). 
Tax  Systems  Modernization:   Comments  on  IRS'  Fiscal  Year  1994 
Budget  Request  {GAO/T-IMTEC-93-6 ,  Apr.  27,  1993). 
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Major  gaps  In  technical  and  management  standards  put  IRS  at 
risk  that  (1)  systems  built  today  may  not  connect  to 
systems  developed  In  the  future  and  (2)  systems  placed  into 
operation  may  be  plagued  with  logistical  and  operational 
problems . 
A  detailed  status  report  is  included  in  appendix  I. 

TSM  VISION  IS  DEVELOPED.  BUT  BUSINESS 
REQUIREMENTS  ARE  INCOMPLETE 

In  1993,  IRS  completed  studies  of  a  new  business  vision.   In  the 
fiscal  year  1994  appropriation  act,  IRS  was  directed  to  present 
an  approved  business  plan  for  implementing  any  needed  changes 
resulting  from  those  studies.   IRS'  plan  emphasizes  the  need  to 
transform  IRS  into  a  fast,  accurate,  virtually  paperless,  and 
less  costly  operation.   To  this  end,  IRS  has  announced 
significant  organizational  changes  over  the  next  several  years  in 
conjunction  with  the  modernization  effort  (see  app.  II).   We 
support  IRS'  business  concepts.   They  hold  promise  for  improved 
taxpayer  service  and  more  efficient  and  effective  government. 

For  these  concepts  to  become  a  reality,  however,  IRS  must 
translate  its  business  plan  by  defining  its  requirements  for  how 
it  will  operate  in  its  new  organization.   These  business 
requirements,  which  specify  detailed  operational  capabilities. 
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should  then  be  used  to  develop  the  technical  specifications  for 
information  systems  development  projects. 

IRS'  effort  to  document  its  business  requirements  is  not 
scheduled  for  completion  until  November  1994.   However,  we  were 
told  by  senior  IRS  technical  staff  that  the  November  requirements 
will  require  further  refinement  before  staff  working  on  specific 
systems  projects  can  begin  to  develop  their  specifications. 
Hence,  even  in  November,  IRS  will  not  be  in  a  position  to  begin 
the  technical  development  of  TSM  systems. 

Lacking  detailed  requirements  for  TSM  as  a  whole,  IRS  has  been 
defining  requirements  for  individual  projects  as  it  undertakes 
them.   This  approach  is  risky  because  the  resulting  systems  may 
be  designed  to  specifications  that  turn  out  later  to  be 
inappropriate.   Costly  fixes  may  subsequently  be  necessary  to  fit 
these  systems  properly  into  the  whole.   In  addition,  without 
detailed  requirements,  managers  of  systems  projects  have  no  way 
of  knowing  exactly  what  they  are  trying  to  build.   For  example, 
IRS'  Internal  Audit  Division  cited  the  lack  of  a  single  set  of 
TSM  requirements  as  a  major  factor  in  IRS'  lack  of  significant 
progress  in  developing  two  critical  TSM  system8--the  Corporate 
Accounts  Processing  System  and  the  Workload  Management  System.' 


'The  Corporate  Accounts  Processing  System  is  to  provide 
TSM's  database  and  account  management  capability.   (A  unified, 
coherent  database  is  one  of  TSM's  main  goals.)   The  Workload 
Management  System  is  to  automate  the  assignment  and  management  of 
employees'  case  work. 
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SOME  PROGRESS  ON  TECHNICAL  STANDARDS 
FOR  TSM.  BUT  CRITICAL  GAPS  REMAIN 

In  the  fiscal  year  1994  appropriation,  IRS  was  directed  to 
establish  a  systems  architect's  office  for  the  development  of 
broad  TSM  technical  standards.   In  September  1993,  IRS 
established  a  systems  architect's  office  as  an  executive  office 
reporting  to  the  Chief  Information  Officer,  who  serves  as  IRS' 
Chief  Systems  Architect.   The  office  will  be  staffed  by  three 
associate  architects  (two  positions  are  currently  filled),  who 
are  expected  to  bring  a  range  of  applicable  technical  expertise 
and  experience  to  IRS.   According  to  IRS'  plan,  the  systems 
architect's  office  is  to  be  involved  in  the  development  of 
technical  standards. 

Technical  standards  are  key  because  they  form  a  foundation  that 
will  allow  the  many  independently  developed  systems  and 
subsystems  of  TSM  to  fit  together.   One  problem  IRS  is 
experiencing  with  its  current  systems,  for  example,  is  that  they 
were  designed  without  shared  data  standards- -standards  that  set 
the  format  in  which  information  will  be  stored  and  transmitted 
between  systems.   Without  a  common  data  format,  systems  cannot 
exchange  information.   To  overcome  this  limitation  in  its  current 
systems,  IRS  had  to  build  additional  systems  to  act  as 
translators. 
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The  need  for  technical  standards  can  be  thought  of  in  terms  of 
building  a  house.   The  architect  who  translates  the  owner's  needs 
into  specifications  for  the  house  has  standards  that  allow 
independently  produced  components  to  fit  together  in  the  final 
construction.   Similarly,  the  prime  contractor  has  management 
standards  for  planning  and  managing  the  potentially  hundreds  of 
Independent  activities  that  must  be  carried  out  in  the  proper 
sequence  at  the  proper  time. 

In  TSM,  standards  are  needed  to  ensure  that  systems  will  connect 
together,  work  smoothly,  and  readily  exchange  information. 
Standards  are  also  needed  to  provide  the  policies  and  procedures 
necessary  to  plan  and  manage  the  varied  activities  necessary  to 
deploy  TSM  systems  nationwide  so  IRS  employees  can  use  them. 

IRS  is  making  progress  on  its  technical  standards,  but  many  key 
efforts  are  incomplete.   For  example,  IRS  now  has  a  draft 
security  architecture  document  that  is  intended  to  provide 
standards  for  controlling  access  to  systems  and  protecting  data. 
This  draft,  however,  has  not  been  approved  for  use  within  IRS. 
Progress  is  being  made  in  other  areas,  but  these  efforts  are  also 
incomplete.   These  efforts  involve  development  of  data  standards; 
standards  for  a  software  development  methodology  to  guide  the 
work  of  the  technical  staff;  telecommunications  standards  for 
interconnections  between  systems;  and  change  management  standards 
to  control  revisions  to  TSM  plans,  specifications,  and  software. 
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In  addition  to  hampering  systems  development,  incomplete 
technical  standards  also  affect  IRS'  technical  staff  because 
standards  dictate  the  skills  needed  to  develop  TSM  systems. 
Generally,  IRS'  technical  staff  and  managers  have  acquired  their 
skills  and  expertise  by  working  on  the  antiquated  systems  that 
IRS  is  trying  to  replace  with  TSM.   This  means  that  the  1,000  or 
more  IRS  technical  staff  expected  to  be  involved  in  TSM's 
development  will  be  challenged  to  overcome  steep  learning  curves 
to  update  their  skills  to  the  level  needed  to  build  TSM's  modern 
systems.   This  challenge  may  be  greater  yet  because  technical 
standards  for  TSM  are  likely  to  be  new  and  unfamiliar--a  new 
programming  aid,  for  example,  requires  the  acquisition  of 
additional  skills. 

IRS  has  three  efforts  under  way  to  provide  management  standards 
for  TSM.   These  activities  involve  development  of  (1)  an  overall 
management  approach  to  TSM,  which  establishes  program 
accountability  at  the  executive  levels  of  IRS;  (2)  a  business 
master  plan  to  manage  the  building  of  TSM;  and  (3)  management 
procedures  for  tracking  the  projects,  activities,  and  milestones 
defined  in  the  business  master  plan.   These  efforts  are  scheduled 
for  completion  in  April  1994  and  should  improve  IRS'  ability  to 
manage  TSM.   We  view  their  completion  as  a  critical  step  toward 
the  successful  management  of  TSM. 
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CONCLUSIONS 

IRS  is  better  off  this  year  than  last  but  is  not  yet  positioned 
to  successfully  build  TSM  systems.   There  are  two  major  issues  at 
this  point  in  time.   First,  the  development  of  TSM  systems  has 
been  hampered  by  the  lack  of  approved  business  requirements. 
Although  IRS  is  building  TSM  systems  now,  efforts  to  complete  an 
initial  set  of  TSM  requirements  in  detail  may  require  a  year  or 
more.   In  the  meantime,  IRS  is  at  risk  that  the  work  it  is  doing 
today  may  not  meet  its  needs  later.   To  help  manage  this  issue, 
IRS  should  set  a  specific  time  table  for  completing  work  on  its 
requirements.   It  should  also  consider  deferring  work  on  any 
projects  where  there  is  a  significant  risk  due  to  potential 
changes  in  requirements. 

Second,  the  technical  and  management  standards  for  TSM  are 
crucial  to  success  in  the  modernization  effort  and  they  should  be 
completed  on  a  priority  basis.   Both  short-term  and  long-term 
investments  are  at  risk  because  these  standards  are  not  in  place. 
To  minimize  its  risks,  IRS  should  set  aggressive  schedules  for 
completing  these  efforts  and  establish  clear  accountability  for 
seeing  them  through  to  completion. 
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STATUS  OF  CONGRESS lONALLY  DIRECTED 
TSM  ACTIONS 

In  the  Treasury,  Postal  Service,  and  General  Government 
Appropriations  Act,  1994  (P.L.  103-123,  Oct.  28,  1993),  Congress 
required  that  prior  to  obligation  of  TSM  funds,  IRS  report  to  the 
Committees  on  Appropriations  of  the  House  and  Senate  on  the 
implementation  of  TSM.   Congress  was  specifically  interested  in  a 
business  plan  for  changes  resulting  from  IRS  studies  of  its 
service  center  and  district  office  organizations,  and 
implementation  plans  for  (1)  management  of  the  TSM  program,  and 
(2)  establishment  of  a  systems  architect's  office  for  the 
development  and  implementation  of  technical  standards  and 
methodologies.   Congress  also  wanted  IRS  to  review  the  need  for 
interim  TSM  systems . 

On  September  30,  1993,  IRS  supplied  the  required  reports.   While 
the  reports  contained  as  much  information  as  IRS  was  able  to 
provide,  they  did  not  establish  the  essential  infrastructure  for 
TSM  that  Congress  was  seeking.   Our  observations  concerning  IRS' 
progress  in  addressing  the  four  issues  follow. 

ISSUE  1 

A  business  plan  to  implement  any  needed  changes  as  a  result  of 
IRS'  1993  service  center  and  district  office  studies. 

Status  (Open) 

In  September  1993,  IRS  produced  a  Business  Plan  for  reinventing 
IRS.   This  plan  explains  IRS'  business  vision  for  TSM  as  a  result 
of  last  year's  service  center  and  district  office  organization 
studies.   It  also  lays  out  a  transition  plan  to  establish  a 
short-term  operating  environment  by  fiscal  year  1997.   This 
environment  will  use  a  combination  of  old  and  new  systems  to 
achieve  some  elements  of  the  business  vision  in  a  much  shorter 
time  than  would  be  required  to  design  and  develop  the  final  TSM 
systems . 

The  Business  Plan  Is  useful  in  understanding  IRS',  general 
direction  and  approach  to  modernization  as  a  result  of  the  recent 
organization  studies.   However,  as  IRS  acknowledges,  the  plan 
falls  short  of  being  a  plan  for  implementing  IRS'  envisioned 
business  changes  because  it  does  not  specify  and  integrate  key 
activities  in  the  three  major  management  areas  of  TSM--busine88, 
technical,  and  human  resources.   The  complexity  and 
interdependent  nature  of  such  activities  is  exemplified  by  the 
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deployment  of  IRS'  Automated  Underreporter  System^  to  the 
Austin,  Brookhaven,  Ogden,  and  Philadelphia  Service  Centers 
between  July  and  September  1993.   This  deployment  required 
coordination  of  site  preparation,  computer  equipment  delivery, 
software  installation,  business  procedure  development,  and 
employee  relocation  and  training.   Without  integrated  planning  of 
such  activities  for  all  of  TSM,  IRS  cannot  realistically  proceed 
to  make  the  thousands  of  detailed  decisions  necessary  for 
physical  delivery  of  the  vision's  promise  of  more  efficient  and 
effective  tax  administration  and  improved  service  to  taxpayers. 

IRS  is  currently  working  on  a  Business  Master  Plan  that  is 
intended  to  replace  the  September  plan  and  provide  the  integrated 
planning  needed  to  direct  TSM's  implementation.   For  example,  the 
master  plan  will  show  the  business  results  that  IRS  wants  to 
achieve  under  TSM--processing  all  single-sided  returns  using 
image  technology,  for  example--and  identify  the  key  business, 
technical,  and  human  resource  activities  and  milestones  necessary 
to  achieve  the  desired  result.   The  Business  Master  Plan  is 
scheduled  for  publication  in  April  1994,  but  IRS  officials  told 
us  that  the  April  version  may  be  incomplete  In  terms  of  business 
results  and  activity  detail. 

ISSUE  2 

A  plan  for  implementing  a  program  management  approach  for  TSM 
business  requirements,  initiatives,  and  projects. 

Status  (Open) 

In  October  1993,  IRS  issued  a  Program  Management  Plan  for  the 
technical  development,  management,  and  implementation  of 
information  systems  to  support  TSM.   This  approach  focuses  on 
information  systems  development  projects  and  addresses  only  one 
of  the  three  major  management  areas  covered  by  the  Business 
Master  Plan.   Specifically,  it  does  not  cover  the  activities  to 
define  and  refine  IRS'  business  requirements  for  TSM  nor  the 
human  resource  activities  to  retrain  and  relocate  the  thousands 
of  employees  potentially  affected  by  TSM. 

IRS  is  developing  (1)  a  management  approach  for  TSM  and  (2) 
management  procedures  and  tools  for  tracking,  in  an  integrated 
fashion,  the  projects,  activities,  and  milestones  defined  in  the 
Business  Master  Plan.   Both  of  these  efforts  are  scheduled  for 


^he  Automated  Underreporter  System  automated  the  comparison  of 
tax  return  information  with  information  supplied  by  employers, 
financial  institutions,  and  other  third  parties. 
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completion  in  April  1994  and  should  improve  IRS'  ability  to 
manage  TSM. 

ISSUE  3 

A  plan  for  implementing  a  separate  and  distinct  systems 
architect's  office  for  the  development  and  implementation  of  TSM 
technical  standards  and  methodologies. 

Status  (Implemented) 

In  1993,  IRS  established  a  Systems  Architect's  Office  reporting 
directly  to  the  Chief  Information  Officer  (CIO),  who  serves  as 
IRS'  Chief  Systems  Architect.   The  office's  technical  staff  will 
include  three  SES-level  associate  architects  hired  from  outside 
IRS  (two  positions  were  filled  and  one  was  unfilled  as  of 
February  24,  1994),  who  are  expected  to  provide  a  broad  range  of 
experience  and  expertise  applicable  to  TSM.   The  office  will  also 
include  a  small  number  of  IRS  systems  professionals  to  provide 
internal  knowledge  of  IRS  and  TSM.   In  support  of  the  CIO's  role 
as  Chief  Architect,  the  associates  and  staff  participate  in 
providing  executive  direction  for  the  technical  activities 
related  to  TSM  and  assistance  in  the  planning  and  design  of  the 
systems  architecture  for  TSM.   Their  areas  of  expected 
Involvement  appear  to  be  comprehensive  and  in  line  with  our 
expectation  that  a  systems  architect  be  involved  in  key  technical 
functions.^   Therefore,  we  believe  that  this  office  should 
strengthen  the  technical  oversight  of  TSM. 

Our  concern  regarding  IRS'  implementation  of  this  office  is  that 
IRS's  plan  for  the  office  couches  most  responsibilities  in  terms 
of  the  office,  indicating  shared  responsibility  among  the  three 
associate  architects  as  opposed  to  specific  responsibilities 
assigned  to  individual  associate  architects.   Shared 
responsibility  tends  to  diffuse  accountability  and  weaken 
authority  and  could  reduce  the  office's  overall  effectiveness. 
Additionally,  the  associate  architects  appear  to  be  advisors  to 
the  CIO  and  IRS  staff,  rather  than  the  hands-on  crafters  of  the 
TSM  architecture  and  technical  standards  as  we  had  envisioned 
them. 


'In  a  May  25,  1993,  letter  to  the  Commissioner  of  Internal 
Revenue,  we  discussed  IRS's  progress  in  completing  steps  critical 
to  the  long-term  modernization.   Enclosure  II  to  that  letter 
discusses  the  role,  authority,  and  responsibilities  of  a  chief 
systems  architect. 

10 
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ISSUE  4 

Reviews  of  need  for  interim  TSM  systems. 

Status  (Implemented) 

In  1993,  IRS  reviewed  Its  stand-alone  Interim  systems  and  made 
significant  changes  in  their  architectures,  deployment  plans,  and 
implementation  schedules.   For  example,  the  Totally  Integrated 
Examination  System--a  system  that  we  agree  is  needed  in  the 
short-term--will  now  be  implemented  on  TSM-compatible  computers 
to  reduce  overall  equipment  purchases  and  make  the  system  more 
accessible  from  other  software.   Other  projects  have  been  either 
restricted  in  terms  of  further  development  work,  redirected 
technically,  or  deferred.   While  we  have  not  reviewed  the 
Justification  for  these  changes,  they  appear  to  be  prudent 
decisions  and  should  smooth  the  technical  transitions  as  TSM 
proceeds  forward. 


11 
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SUMMARY  OF  IRS'  PROPOSED  ORGANIZATIONAL  CHANGES 

IRS  completed  three  studies  of  its  organizational  structure  in 
1993.  Those  studies  dealt  with  (1)  service  centers,  telephone 
call  sites,  and  other  field  operations  not  involving  face-to-face 
contact  with  taxpayers;  (2)  those  face-to-face  district  office 
functions,  like  Examination  and  Collection,  not  covered  by  the 
first  study;  and  (3)  national  and  regional  office  operations. 

IRS  has  announced  various  changes  resulting  from  the  studies. 
Some  of  those  changes,  like  the  planned  dissolution  of  two 
regional  offices  and  a  downsizing  of  the  remaining  five  regional 
offices  and  the  National  Office,  should  have  little  impact  on 
IRS'  modernization  plans.   The  more  significant  changes  derive 
from  decisions  to  consolidate  and  organize  various  field  office 
activities  differently  than  was  anticipated  when  IRS  first 
developed  its  modernization  plans.   A  brief  description  of  those 
changes  follows: 

IRS  will  be  establishing  a  new  organizational  entity  called 
submission  processing  centers.   These  centers  will  receive 
and  scan  or  image  all  paper  returns  and  correspondence, 
process  the  information,  and  store  the  data.   IRS' 
modernization  plans  originally  called  for  doing  these  things 
at  each  of  IRS'  10  service  centers,  as  is  currently  the 
case.   Now,  instead,  IRS  plans  to  have  five  submission 
processing  centers.   IRS  intends  to  prototype  the  concept  at 
the  Austin  Service  Center  beginning  in  August  1995,  with  the 
other  four  sites  coming  on  line  later  in  Covington,  KY; 
Kansas  City,  MO;  Memphis,  TN;  and  Ogden,  UT. 

A  second  new  organizational  entity,  customer  service  sites, 
will  be  responsible  for  resolving  taxpayer  questions, 
problems,  and  issues  that  do  not  require  face- to- face 
contact  (face-to-face  contacts  will  continue  to  take  place 
in  district  offices).   These  activities  are  currently 
dispersed  among  more  than  70  sites,  each  responsible  for 
dealing  with  only  certain  matters.   Under  IRS'  new  plan, 
these  activities  will  be  consolidated  in  23  customer  service 
sites  and  taxpayers  will  be  able  to  use  one  toll-free  number 
to  call  IRS  no  matter  what  their  question  or  problem.^ 


^The  23  customer  service  sites  will  be  located  at  the  10  existing 
service  centers  (Andover,  MA;  Atlanta;  Austin;  Brookhaven,  NY; 
Covington;  Fresno;  Kansas  City;  Memphis;  Philadelphia;  and  Ogden) 
and  in  13  other  cities  (Baltimore,  MD;  Buffalo,  NY;  Cleveland, 
OH;  Dallas,  TX;  Denver,  CO;  Indianapolis,  IN;  Jacksonville,  FL; 
Nashville,  TN;  Pittsburgh,  PA;  Portland,  OR;  Richmond,  VA;  St. 
Louis,  MO;  and  Seattle,  WA.) 

12 
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This  concept  is  being  prototyped  at  the  Fresno  Service 
Center  and  the  Nashville  District  Office. 

IRS  has  also  changed  its  thinking  with  respect  to  computing 
centers.   IRS'  modernization  plans  were  originally  developed 
based  on  the  assumption  that  IRS  would  maintain  computerized 
taxpayer  account  data  at  10  service  centers.   After  its 
organizational  studies,  IRS  decided  to  centralize  those 
activities  in  three  computing  centers  to  be  located  in 
Martlnsburg,  WV;  Detroit,  MI;  and  Memphis  TN.   Those  centers 
will  receive  tix  returns  and  other  information  transmitted 
electronically  or  via  magnetic  media,  generate  notices  to 
taxpayers,  update  databases,  and  Identify  issues  for 
analysis  or  taxpayer  contact. 

IRS  has  decided  not  to  change  the  number  and  location  of  its  64 
district  offices,  although  the  size  and  responsibilities  of 
individual  districts  may  change.   For  example,  IRS  has  announced 
a  reorganization  of  its  criminal  investigation  function  to  be 
phased  in  during  fiscal  year  1994  that,  among  other  things,  will 
reduce  to  34  the  number  of  districts  having  a  chief  of  criminal 
investigations . 


(268622) 
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Ordering  Information 

The  first  copy  of  each  GAO  report  and  testimony  is  free. 
Additional  copies  are  $2  each.   Orders  should  be  sent  to  the 
following  address,  accompanied  by  a  check  or  money  order  made  out 
to  the  Superintendent  of  Documents,  when  necessary.   Orders  for 
100  or  more  copies  to  be  mailed  to  a  single  address  are 
discounted  25  percent. 

Orders  by  mail: 

U.  S.  General  Accounting  Office 
P.O.  Box  6015 
Gaithersburg,  MD  20884-6015 

or  visit: 

Room  1000 

700  4th  St.  NW  (corner  of  4th  and  G  Sts.  NW) 
U.S.  General  Accounting  Office 
Washington,  DC 

Orders  may  also  be  placed  by  calling  (202)  512-6000  or  by  using 
fax  number  (301)  258-4066. 
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Mr.  HOYER.  Thank  you,  very  much,  Commissioner,  for  that  state- 
ment. I  also  thought  the  video  was  interesting  and  a  good  overview 
of  what  you  are  doing  in  terms  of  engaging  your  employees  in  the 
modernization  effort  and  serving  customers  better,  which  is  ulti- 
mately our  goal,  as  well  as  collecting  the  revenues  necessary  to  run 
a  government  and  provide  the  services. 

The  Committee  has  received  and  I  have  reviewed  your  plan  for 
reinventing  IRS  which  you  have  talked  about  and  we  have  seen  on 
the  video.  Obviously  what  we  need  to  talk  about  is  how  it  impacts 
people. 

We  are  going  to  deal  with  that,  but  it  seems  to  me  it  is  a  well 
thought  out  approach  to  reinventing  the  one  Federal  agency  which, 
as  I  said  before,  touches  almost  all  of  the  the  voters,  as  a  matter 
of  fact,  some  of  the  children  of  the  voters,  and  it  needs  to  be  more 
customer  friendly. 

CUSTOMER  SATISFACTION 

The  Postal  Department  initiated  some  years  ago  a  project  to 
bring  an  outside  agency  in  to  assess  customer  satisfaction  and  per- 
formance in  areas.  Has  IRS  done  that  sort  of  thing? 

Ms.  Richardson.  We  have. 

Mr.  HOYER.  We  have  talked  about  this  before. 

Ms.  Richardson.  We  have  actually  just  completed  reviewing  our 
customer  service — customer  satisfaction  survey,  and  we  have  en- 
gaged a  number  of  focus  groups.  We  have  done  a  number  of  things 
over  the  last  couple  of  years,  but  particularly  in  this  past  year  to 
try  to  see  how  people  are  responding  to  some  of  the  changes  that 
we  are  contemplating,  to  see  what  types  of  services  people  would 
like  us  to  provide.  We  are  very,  very  interested  in  what  our  cus- 
tomers have  to  say. 

Mr.  HoYER.  Do  you  have  a  report  on  that?  Do  you  have  some- 
thing you  can  give  us? 

Ms.  Richardson.  Yes. 

Mr.  HOYER.  I  don't  necessarily  want  it  submitted  for  the  record, 
but  it  would  be  nice  for  the  Committee  to  have  it.  If  we  don't  have 
it,  I  would  like  to  have  it  available  for  the  Committee  Members. 

Ms.  Richardson.  I'd  be  delighted  to. 

[The  information  follows:] 

Commissioner  Richardson's  Response:  Provide  a  Copy  of  the  Consumer 

Satisfaction  Survey  Report 

Staff  will  provide  a  copy  for  the  Committee. 

Mr.  HOYER.  Frankly,  with  respect  to  the  Postal  Department,  one 
of  the  areas  of  the  country  that  was  not  doing  well  was  my  district. 
We  worked  on  that,  but  without  having  an  outside  indication, 
somewhat  objective  assessment  of  whether  people  are  pleased  or 
not,  there  was  no  way  of  really  knowing  that. 

TAX  SYSTEMS  MODERNIZATION 

Back  to  the  reinvention.  The  concerns  I  have  and  I  think  Mem- 
bers of  the  Committee  have  related  to  me  is  how  tax  systems  mod- 
ernization will  work  in  this  new  environment.  Let  me  take  a  spe- 
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cific  example.  How  will  a  taxpayer's  question  concerning  a  tax  mat- 
ter be  handled  differently  with  TSM  than  is  handled  now? 

I  think  probably  you  told  much  of  that  story  on  the  video  which 
indicates  the  rapid  speed  with  which  you  will  be  able  move,  the 
ability  of  your  on-line  phone  answerer  to  be  able  to  retrieve  infor- 
mation within  seconds  to  then  engage  the  taxpayer.  However,  I 
would  appreciate  it  if  you  would  amplify  on  that  as  to  how,  for  in- 
stance, of  how  quickly  you  can  respond. 

Obviously  on  the  phone  I  think  you  referred  to  seven  minutes  in 
the  video.  Being  able  to  file  a  return  electronically  by  phone  is  an- 
other very  interesting  concept,  particularly  with  younger  and 
younger  taxpayers  who  are  very  comfortable  dealing  with  electronic 
communications,  much  more  so  than  my  generation. 

Ms.  Richardson.  I  think  that  our  telefile  system  this  year  was 
expanded  from  one  to  seven  states  in  the  Midwest.  Those  states 
primarily  are  served  by  the  Cincinnati  Service  Center.  I  was  actu- 
ally out  in  Detroit  earlier  this  week  and  was  approached  by  some 
college  students  who  were  telling  me  that  they  had  used  it  and 
they  thought  it  was  terrific. 

And  I  think  there  is  no  question  that  that  type  of  opportunity  to 
use  technology  in  more  imaginative  ways  is  going  to  be  extremely 
appealing  to  the  younger  generation.  So  we  have  projected  about 
half  a  million  telefile  returns  this  year  and  we  have  already  re- 
ceived over  472,000. 

Mr.  HOYER.  When  they  owe  money,  they  file  the  return  electroni- 
cally and  then  send  in  the  check? 

Ms.  Richardson.  Correct.  That  is  correct. 

PENDING  ELECTRONIC  FILING  LEGISLATIVE  INITIATIVES 

Mr.  HOYER.  Does  IRS  have  electronic  transfer  of  funds? 

Ms.  Richardson.  We  do  not  at  this  time  have  electronic  transfer 
capability  for  that  tjrpe  of  return  filing.  In  time  we  would  hope  to. 

Mr.  HOYER.  Sort  of  like  a  Visa  number  where  a  taxpayer  could 
transfer  funds  from  a  checking  account  to  IRS? 

Ms.  Richardson.  We  do  not  have  that  now. 

Mr.  Hover.  Are  you  contemplating  having  that? 

Mr.  Philcox.  There  is  legislation  that  we  have  proposed  that 
would  be  required  for  that. 

Ms.  Richardson.  We  have  a  number  of  legislative  initiatives 
that  we  would  need  to  have  implemented  and  one  of  them  would 
allow  people  to  pay  by  credit  card. 

Mr.  Hoyer.  Commissioner,  the  other  day  you  and  I  were  speak- 
ing about  my  ability  to  take  my  ATM  card  and  go  from  here  to  the 
West  Coast  or  frankly  overseas,  put  it  in  a  machine,  get  cash  out, 
and  have  it  all  computed.  In  effect  we  can  pay  bills  by  that  tech- 
nology. 

Ms.  Richardson.  Precisely,  and  I  think  in  time  you  certainly 
wouldn't  be  limited  to  where  you  were  geographically  going  to  use 
the  telefile  system  or  something  comparable  to  that. 

Mr.  Hoyer.  What  areas  of  the  country  do  you  now  have  that  ca- 
pability? 

Ms.  Richardson.  Right  now  it  is  in  seven  states  that  are  served 
by  the  Cincinnati  Service  Center,  principally  those  in  the  Midwest. 
In  southern  Ohio  we  are  testing  telefile  as  a  completely  paperless 
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process  with  your  voice  print  as  your  signature.  So  if  that  is  suc- 
cessful, telefile  could  be  a  totally  paperless  process. 

TAX  SYSTEMS  MODERNIZATION 

Mr.  HOYER.  TSM  is  a  phased  project,  is  it  not? 

Ms.  Richardson.  Yes,  it  is. 

Mr.  Hover.  We  have  some  stovepipe  capability  which  is  being 
purchased  now,  is  that  also  correct?  My  understanding  is  that  you 
are  sort  of  trying  to  stay  even  with  these  systems,  but  it  is  not  part 
of  the  modernized  system? 

Ms.  Richardson.  I  think  that  what  we  have  done  is  some  things 
to  stay  even,  but  we  have  also  done  a  number  of  things  to  get 
ahead,  and  I  think  the  contract  we  let  earlier  this  week  that  is 
going  to  allow  us  to  develop  our  Document  Processing  System,  our 
scanning  system,  is  definitely  intended  to  get  us  ahead  of  the 
game. 

We  have  a  number  of  other  things  that  are  being  piloted  right 
now  and  maybe  Hank  Philcox,  our  Chief  Information  Officer,  would 
like  to  give  you  just  a  brief  overview  of  what  we  have  got  that  is 
actually  new  in  TSM,  not  just  to  stay  a  step  ahead  of  the  game. 

Mr.  DOLAN.  If  we  could  move  it  back  to  your  first  question  of 
forms  of  access  to  us,  because  I  think,  as  the  Commissioner  points 
out,  on  the  front  end  we  have  a  lot  of  alternatives  to  get  to  us.  Part 
of  the  frustration  has  been  once  you  have  a  problem  with  us,  there 
are  multiple  directions  we  might  have  sent  you  in  the  past.  We 
might  have  asked  you  to  write,  we  might  have  asked  you  to  call 
four  different  places,  but  I  think  that  is  part  of  where  we  are  doing 
some  interim  things  on  the  way  to  the  longer  term  that  I  think  are 
going  to  help  the  customer. 

Mr.  Philcox.  Again,  Hank  Philcox,  Mr.  Chairman.  I  think  that 
our  early  initiatives  are  really  focused  a  lot  on  that  interface,  the 
purchase  of  ACD's,  which  is  the  automated  call  distributors  that 
we  need  in  order  to  route  calls  to  where  a  taxpayer  needs  to  go. 

Mr.  Hover.  This  is  the  hit  one,  hit  two,  hit  three? 

Mr.  Philcox.  That  is  the  front  end  of  that  system,  but  it  then 
allows  the  ACD  to  be  able  to  route  that  call  to  the  place  where  the 
exp>ertise  exists. 

Then  the  important  thing  is  when  it  gets  to  that  place,  the  per- 
son answering  the  call  has  to  have  information  to  be  able  to  take 
care  of  the  taxpayer  and  many,  many  times,  millions  of  times  a 
year,  in  the  past,  we  have  had  to  tell  taxpayers  that  we  can't  han- 
dle such  a  question  over  the  phone,  that  they  would  have  to  write 
to  us  in  a  service  center  so  that  they  can  get  into  the  paper  stream 
and  be  answered  that  way. 

Today  we  are  delivering  that  information  to  our  folks  so  that 
they  can  answer  the  question  on  line,  and  I  think  that  was  part 
of  what  we  saw  in  the  videotap>e.  What  we  are  really  doing,  early 
on,  is  unlocking  a  lot  of  the  information  that  we  previously  had 
stored  in  tape  libraries  and  on  magnetic  tapes  that  have  existed  in 
our  computing  centers.  Part  of  the  upgrade  that  we  have  done  on 
our  computer  systems  has  given  us  the  power  £uid  the  magnetic 
storage  to  be  able  to  do  that. 

So  that  is  a  big  piece  of  the  early  part  of  our  roll  out. 
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Ms.  Richardson.  Mr.  Westfall,  who  is  charged  with  the  oper- 
ational side  of  implementing  TSM,  do  you  want  to  add  anything? 

Mr.  Westfall.  Mr.  Chairman,  I  think  I  can  be  specifically  re- 
sponsive to  your  question  in  the  context  of  what  is  this  telephone 
objective,  how  does  it  work,  Eind  when  is  it  going  to  happen.  And 
it  goes  like  this:  The  telephone  objective  is  an  enormous  part  of  the 
future  for  us  because  we  view  the  history  we  have  of  dealing  with 
taxpayers  in  a  written  correspondence  mode  to  be  very  costly  and 
very  ineffective. 

And  secondly,  the  other  thing  that  we  do,  face-to-face  contact,  is 
very  slow,  very  late,  and  very  expensive.  And  so  the  telephone  ob- 
jective is  focused  on  using  a  significant  amount  of  additional  tech- 
nology to  get  a  taxpayer  into  the  system  by  phone  and  to  system- 
ically  route  that  taxpayer  through  a  menu  approach  to  get  into  the 
right  place  to  get  the  answer  to  a  question  or  to  get  an  issue  re- 
solved. 

What  we  want  to  do  is  move  more  and  more  of  our  business  with 
the  taxpaying  public  into  that  telephone  environment.  That  opens 
up  the  whole  24  hours  of  the  day  instead  of  a  business  day  for 
much  of  that  work,  and  we  are  already  in  the  process  of  major 
automated  call  distributor  installations,  additional  scripting,  and 
automated  routing  installations  in  our  two  prototype  locations,  in 
Nashville  and  Fresno,  that  we  established  this  year  for  customer 
service. 

We  are  beginning  to  build  the  approach  to  bringing  more  of  the 
compliance  supporting  work  back  into  the  telephone  instead  of 
doing  it  all  in  the  face-to-face  mode  of  an  enforcement  approach  in 
a  district.  Bringing  it  back  into  the  telephone  and  helping  to  focus 
that  in  such  a  way  that  we  are  there  much  earlier,  in  a  much  more 
all  encompassing  way.  When  a  taxpayer  calls,  the  whole  issue  can 
get  resolved  and  it  can  be  done  in  such  a  way  that  voluntary  com- 
pliance is  significantly  enhanced.  We  are  convinced  that  in  phasing 
into  this  over  the  next  several  years  we  will  have  a  significant  im- 
pact on  the  compliance  levels  in  the  system. 

And  so  through  the  next  two  or  three  years  we  will  be  following 
a  very,  very  specific  roll-out  schedule  to  move  this  into  the  consoli- 
dated customer  service  sites  that  we  have  discussed  already  in  the 
video.  We  will  retrain  and  rescript  and  rework  that  whole  tele- 
phone system  into  a  way  that  IRS  has  never  used  the  telephones 
before. 

Ms.  Richardson.  You  mentioned  also  our  customer  survey.  One 
of  the  things  that  the  survey  did  show  is  that  while  a  lot  of  tax- 
payers would  just  as  soon  not  have  any  contact  with  us,  those  who 
do  would  prefer  to  do  it  by  telephone  in  most  cases  rather  than  face 
to  face. 

SAVINGS  FROM  ELECTRONICS  INTERFACE 

Mr.  HOYER.  Am  I  correct  that  all  of  the,  whether  it  is  by  tele- 
phone or  other  device,  electronic  interface  with  the  taxpayer  results 
in  a  significant  savings  to  IRS? 

Ms.  Richardson.  That  is  certainly  part  of  our  plan. 

Mr.  HOYER.  That  is  2in  ambivalent  answer. 
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Ms.  Richardson.  Well,  I  mean  I  don't  know  that  we  have  recog- 
nized significant  savings  today  but  certainly  over  the  long  term 
that  would  have  significant  savings  in  our 

Mr.  HOYER.  Let  me  pursue  that.  I  want  to  ask  you  some  other 
questions.  I  want  to  yield  to  Mr.  Visclosky  in  a  second. 

I  have  got  some  other  questions  along  this  line. 

Mr.  Westfall.  Yes. 

Mr.  HoYER.  That  is  a  more  emphatic  answer.  It  is  cheaper  for 
IRS  to  handle  electronic  interface  than  it  is  a  paper  interface  right 
now;  am  I  correct  on  that?  Can  we  say  that? 

Mr.  DOLAN.  It  really  depends  on — the  answer  is  yes. 

Ms.  Richardson.  The  answer  is  yes,  but 

Mr,  DoLAN.  Probably  the  least  benefit  is  in  the  actual  person-to- 
person  encounter.  Where  the  real  benefits  come  over  time  is  in  the 
ability  to  not  have  to  store  the  tons  and  tons  of  records,  the  ability 
to  retrieve  them  and  the  lack  of  the  multiple  handling. 

Mr.  HOYER.  So  we  want  to  encourage  taxpayers  to  interface  with 
IRS  electronically? 

Ms.  Richardson.  Most  definitely.  Most  definitely. 

Mr.  HoYER.  I  will  have  some  questions  on  that  a  little  later  on. 

Mr.  KiNGHORN.  Mr.  Chairman,  Morgan  Kinghom.  As  another  ex- 
ample, the  error  rate  on  paper  is  anywhere  from  15  to  18  percent. 
The  error  rates  electronically  are  zero,  so  just  the  rework 

Mr.  HOYER.  When  you  say  the  error  rates 

Mr.  KiNGHORN.  In  terms  of  customer  errors  are — even  that  sav- 
ings rework  in  time  is  beneficial. 

Mr.  HOYER.  Makes  sense. 

Mr.  Visclosky. 

EMPLOYEE  CLASSIFICATION 

Mr.  Visclosky.  Thank  you,  Mr.  Chairman. 

There  is  a  concern  that  contractors  in  the  construction  industry 
are  misclassifying  employees  as  independent  contractors  in  order  to 
obtain  advantages  over  competitors.  The  annual  losses  have  been 
estimated  by  the  General  Accounting  Office  to  be  in  the  billions. 

Last  year  this  subcommittee  directed  the  IRS  to  hire  and  train 
more  people  to  enforce  the  classification  rules.  The  subcommittee 
also  directed  the  Service  to  report  back  to  us  yesterday.  The  rep)ort 
was  to  include  the  number  of  investigations  undertaken  and  an  ac- 
count of  revenue  received  as  a  result  of  the  investigation. 

I  have  two  questions  in  this  regard.  One  is,  what  is  the  status 
of  the  hiring  2ind  training  of  new  people  relative  to  employee  classi- 
fications and,  two,  what  is  the  status  of  the  report  that  the  sub- 
committee requested? 

Ms.  Richardson.  Our  examination  reporting  systems  don't  dif- 
ferentiate between  misclassification  and  other  employment  tax  is- 
sues, but  we  are  in  the  process  of  changing  our  systems  so  that  we 
can  conform  to  our  new  market  segment  approaches  and  also  be 
more  responsive  to  the  concerns  and  questions  that  you  raised  last 
year. 

We  are  going  to  be  meeting  with  representatives  from  the  con- 
struction industry  later  this  month  and  we  are  going  to  be  talking 
to  them  about  these  misclassification  issues,  the  requirements  in 
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that  industry.  It  is  an  area  of  serious  concern  £ind  we  are  very  well 
aware  of  it. 

Where  people  are  misclassified,  it  puts  those  who  do  classify 
their  employees  properly  at  a  competitive  disadvantage.  We  are 
quite  concerned  about  the  emplojrment  tax  issues,  not  just  in  that 
industry,  but  in  a  number  of  industries. 

Mr.  VisCLOSKY.  I  would  have  a  follow-up  question  and  that  is,  it 
was  a  committee  directive  to  the  IRS  to  undertake  these  investiga- 
tions. Was  there  a  communication  back  to  the  committee  during 
the  year  that  you  don't  make  those  distinctions  and  that  there 
would  not  be  any  specific  follow  on  to  the  request,  and  also,  is  there 
going  to  be  a  report  issued? 

Mr.  DOLAN.  I  don't  think,  Mr.  Visclosky,  that  we  did  make  a  re- 
port back  that  we  didn't  make  those  kind  of  distinctions.  I  think 
the  industry  group  interaction  is  the  basis  on  which  we  would  be 
able  to  give  you  something  meaningful  and  ourselves  differentiate. 
The  approach  of  looking  at  it  as  strictly  an  employee-by-employee 
classification  issue  was  getting  us  nowhere  fast. 

So  what  we  would  like  to  do  is  set  up  the  kind  of  liaison  with 
industry  groups  that  we  have  never  had  before  in  terms  of  working 
from  a  wholesale  basis,  if  you  will,  the  kinds  of  issues  and  kinds 
of  solutions  that  might  in  a  broad  way  touch  address  the  issue, 
rather  than  the  audit  by  audit,  employee  by  employee  or  independ- 
ent contractor  by  independent  contractor  approach. 

We  had  hoped  to  be  further  along.  We  have  had  several  signifi- 
cant industry  encounters,  but  we  are  not  at  a  point  where  we  can 
summarize  that  in  as  meaningful  a  way  as  we  hope  to  be  able  to 
soon. 

Ms.  Richardson.  What  I  would  like  to  do  is,  after  our  meeting, 
in  the  middle  of  March,  offer  to  come  in  and  meet  with  you  or  your 
staff  or  the  staff  of  the  subcommittee  about  where  we  are  and  what 
we  are  doing  to  give  you  a  firmer  idea  of  what  we  can  do  and 
where  we  see  the  problems. 

Mr.  Visclosky.  Commissioner,  I  appreciate  that.  I  appreciate 
that  your  employment  was  subsequent  to  the  hearing  last  year,  but 
I  guess  I  am  a  little  concerned  that  any  time  the  committee  has 
a  directive  in  the  report  language  and  bill  language,  it  not  be  ig- 
nored. 

I  am  not  suggesting  you  ignored  it  per  se,  but  I  find  it  dis- 
appointing that  we  would  have  to  wait  a  year  for  our  annual  testi- 
mony to  be  informed  that,  well,  we  asked  that  a  report  be  issued 
on  March  1st.  We  asked  that  additional  employees  be  hired  to  deal 
with  this  problem  and  then  a  year  later  we  find  out,  well,  not  much 
progress  has  taken  place.  Whether  it  is  on  the  Minority  side  or  Ma- 
jority side,  we  tend  to  work  very  bipartisan  here,  and  any  time 
there  is  directive  language,  we  take  it  very  seriously. 

Ms.  Richardson.  Well,  and  we  do  too,  and  I  apologize  because 
I  was  not  aware  until  just  very  recently  that  this  directive  had 
been  made  by  the  committee.  We  are  taking  steps  now  to  try  to  ad- 
dress your  concerns  and  get  a  report  back  to  you  hopefully  within 
the  next  two  to  three  weeks,  as  to  where  we  are. 

Mr.  Visclosky.  Because  I  still  believe  it  is  a  very  serious  issue. 

Mr.  DOLAN.  And  I  really  accept  the  responsibility,  having  been 
the  interim  player  on  that.  One  thing,  not  by  way  of  explanation 
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or  excuse,  when  we  sat  here  last  year,  we  thought  we  were  going 
to  leave  the  table  with  a  $150  million  initiative  that  was  designed 
to  do  a  number  of  things  in  the  compliance  area,  this  among  them. 

By  the  time  the  locsJity  pay  and  other  things  came  out  of  that, 
we  had  about  $10  million.  So  we  have  not  done  any  hiring  in  the 
revenue  agent  occupations. 

Mr.  VISCLOSKY.  And  I  am  more  interested  in  solving  the  problem 
prospectively.  We  find  ourselves — ^but  again,  it  is  not  an  idle  exer- 
cise. 

The  next  issue  I  would  like  to  address  for  a  few  minutes 

Mr.  HOYER.  I  think  I  added  the  language  when  we  wrote  the  re- 
port. I  thank  the  gentleman  for  asking  the  question. 

DIESEL  FUEL  TAX 

Mr.  VisCLOSKY.  On  the  fuel  evasion  issue,  it  is  my  understanding 
that  there  is  some  estimated  loss  of  about  $1.3  billion  annually  by 
individugds,  businesses  who  purchase  diesel  fuel  at  a  reduced  rate 
and  then  turn  around  and  sell  it  commercially  for  a  profit,  but  of- 
tentimes for  less  than  the  price  offered  at  the  pump. 

I  have  heard  that  the  current  evasion  rate  may  be  as  high  as  15 
to  25  percent  of  gallons  consumed.  Does  the  IRS  have  the  resources 
to  address  the  motor  fuel  tax  evasion  problem? 

Ms.  Richardson.  I  don't  think  we  have  all  the  resources  that  we 
feel  we  need.  I  think  Mr.  Dolan  referred  to  the  compliance  initia- 
tive that  we  had  hoped  to  have  last  year.  Most  of  the  money  was 
absorbed  by  the  locality  pay. 

As  you  may  recall,  we  also  had  a  change  in  some  of  the  rules  last 
year,  in  the  tax  bill,  and  we  have  tried  to  step  up  our  enforcement 
efforts  very  significantly  this  year.  The  new  law  went  into  effect  on 
Jsmuary  1,  but  we  have  had  to  take  from  other  programs  in  order 
to  fund  that  program,  and  I  think,  in  the  Fiscal  Year  1995  budget 
we  do  have  an  increase  for  enforcement  in  the  motor  fuel  area.  We 
have  been  trying  to  work  with  states  and  particulairly  Indiana  has 
been  very  helpful  to  us  in  trying  to  have  a  joint  effort  in  enforcing 
the  rules,  but  we  have  had  to  rob  other  programs  in  order  to  do 
what  we  needed  to  do. 

Mr.  ViSCLOSKY.  Given  the  full  funding,  do  you  anticipate  an  im- 
provement in  that  circumstance  this  year? 

Mr.  DOLAN.  I  think  we  would.  We  have  a  $17  million,  98  FTE 
component  of  the  $405  million  that  was  specifically  designed  to  ad- 
dress this. 

The  other  thing  we  would  ask  for  is  your  committee's  continuing 
support  to  restore  our  churning  capability  in  a  criminal  investiga- 
tion. It  is  one  of  the  more  successful  techniques  in  getting  behind 
fraud  and  has  been  the  undercover  technique,  and  in  the  under- 
cover world,  historically  we  had  a  capability  of  using  the  proceeds 
of  an  undercover  activity  to  fund  the  continued  undercover  pres- 
ence. 

Today  we  no  longer  have  that.  It  has  to  come  out  of  a  piece  of 
the  appropriation.  It  is  a  very  expensive  investigative  technique  to 
use,  and  yet  it  is  one  that  has  proven  most  successful,  particularly 
because  of  the  extent  to  which  there  is  the  presence  of  organized 
crime  in  an  awful  lot  of  these  evasion  cases. 
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PENDING  COMPLIANCE  PROPOSAL 


Mr.  ViSCLOSKY.  One  other  line  of  questioning  on  this  round  and 
that  is  the  program  for  additional  compliance,  the  $405  million  re- 
quest that  we  spoke  about  last  week  and  Secretary  Bentsen,  Mr. 
Panetta  have  talked  about. 

My  understanding  of  the  thrust  of  the  program  is  to  look  at  the 
IRS  as  a  profit  center  for  the  national  government  and  to  make  an 
investment  in  compliance  on  the  theory  that  we  would  gain  addi- 
tional revenue  over  and  above  the  monies  expended  without  any 
type  of  new  legislation  or  tax  increase. 

If  some  version  of  that  proposal  is  adopted,  what  type  of  measur- 
ing mechanism  would  be  available  to  us  next  year  to  look  at  that 
and  say,  does  it  work  or  it  did  not.  And  I  am  not  asking  for  a  rep- 
resentation that  there  is  a  guarantee  attached  to  it.  I  appreciate 
the  fact  that  this  administration,  your  agency,  is  willing  to  try 
some  new  things.  Sometimes  they  will  work  and  sometimes  they 
will  not. 

We  would  like  after  the  fact  to  be  able  to  judge  whether  some 
things  have  worked  or  not.  What  is  the  measurement  mechanism 
that  is  going  to  be  put  in  place  so  we  can  sit  down  and  make  a  ra- 
tional £issessment  in  that  before  we  start,  we  are  also  all  on  the 
same  page  and  it  is  not  a  moving  target  we  are  looking  at? 

Ms.  Richardson.  Well,  I  think  that  is  a  fair  question  to  ask  and 
we  have  in  place  additional  management  information  systems  that 
we  did  not  have  in  the  past  which  will  allow  us  to  track  our  compli- 
ance initiatives.  In  the  1991  initiative,  which  is  the  last  one  we 
really  had  that  was  funded,  we  were  able  to  track  exactly  how  that 
was  used  and  what  dollars  came  in. 

We  propose  to  do  the  same  thing  or  essentially  the  same  thing 
with  this  initiative.  I  don't  know  that  in  the  first  year  we  can  tell 
you  that  you  will  get  the  full  five  to  one  return,  but  over  a  five- 
year  period,  we  would  project  that  we  would  bring  in  conservatively 
at  least  $5  for  every  dollar  we  invest. 

Mr.  KiNGHORN.  Basically  next  year  at  this  period,  we  will  just  be 
bringing  those  people  on.  The  estimates  are  based  on  bringing 
them  on  board  by  March.  But  to  get  to  your  point,  what  we  can 
do  is  we  will  now  be  able  to,  in  effect,  look  at  FTEs  and  key  in  cli- 
ent areas,  revenue  officers,  tax  examiners. 

We  have  the  capability  to  measure  that  carefully,  so  you  should 
see  those  FTE  increasing  in  those  areas.  Secondly 

Mr.  DOLAN.  In  the  past,  it  has  been  very  hard  to  differentiate 
with  any  science  the  receipts  that  have  come  in,  voluntary  versus 
enforcement — we  have  only  been  able  to  give  you  a  gross  enforce- 
ment effort.  The  system  Morgan  has  established  can  differentiate. 
Our  systems  have  been  very  poor  in  taking  it  from  the  exam  issue 
through  appeals,  through  counsel  to  the  courts,  in  and  out  of  bank- 
ruptcy and  finally  saying  at  some  point  in  time,  here  is  what  we 
booked  for  the  effort,  and  this  is  the  kind  of  issue  that  produced 
that  result. 

The  system  our  CFO  has  established  now  gives  us  that  capabil- 
ity. We  are  now  looking  for  the  first  time  at  the  1992  cases  that 
closed  in  1992  and  being  able  to  look  at  a  whole  range  of  what 
worked,  what  didn't,  what  were  the  results  and  differentiate  be- 


635 

tween  them.  That  system  is  in  place.  As  Morgan  is  saying,  that 
won't  tell  you  at  the  end  of  1995  a  heck  of  a  lot  about  new  cases 
started  in  1995. 

On  the  other  side  of  the  equation,  we  have  broken  the  whole  ini- 
tiative down,  and  we  can  tell  you  there  are  X  thousand  schedule 
Cs,  there  are  Y  thousand  tax  auditors  in  this  dollar  range.  We  have 
got  the  full  $405  million  broken  down  so  that  we  would  have,  I 
think,  a  fairly  decent  ability  to  come  to  you  and  say  here  are  the 
units  of  work,  a  result  of  the  first  year  investment,  and  then  stick 
with  you  and  watch  those  units.  Some  of  these  units,  particularly 
the  tax  audit  units  and  collection  units  will  have  shorter  time 
frames.  They  won't  be  four  and  five  year  play-outs. 

You  will  see  the  effects  of  working  into  the  queue  and  you  will 
see  the  effects  of  the  quick  hit  exemptions  and  on  deductions  in  the 
kinds  of  audits  done  out  of  service  centers. 

In  a  two  or  three-year  period,  you  will  be  able  to  track,  with  a 
fair  amount  of  comfort,  what  you  are  getting  for  both  the  dollars 
and  the  FTE  as  a  result  of  the  initiative. 

Mr.  VisCLOSKY.  I  think  it  would  be  important.  We  had  a  con- 
versation I  believe  yesterday  when  Customs  was  in  about  represen- 
tations that  there  will  be  X  number  of  savings  attached  to  an  ex- 
penditure, and  when  you  go  back  in  time  to  fiscal  year  1992  and 
say,  well,  show  me,  it  is  discovered  that  these  are  multiyear  prob- 
lems. Some  of  the  savings  will  be  collected  in  1993,  1994  and  1995 
and  they  cannot  be  easily  measured  at  least  under  some  of  the  cir- 
cumstances you  face.  All  the  more  reason  there  ought  to  be  some 
specificity  to  the  parameters  of  how  we  will  be  able  to  assess  this 
program  as  we  continue. 

I  think  in  principle  it  is  a  good  idea.  I  went  on  at  length  last 
year,  Mr.  Dolan  can  recall,  complaining  that  there  is  this  identified 
tax  gap  but  no  plan  to  approach  it,  so  I  appreciate  the  answer. 

Thank  you,  Mr.  Chairman. 

Mr.  HOYER.  Mr.  Olver. 

YEAR  BY  YEAR  COLLECTIONS  FROM  COMPLL\NCE  INITIATIVES 

Mr.  Olver.  Thank  you,  Mr.  Chairman. 

It  is  good  to  see  you,  Mrs.  Richardson.  It  has  been  a  very  long 
time  since  we  met,  hasn't  it? 

Ms.  Richardson.  It  has,  not  even  24  hours. 

Mr.  Olver.  Just  as  a  comment,  one  of  the  things  that  I  sensed 
being  relatively  new  on  this  committee  is  that  there  have  been 
compliance  initiatives  over  time  that  are  engaged  in,  and  then  be- 
cause other  things  were  happening  in  the  overall  budgets,  you 
never  could  see  the  full  result  of  those  operations.  We  need  to  be 
able  to  assess  what  it  is  the  IRS  is  doing.  But  you  have  to  have 
enough  time  to  actually  put  something  into  effect  and  see  it  some- 
where down  the  road  in  order  to  find  out  it  is  working.  My  guess 
is  what  you  do  with  additional  personnel  that  might  come  from  this 
initiative  would  not  have  any  effect  in  fiscal  1995  because  of  the 
hiring,  training  gind  so  forth,  aspects,  and  only  begin  to  have  an  ef- 
fect that  probably  isn't  even  on  the  positive  side  of  the  ledger  in 
fiscal  1996  from  those  additional  persons,  but  perhaps  by  fiscal 
1997  one  could  begin  to  see  a  large  effect. 

Would  that  be  roughly  correct  or 
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Ms.  Richardson.  We  have  got  the  numbers  actually  plotted  out, 
but  I  think  that  because  what  we  are  talking  about  in  many  cases 
is  reinvesting  some  people  who  were  on  board.  The  training  time 
and  the  learning  would  be  a  lot  shorter  than  if  we  were  going  out 
to  the  street  and  hiring  all  new  people. 

Mr.  Olver.  From  our  discussion  yesterday,  I  think  you  told  me 
that  the  $2  billion  invested  over  a  five-year  period  would  bring  in 
$9  billion  over  a  five-year  period. 

Ms.  Richardson.  Right. 

Mr.  Olver.  And  it  must  be  possible  then,  to  show  us  what  you 
think  would  come  in  in  the  first,  second,  third,  fourth  and  fifth,  be- 
cause by  the  fifth  year  that  would  be  in  full  operation,  full  effi- 
ciency from  the  full  hiring  and  training  and  efficient  operation  of 
the  new  people.  But  in  the  first  couple  of  years  because  of  the 
transfer  of  people,  some  of  whom  would  have  to  be  retrained  in  the 
process,  I  would  guess  the  number  of  dollars  that  you  would  get  in 
from  it  would  probably  be  fewer  than  the  number  of  dollars  spent 
on  it. 

Mr.  KiNGHORN.  Mr.  Olver,  we  can  pass  this  out  for  you.  In  the 
first  year  it  is  a  little  less  than  one  to  one.  The  second  year  we 
more  than  break  even,  and  in  the  five-year  period,  we  believe  we 
will  generate  between  $9  and  $10. 

But  even  beyond  the  five-year  period,  that  is  the  budget  plzinning 
period,  if  you  stopped  any  new  audits  or  an3^hing  else,  you  are  still 
generating  $2  billion,  so  it  keeps  building  in  the  out-years. 

Mr.  Olver.  I  think  I  must  already  have  that. 

Ms.  Richardson.  I  think  we  left  it  with  your  staff  yesterday,  and 
that  it  lays  out — it  breaks  out 

Mr.  Olver.  Yes.  I  just  hadn't  looked  at  it. 

Ms.  Richardson.  A  year-by-year  basis,  but- 


Mr.  Olver.  My  major  point  is,  if  we  are  going  to  do  it,  then  we 
really  need  to  let  you  do  it  and  see.  We  can't  expect  you  to  look 
at  this  in  the  first  or  second  year  and  expect  to  have  much  in  the 
way  of  a  return.  It  has  got  to  be  looked  at  over  the  long  haul. 

Ms.  Richardson.  I  think  that  is  definitely  correct.  One  of  the 
most  serious  problems  I  think  we  have  had  over  the  last  several 
years  is  the  lack  of  stability  in  funding,  so  that  there  hasn't  really 
been  an  opportunity  to  begin  multiyear  programs.  I  think  we 
touched  a  minute  ago  on  the  fact  that  many  of  the  compliance  ini- 
tiatives that  we  had  hoped  to  undert£ike  or  had  thought  we  were 
funded  for  have  been  absorbed  because  of  pay  raises  or  locality  pay. 

What  is  particularly  exciting  for  us  in  this  proposed  budget  is 
that  for  the  first  time  since  Fiscal  Year  1991  we  have  a  fully  fund- 
ed labor  base,  so  that  if  we  were  to  get  the  initiative,  it  would  be 
funded,  our  base  would  be  funded  and  we  would  really  put  those 
dollars  into  compliance  work. 

organizational  changes 

Mr.  Olver.  I  take  it  that  in  this  process,  I  want  this  to  be  fairly 
quick  on  this  piece  because  I  really  want  to  get  back  to  what  I 
started  on,  if  you  are  reducing  your  phone  sites  from  70  to  23  and 
your  paper  processing  from  10  to— — 

Ms.  Richardson.  Five. 
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Mr.  Olver.  Five  and  the  computer  processing  from  twelve  to 
three  and  the  regional  centers  from  seven  to  five  and  so  forth, 
there  must  be  on  paper  at  this  point  where  those  present  sites  are 
and  where  the  sites  are  that  will  remain  in  the  process.  They  may 
all  be  far  along.  Is  that  somewhere  in  this  testimony? 

Ms.  Richardson.  I  don't  know  that  it  is  actually  in  the  written 
testimony,  but  we  do  have  that  information.  We  made  our  site  se- 
lection announcements  for  the  submission  processing  sites  and  for 
the  customer  service  sites,  the  23  telephone  sites. 

Mr.  Olver.  All  the  sites  have  been  chosen? 

Ms.  Richardson.  That  is  correct,  except  for  the  regional  offices. 
What  we  have  indicated  is  that  we  would  like  to  move  from  seven 
to  five.  We  have  not  made  any  decisions. 

Mr.  Olver.  Of  those  two,  but  all  the  others  have  been  chosen? 

Ms.  Richardson.  Yes  and  have  been  announced. 

Mr.  Olver.  I  take  it  that  all  the  personnel  of  the  department  will 
be  distributed  among  the  remaining  sites. 

Ms.  Richardson.  That  is  correct. 

Mr.  Olver.  When  you  are  done,  and  except  for  the  central  office, 
whatever  there  is  here  in  D.C.,  which  is  not  particularly  one  of  the 
service  sites 

Ms.  Richardson.  I  am  sorry.  The  people  performing  those  mis- 
sions will  be  distributed  in  those  sites.  We  will  continue  to  have  a 
district  office  in  each  State  and  with  posts  of  duties  in  various 
places  throughout  the  States  in  which  will  be  doing 

Mr.  Olver.  Are  any  of  these  co-located?  Are  the  regional  office 
and  the  paperless  return  processing,  are  they  co-located  or  is  that 
not  in  any  way  important  in  the  efficiency  of  this  operation? 

Ms.  Richardson.  I  don't  think  that  is  really  critical. 

Mr.  Olver.  It  doesn't  matter.  I  will  take  it  then  that  it  is  not 
critical,  but  I  would  like  to  see  the  map  of  where  these  will  be. 
When  will  that  be  complete?  When  is  the  intended  completion  of 
that  series  of  restructures? 

Ms.  Richardson.  We  are  phasing  it  in  over  the  next  several 
years.  Probably  the  end  of  the  decade  is  when  everything  will  be 
complete. 

TAX  GAP 

Mr.  Olver.  Let  me  then  go  on  to  the  other  aspect.  You  point  out 
in  your  video  that  the  number  of  delinquent  taxpayers  has  doubled 
over  five  years,  as  I  remember  it,  that  in  five  years  the  tax  gap  has 
gone  up  by  $30  billion. 

You  didn't  give  what  the  total  number  is,  but  I  think  it  is  gen- 
erally estimated  now  at  around  $130  billion,  plus  or  minus,  but 
that  is  the  number  from  which  five-year  increases  of  $30  billion. 
My  recollection  is,  and  you  can  correct  me  if  I  am  incorrect  on  this, 
that  on  the  audit  side,  in  a  15-year  period  roughly,  from  1981  to 
about  now,  that  the  audit  percentage  on  corporate  audits  has  gone 
down  from  something  greater  than  a  5  percent  audit  rate  to  now 
something  less  than  a  3  percent  audit  rate,  and  on  individual  tax 
returns,  that  it  was  something  in  the  range  of  1.8  percent  15  years 
ago.  It  has  now  dropped  to  less  than  a  1  percent  audit  rate,  and 
your  goal  is  to  raise  the  compliance  rate  from  82  to  about  90  per- 
cent by  the  year  2001.  That  is  the  stated  goal. 
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Ms.  Richardson.  That  is  correct. 

Mr.  Olver.  Do  you  know,  when  was  the  last  time  we  had  a  90 
percent  compliance  rate? 

Ms.  Richardson.  I  don't  think  we  have  measured  in  quite  the 
same  way  so  I  don't  know  that  we  could  honestly  give  you  an  an- 
swer, but  the  compliance  levels  have  hovered  around  the  same  per- 
centage the  last  15  or  20  years,  which  is  when  we  really  began 
measuring  in  the  way  we  do  today. 

Mr.  Olver.  So  there  is  no  real  comparison  of  apples  to 
apples 

Ms.  Richardson.  I  don't  know  that  we  have  a  way  to  compare 
apples  to  apples. 

Mr.  Olver  [continuing].  That  would  allow  me  to  go  back  year  by 
year  and  find  out  what  the  compliance  rate 

Ms.  Richardson.  That  is  correct. 

Mr.  Olver.  That  is  unfortunate  but  not  critical  in  any  particular 
way. 

I  just  have  to  say  in  this,  from  my  own  point  of  view,  that  if  we 
are  running  a  gap  and  we  have  a  noncompliance,  a  nonvoluntary 
compliance  in  the  17.3  percent  range,  and  if  by  our  enforcement 
procedures  we  are  reaching  some  other  2  or  3  percent  or  whatever 
the  number  is  for  my  argument's  sake,  to  say  15  percent  by  the 
time  our  activities  are  done,  starting  with  voluntary  compliance  of 
82  plus  percent  and  then  involuntary  compliance  in  a  particular 
year  that  gets  us  up  to  85  percent,  that  the  number  of  dollars 
here — leave  us  with  a  huge  tax  gap  is  a  huge  number  of  dollars. 

If  you  allow  me  for  the  moment  to  use  the  15  percent,  what  that 
means  is  if  we  were  running  a  balanced  budget,  that  every  one  of 
us  complies,  and  there  are  a  lot  of  honest  people  who  are  comply- 
ing, who  are  filing  every  year. 

Ms.  Richardson.  Absolutely.  Absolutely. 

Mr.  Olver.  Those  who  are  trying  to  do  the  very  best  they  can 
to  comply  with  the  laws  and  pay  what  is  due  under  the  law,  and 
on  average  paying  15  percent  more  so  that  some  group  can  pay  less 
or  none,  or  not  file  for  taxes  that  are  owed  under  the  law.  That  is 
particularly,  for  people  who  work  hard  and  play  by  the  rules,  that 
is  particularly  offensive,  I  would  think,  to  people  who  are  on  with- 
holding because  if  you  are  withholding  taxes,  basic  with  salaries  as 
your  incomes,  there  isn't  any  way  to  hide. 

If  you  haven't  hidden,  there  isn't  any  way  to  hide  and  you  are 
right  at  compliance,  at  the  100  percent.  I  mean,  noncompliance 
may  be  small  bits  of  things  which  you  don't  know — you  have  re- 
ported, but  you  don't  know  whether  this  is  to  be  reported,  and  it 
is  a  small  percentage,  and  then  you  have  a  lot  of  people  who  are 
simply  not  filing  and  not  paying  anything  of  what  their  obligations 
are  under  the  law.  You  are  shaking  your  head.  So  you  are  not  ob- 
jecting? 

Ms.  Richardson.  I  don't  disagree. 

Mr.  Olver.  The  tax  gap  is  $130  billion.  The  fiscal  year  that  we 
are  entering,  we  have  an  estimate  of  a  deficit  of  $160  to  $170  bil- 
lion. 

That  is  a  very  large  portion  of  the  deficit  that  we  are  dealing 
with.  That  is  a  matter  of  enormous  concern  to  a  major  part  of  the 
population. 
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So  I  just  want  to  say  that  I  think  this  tax  gap  is  exactly  where 
we  ought  to  be  operating,  and  I  am  totally  committed  to  the  idea 
of  getting  you  the  resources  in  the  area  that  is  going  to  go  at  this 
tax  gap  in  a  rational  way. 

Now,  you  set  a  goal  of  90  percent  compliance,  which  83  percent 
and  if,  in  fact,  by  involuntary  compliance  you  are  getting  up  to  my 
85  percent  at  the  present  time,  that  is  getting  up  from  there  to  90 
percent  through  your  enforcement  techniques,  which  is  one-third  of 
the  tax  gap,  that  would  represent  in  the  range  of  $40  billion  or 
thereabouts,  which  fits  into  your  $7  to  $10  billion  on  a  5  percent 
increase  on  compliance,  but  that  seems  to  me  to  be  relatively  mod- 
est. 

It  would  seem  to  me  that  a  well-functioning  system,  system  man- 
agement here,  plus  an  adequate  number  of  people  ought  to  be  able 
to  get  that  compliance  up  maybe  over  a  longer  period  of  time  to 
even  95  percent.  I  think  we  all  recognize  that  we  are  not  going  to 
get  total  compliance,  and  we  have  to  accept  that,  but  your  goal  of 
90  percent  seems  to  me  to  be  a  very  reasonable  kind  of  seven-year 
goal  in  the  process  of  putting  things  like  TSM,  proper  systems  into 
place,  proper  computerization,  and  technology  that  we  have  avail- 
able to  us  to  get  that  into  place  in  a  period  of  time  so  that  we  are 
functioning  well  over  a  six  or  seven-year  period,  given  that  we  are 
now  in  fiscal  1995 — six-year  period,  fiscal  2001  or  whatever. 

So  it  seems  to  me  that  that  is  entirely  reasonable  for  starters. 
Now,  let  me  get  down  to  some  sort  of  specific  kinds  of  things. 

Can  you  tell  us  what  the  marginal  dollars  per  additional  person 
are  in  tax  examinations,  tax  collections  and  the  computer  match- 
ing? 

Ms.  Richardson.  In  terms  of  the  actual  dollars? 

Mr.  KiNGHORN.  It  depends  where  you  are  putting  it.  In  fact  we 
are  changing  how  we  do  business.  We  hope  it  will  go  up.  If  you  put 
a  new  agent  in  New  York  City,  for  instance,  you  probably  could  col- 
lect $500,000  to  a  $1  million. 

Mr.  Olver.  Does  that  vary  very  much  on  data  by  region?  Is  there 
a  distribution  issue  on  regional  offices  or  what? 

Ms.  Richardson.  We  haven't  really  broken  it  out  quite  that  way, 
but  one  of  the  things  that  was  pointed  out  in  the  video  and  that 
you  and  I  talked  about  yesterday,  is  that  we  are  much  more  sophis- 
ticated today  and  are  getting  even  more  sophisticated  in  our  com- 
pliance research  techniques.  We  are  looking  at  market  segments 
and  the  kinds  of  things  Mr.  Visclosky  was  talking  about  with  cer- 
tain industries  to  try  to  really  identify  areas  where  we  have  signifi- 
cant noncompliance,  and  then  target  our  enforcement  resources  in 
those  areas  as  opposed  to  an  across  the  board  kind  of  approach 
that  we  have  used  in  the  past. 

Mr.  KiNGHORN.  We  want  to  look  at  a  balanced  program.  We 
think  our  $405  million  generally  comes  down  to  about  five  to  one 
over  a  period  of  time.  You  give  us  $1  million,  we  will  give  you  back 
$5  million  in  five  years.  Some  will  be  less  than  that. 

INFORMATION  RETURNS  MATCHING 

Ms.  Richardson.  One  area  that  would  pay  ofi"  quickly  in  a  much 
higher  way  is  in  our  information  returns  matching  program.  That 
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is  work  that  is  there  to  be  done  and  we  can  anticipate  about  an 
'eight  to  one  payoff  for  that. 

Mr.  Olver.  On  the 

Ms.  Richardson.  The  information  returns  matching  program  fol- 
lows up  when  there  is  a  mismatch  and  then  follows  up  with  con- 
tact. 

Mr.  Olver.  So  if  matching  is  eight  to  one,  then  one  ought  to  up 
to  a  point  of  diminishing  returns  then  put  resources  into  matching 
a  little  bit  more  proportionately,  more  there  than  someplace  else  if 
you  are  tr3dng  to  maximize  the  increase  in  compliance  rate  to  get- 
ting what  is  owed. 

Mr.  DOLAN.  The  matching  compares  a  particular  taxpayer's  infor- 
mation returns.  Oftentimes  it  includes  the  person  whose  1099  or 
W-2's  don't  match  and  has  his  or  her  economic 

Mr.  Olver.  You  would  like  to  get  the  compliance  rate  up  to  an 
even  rate  across  the  population,  although  you  already  know  it  is 
never  going  to  be  possible  to  do  that  because  we  have  withholding 
and  the  compliance  rate  is  total  virtually  on  withholding  where 
that  matching  is  complete,  versus  other  places  where  it  depends 
upon  voluntary  reporting. 

Ms.  Richardson.  Absolutely. 

Mr.  Olver.  So  you  never  can  quite  get  to  perhaps  what  would 
be  the  ideal.  You  would  have  to  reach  to,  and  I  guess  at  some  point 
here  I  am  going  to  ask  you  what  you  have  in  the  way  of  mecha- 
nisms to  identify  which  are  the  major  noncompliance  groups.  From 
what  you  know  at  the  present  time  what  are  the  major  noncompli- 
ance groups,  and  in  what  way  are  you  focusing  particularly  upon 
those? 

But  let  me  get  back  to  the  question  that  I  had  started  on  there 
because,  is  it  possible  to  give  in  the  sections — because  in  every  one 
of  the  personnel  breakouts  on  tax  law  enforcement,  you  have  things 
like  examinations  and  collections  and  matching  as  major  cat- 
egories. 

It  must  also  be  possible  from  that  somehow  to  get  a  sense  of 
what  the  on  average  nationwide,  even  though  you  may  be  able  to 
do  something  very  major  in  New  York  in  one  particular  area  versus 
something  else,  on  average  it  must  be  possible  to  pick  out,  and  if 
you  don't  have  it  right  at  your  fingertips,  maybe  you  could  give  us 
some  sort  of  analysis  of  it. 

Ms.  Richardson.  We  can  certainly  provide  you  with  that. 

Mr.  Olver.  Of  those  several  areas. 

Ms.  Richardson.  We  would  be  happy  to  do  that. 

[The  information  follows:] 

Commissioner  Richardson's  Response:  Identify  Major  Noncompliance  Groups 
AND  in  What  Way  Are  We  Focusing  on  Them 

The  Service's  workload  selection  systems  are  designed  to  focus  resources  in  areas 
of  low  compliance.  Additionally,  the  results  of  various  compliance  measurement  ef- 
forts, such  as  the  Taxpayer  Compliance  Measurement  Program,  provide  functional 
management  with  data  necessary  to  target  specific  noncompliance.  When  allocating 
resources,  management  considers  what  investment  would  maximize  yield  based  on 
available  resources,  as  well  as  compliance  rates.  Since  raising  compliance  rates  in 
some  categories  is  much  more  costly  than  others,  the  yield-to-cost  ratios  of  such 
cases  must  be  considered. 
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Mr.  Olver.  Just  let's  leave  it  at  that,  because  rather  than  try  to 
get  you  to  scurry  around  and  find  those  data,  I  probably  asked 
something  that  you  couldn't  be  expected  to  have  anywhere  close  to 
the  surface,  but  I  am  trying  to  make  some  sense  out  of  the  num- 
bers, and  I  am  looking  at  basically  three  pages  here. 

Page  1  of  your  report  which  shows  actuals  in  937  and  authorized 
for  and  budget  estimate  for  five,  and  then  page  1  of  the  tax  enforce- 
ment side,  and  then  the  page  that  you  just  handed  out,  which  is 
the  page  that  relates  to  the  new  initiative. 

Ms.  Richardson.  That  is  right.  That  is  only  our  compliance  ini- 
tiative, $405  million. 

Mr.  Olver.  Right,  the  compliance  initiative,  $405  million,  with 
its  5,000  people. 

Ms.  Richardson.  Right. 

BUDGET  REQUEST 

Mr.  Olver.  One  of  the  problems  for  me  in  seeing  what  is  going 
on  here  is  that  the  columns  and  the  designations  in  your  page  on 
tax  enforcement  don't  very  closely  correspond  to  the  page  in  the 
new  document,  although  I  think  if  one  takes  the  first  group  as  ex- 
aminations, the  first  group  on  your  new  initiative  of  tax — under  tax 
law  enforcement,  increased  number  of  tax  returns  examined  as  ex- 
aminations, and  the  second  one  is  collections,  and  the  third  as 
matching,  which  corresponds  to  lines  in  the  other  table  of  examina- 
tions, collections,  and  matching,  that  then  you  come  to,  I  think, 
what  is  a  comparison,  a  proper  comparison. 

But  if  you  look  in  your  tax  law  enforcement,  it  would  appear,  in 
going  from  actual  1993  that  a  group  of  resources  management  has 
suddenly  appeared,  a  very  large  number,  apparently  taken  from  all 
the  others.  It  is  just  a  reorganization.  It  is  not  people  lost  in  one 
place  and  something  new.  It  is  a  reorganization  from  within,  I  take 
it. 

Ms.  Richardson.  That  is  correct.  And  I  am  not  certain  exactly 
what  page  you  are  looking  at  or  what  your  numbers  are. 

Mr.  Olver.  I  am  looking  at  page  1  of  the  document  entitled,  Law 
Enforcement. 

Mr.  Moravitz.  Mr.  Olver,  Carl  Moravitz.  I'd  like  to  try  and  help 
you  out  on  a  couple  of  things.  First  of  all,  we  have  aJways  had 
within  our  accounting  system  resources  management  which  is  our 
district,  regional,  and  national  office  support. 

This  is  the  first  time  we  are  showing  it  separately  in  the  budget 
activities  so  it  is  visible  for  people  to  see.  One  of  the  things  that 
the  General  Accounting  Office  has  suggested  to  us  is  that  instead 
of  an  internal  management  accounting  system  that  is  different 
from  the  way  Congress  and  the  0MB  looked  at  our  budget  exter- 
nally, we  make  the  internal  and  outside  work  together. 

We  can  give  you  a  cost  of  how  that  has  been  over  the  years,  if 
you  wish.  But  that  resources  management  activity  has  been  spread 
programmatically  to  all  the  ones  that  are  up  above. 

Mr.  Olver.  On  your  opening  page  then  in  the  overall  document, 
which  is  under  the  title,  Internal  Revenue  Service,  the  summary 
page,  I  find  administration  and  management  having  gone  up  by  a 
third  between  the  actual  1993  and  the  authorized  1994. 
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Everji^hing  goes  down  in  1993  to  1994  except  for  the  information 
systems  which  you  are  trying  to  build  TSM  so  it  is  up  just  sHghtly. 
That  also  has  to  be  some  sort  of  reorganization. 

Mr.  KiNGHORN.  It  was  really  at  GAO's  recommendation  to  put  all 
administrative  management  functions  in  a  single  place.  We  can 
show  you  when  you  look  at  fiscal  year  1991  that  way  or  fiscal  year 
1992  that  way,  it  will  go  down  in  fiscal  year  1991. 

Mr.  Olver.  Then  if  you  read  on  to  the  budget  for  1995,  every- 
thing is  down  at  least  in  the  base  budget,  except  for  information 
systems — well,  it  is  down  slightly,  but  the  smallest  percentage,  and 
it  is  from  there  that  we  then  go  £ind  pull  into  place  the  new  re- 
sources from  the  $405  million  initiative  added  to  those 

Ms.  Richardson.  That  is  correct. 

Mr.  Olver  [continuing].  In  the  various  areas,  so  tax  enforcement 
2,000  drop  in  the  base  budget  is  then  replaced  by  about  a  4,500  in- 
crease, for  a  net  2,500  or  so  increase  overall  in  tax  enforcement. 

Ms.  Richardson.  That  is  correct. 

Mr.  MORAVITZ.  One  additional  thing  is  the  structure  we  are  pro- 
posing in  terms  of  reorganization.  We  have  made  fiscal  year  1994 
and  fiscal  year  1995  look  similar  so  the  comparison  you  can  see. 

We  have  fixed  fiscal  year  1994  so  you  can  observe  the  transition 
into  fiscal  year  1995  £ind  we  can  provide  any  additional  information 
to  the  Committee  on  that. 

Mr.  Olver.  This  may  lead  me  to  a  number  of  other  questions, 
but  I  suspect  that  my  time  is  very  close  to  up  and 

Mr.  HOYER.  Gretting  close. 

AUDIT  RATE 

Mr.  Olver.  Let  me  just  say  that  it  would  appear  to  me  that  what 
has  happened  from  my  trying  to  look  into  this  over  time  is  that  as 
system  improvement  has  been  put  in  place,  personnel  have  been 
cut  and  audit  rates  have  been  cut  very  substantially. 

Now,  it  seems  to  me  that  systems  can  only  do  so  much.  You  have 
to  go  back  and  do  those  audits  and  if  you  are  going  to  continue  to 
operate  at  an  audit  rate  that  has  dropped  to  half  or  less  than  half 
of  what  they  were  during  the  time  that  the  systems  have  been  im- 
proved, you  are  going  to  forever  fail  and  find  that  the  tax  gap  re- 
mains at  18  percent  or  maybe  even  increases,  because  without  that 
audit  rate  up  there  on  the  key  areas  where  you  can  identify  there 
is  a  history  of  noncompliance. 

If  you  don't  get  those  audit  rates  up  there  by  getting  more  per- 
sonnel on  the  ground  doing  that  after  you  have  put  good  systems 
in  place,  you  are  not  going  to  reach  your  90  percent.  That  would 
be  my — that  would  be  my  prediction. 

Ms.  Richardson.  We  fully  concur  with  you,  and  I  think  that  is 
why  we  in  this  administration  are  so  supportive  of  this  compliance 
initiative,  because  we  do  feel  like  the  advent  of  tax  systems  mod- 
ernization is  going  to  be  a  terrific  boon  to  our  efforts  to  enhance 
compliance,  but  we  can't  do  it  alone. 

We  have  to  have  the  personnel  working  in  the  compliance  area. 

Mr.  Olver.  Is  it  your  intent  to  increase  the  audit  rates? 

Ms.  Richardson.  We  would  like  to  increase  audit  coverage,  but 
we  would  like  to  target  our  audits  more  specifically  to  areas  where 
we  see  noncompliance  is  disproportionately  high. 
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I  think  we  are  satisfied  that  what  we  were  able  to  do  in  the  past 
because  of  our  lack  of  information  was  the  best  we  could  do  at  the 
time.  We  can  be  much  more  precise  now,  and  make  a  much  bigger 
impact  on  compliance  by  more  carefully  targeting  our  resources. 

Mr.  Olver.  Well,  I  would  ask  you  to  direct  me  to  where  in  the 
report  are  the  analysis  of  what  those  target  areas  are  and  what  in- 
formation further  you  need  in  order  to  be  able  to  identify  the  most 
lucrative  and  appropriate  bargaining  for  going  after  the  noncompli- 
ance. 

I  would  just  say,  again,  as  a  repetition,  that  I  personally  am  of- 
fended, and  I  would  think  that  every  person  who  complies  as  best 
they  can  in  this  system  should  be  offended  when  about  15  percent 
of  the  population  is  in  major  noncompliance.  Ultimately,  with  vol- 
untary and  nonvoluntary  compliance,  you  have  still  got  15  percent 
of  the  obligation  under  the  income  tax,  corporate  and  individual, 
not  being  paid,  and  that  means  that  every  one  of  us  who  tries  the 
best  we  can,  pays  15  percent  more  than  we  should  under  the  law. 
That  money  would  go  a  long  ways  toward  wiping  out  an  exceed- 
ingly great  problem  with  deficits  in  this  society,  in  this  govern- 
ment, and  then  I  would  say,  again,  that  I  support  this  initiative. 
It  is  headed  in  the  right  direction. 

Ms.  Richardson.  We  thank  you  very  much,  and  I  hear  often 
from  taxpayers  who  are  very  concerned  about  making  sure  that  we 
are  enforcing  the  laws  fairly  and  across  the  board. 

I  think  people  have  never  harbored  any  hopes  that  people  would 
enjoy  paying  taxes,  but  I  do  think  they  feel  that  everyone  should 
be  treated  in  the  same  fashion  and  that  we  should  be  enforcing  the 
laws  against  everyone.  So  we  thank  you  for  your  support. 

[The  information  follows:! 
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Commissioner  Richardson's  response:   Target  areas  and  what  further  information  is 
needed  in  order  to  be  able  to  identify  the  most  lucrative  and  appropriate 

areas  of  noncompliance. 

IRS  will  use  better  information  about  compliance  patterns  of  specific  categories  of  taxpayers- 
market  segments--to  design  the  compliance-enhancing  techniques  that  work  best.  Improved 
customer  service  and  outreach  programs  will  be  part  of  the  answer  as  well  as  enforcement  The 
FY  1995  IRS  Compliance  Initiative  will  increase  enforcement  staff  to  address  the  following 
components  of  the  tax  gap: 

1 .  Underpayment:  Accounts  receivable  inventories—taxes  due  from  current  and  prior  years  but 
not  paid  in  full-have  grown  35%  over  the  past  five  years.  The  number  of  taxpayers  failing  to 
pay  their  liability  in  full  at  the  time  of  filing  has  increased  from  14  million  to  16  million  over 
the  past  three  years.  Additional  staff  will  mean  quicker  case  assignment  and  accelerated  taxpayer 
contact,  improving  collection  opportunities. 

2.  Underreporting:  A  major  program  used  by  IRS  to  detect  unreported  income  is  the  document 
matching  program.  We  will  improve  the  usefulness  of  documents  currently  not  matched,  initiate 
educational  efforts  to  improve  the  accuracy  of  information  reporting,  and  improve  compliance 
by  Federal  government  payors  with  reporting  requirements.  We  plan  to  concentrate  our 
Examination  initiative  resources  on  increasing  the  audits  of  employment  tax  returns  and 
individual  non-farm  sole  proprietor  (i.e.,  Schedule  C)  returns.  Non-farm  sole  proprietors 
constitute  the  single  most  non-compliant  group  in  the  individual  income  tax  gap,  annually 
underreporting  an  estimated  $30  billion  in  tax.  Efforts  expended  in  these  two  areas  would 
increase  coverage  of  employee/independent  contractors,  payroll  taxes,  and  cash  businesses/self- 
employed  taxpayers.  We  also  plan  to  increase  staffing  in  our  Correspondence  Examination 
function,  which  would  focus  on  such  issues  as  overstated  deductions,  improper  filing  status,  and 
failure  to  report  self-employment  tax.  These  three  areas  alone  annually  represent  more  than  $30 
billion  of  the  tax  gap. 

3.  Nonfiling:  Expanded  document  matching  will  enhance  collection  efforts  to  secure  more  of 
the  estimated  ten  million  returns  not  filed  each  year.  Enhanced  efforts  to  collect  taxes  will  result 
in  securing  additional  returns.  This  effort  will  pay  dividends  in  FY  1995  and  in  subsequent  years 
by  keeping  filers  on  the  tax  rolls. 

4.  Tax  Fraud:  Our  efforts  to  collect  delinquent  taxes  must  be  augmented  by  enforcement  of 
criminal  tax  fraud  statutes.  Expanded  efforts  will  be  undertaken  to  detect  motor  fuel  tax  evasion, 
bankruptcy  fraud,  and  financial  fraud  involving  pensions  and  filing  fraud. 
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Mr.  HOYER.  Mr.  Lightfoot. 

TSM  VIDEOTAPE 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman,  good  morning,  wel- 
come to  our  Committee. 

I  apologize  for  not  being  here  at  the  start.  We  do  a  Wednesday 
call-in  program  back  in  the  district.  With  27  counties,  I  get  a  lot 
of  questions,  although  not  all  of  them  could  hear  that  particular 
station,  but  we  try.  Mr.  Dolan,  good  to  see  you,  and  Mr.  Munoz, 
this  is  day  three  so  you  are  now  an  honorary  member  of  the  Com- 
mittee. If  you  would  like  to  move  over  on  this  side,  you  are  wel- 
come to  do  so. 

I  am  sorry  I  missed  the  video,  but  I  have  got  a  much  smaller  TV 
set  in  the  office  if  we  could  borrow  the  tape. 

Ms.  Richardson.  We  will  make  one  available  to  you  because  we 
do  think  it  is  a  good  illustration  of  where  we  are  today  or  where 
we  have  been  and  where  we  hope  to  go,  and  some  of  the  things  we 
have  actually  brought  on  line  and  until  you  have  a  chance  to  visit 
our  service  centers  and  see  firsthand,  I  think  it  is  a  good  oppor- 
tunity. 

ASSOCIATION  MEMBER  DUES 

Mr.  Lightfoot.  Appreciate  that.  Let  me  get  a  couple  of  parochial 
things  out  of  the  way  first,  and  you  probably  don't  have  the  answer 
to  this  question  with  you,  but  there  was  a  technical  memorandum 
that  I  was  issued  as  it  pertains  to  organizations  stating  that  associ- 
ate member  dues  should  be  treated  as  unrelated  business  income. 
This  went  to  the  American  Farm  Bureau  Federation  in  particular. 

In  a  State  like  Iowa,  where  about  everybody  belongs  to  the  Farm 
Bureau,  there  is  a  lot  of,  shall  we  say,  dissatisfaction  with  being 
put  in  that  classification,  and  I  would  just  like  it,  at  your  leisure, 
if  you  could  respond  to  where  that  matter  is  at  this  point  in  time 
and  maybe  some  of  the  rationale  behind  it,  and  if  you  have  some- 
thing with  you  now,  that  would  be  fine.  But  if  you  would  like  to 
do  it  later 

Ms.  Richardson.  I  don't.  I  actually  don't  know  anything  about 
that  specifically,  but  we  will  certainly  look  into  it. 

[The  information  follows:] 

Commissioner  Richardson's  Response:  Technical  Memorandum  Relating  To 
Treating  Associate  Member  Dues  as  Unrelated  Business  Income  Particu- 
larly to  the  American  Farm  Bureau  Federation 

In  January  1994,  the  IRS  did  issue  a  technical  advice  memorandum  concerning 
one  state  farm  bureau  exempt  under  IRC  SOKcKS)  in  which  we  concluded  that  dues 
from  associate  members  were  subject  to  the  unrelated  business  income  tax  imposed 
on  exempt  organizations  under  section  511  of  the  Code.  The  basis  in  this  case  is 
that  associate  members  do  not  have  the  right  to  vote  and  lack  other  rights  of  con- 
trol. Associate  members  join  to  obtain  lower  rates  for  group  auto,  life,  and  health 
insurance  available  to  members. 

This  position  was  consistent  with  two  court  cases  in  which  the  courts  upheld  the 
Service  position  with  respect  to  labor  organizations  exempt  under  501(cK5).  In  those 
cases,  the  labor  organizations  were  engaged  in  essentially  the  same  activity  and 
were  likewise  held  to  be  subject  to  the  unrelated  business  income  tax  on  the  associ- 
ate member  dues.  American  Postal  Workers  Union,  AFL-CIO  v.  United  States  925 
F.2d  480  (D.C.  Dir.  1991,  and  National  Association  of  Postal  Supervisors  v.  United 
States,  944  F.  2d  859  (Fed.  Cir.  1991)). 
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r  CORPORATE  SYSTEMS  DEVELOPMENT  SITES 

Mr.  LiGHTFOOT.  Another  particular  project  that  I  have  a  personal 
interest  in  deals  with  the  competitive  bidding  on  research  centers 
to  develop  the  software  for  the  IRS.  As  someone  who  used  to  work 
with  computers,  it  seems  to  me  that  ought  to  be  one  of  the  top  pri- 
orities, to  develop  a  program  that  you  want  to  use  first,  and  then 
get  the  hardware  to  run  it,  but  we  have  been  told  that  this  has 
been  pretty  much  put  on  hold. 

Do  you  plan  to  implement  the  research  centers  or  are  you  going 
to  do  it  later,  or  could  you  give  us  an  update  on  the  status  of  those 
centers? 

Ms.  Richardson.  I  think  Mr.  Philcox,  our  Chief  Information  Ofti- 
cer,  can  give  you  the  information  on  what  we  are  doing  in  that 
area. 

corporate  systems  DEVELOPMENT  SITES 

Mr.  Philcox.  We  are  actively  reviewing  all  aspects  of  the  devel- 
opment of  these  sites.  In  fact,  we  have  two  sites  that  are  corporate 
systems  development  sites.  Those  are  areas  where  we  have  already 
established  development  staffs.  They  were  chosen  a  number  of 
years  ago — Charlotte,  North  Carolina,  and  Las  Vegas,  Nevada. 

Those  locations  have  particularly  excellent  recruiting  and  local 
universities  that  put  out  students  that  have  information  and  tech- 
nology skills. 

There  will  be  some  additional  sites  that  will  be  selected  as  well, 
and  we  are  now  going  through  the  process  of  evaluating  those  sites 
and  establishing  the  criteria  that  will  be  used  to  select  those  sites. 

Mr.  LiGHTFOOT.  Obviously  we  are  interested  in  the  one  in  Iowa 
and  also  the  one  in  Missouri.  Could  you  give  us  an  update  where 
those  are? 

Mr.  Philcox.  Well,  I  can't — I  don't  think  we  have  gotten  to  the 
point  where  we  have  specifically  identified  locations  yet,  as  to 
where  that  is.  We  are  still  in  the  process  of  identifying  the  kinds 
of  criteria  that  really  ought  to  apply  in  those  cases. 

Mr.  LiGHTFOOT.  When  did  you  select  the  other  three? 

Mr.  Philcox.  Within  the  last  several  years  we  made  a  choice  to 
select  them,  largely  because  we  already  had  installed  base  person- 
nel in  those  locations. 

GAO  TESTIMONY  ON  TAX  SYSTEMS  MODERNIZATION 

Mr.  LiGHTFOOT.  A  comment  that  we  heard  just  this  past  week 
from  an  employee  of  the  IRS  with  respect  to  the  TSM  operation, 
was  that  projects  seemed  to  be  all  over  the  place,  that  it  was  dif- 
ficult to  coordinate  what  is  happening,  and  GAO  issued  a  report, 
and  there  is  another  one  that  came  out  today,  which  I  don't  know 
whether  you  have  seen  or  not. 

Ms.  Richardson.  Their  testimony,  yes,  we  have  seen  that. 

Mr.  LiGHTFOOT.  But  one  says,  "Lacking  detailed  requirements  for 
TSM  as  a  whole,  IRS  has  been  defining  requirements  for  individual 
projects,  as  it  undertakes  them.  This  approach  is  risky  because  re- 
sulting systems  may  be  designed  to  specifications  that  turn  out 
later  to  be  inappropriate."  It  goes  on  £ind  talks  about  that. 
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This  was  the  same  idea  that  was  alluded  to  in  an  earlier  report. 
Could  you  give  us  some  specifics  of  what  you  have  done  to  try  to 
comply  with  what  GAO  has  talked  about  and  to  make  it  a  more 
streamlined  process? 

Ms.  Richardson.  Yes,  I  would.  I  would  actually  like  Mr. 
Westfall,  who  is  our  modernization  executive,  to  respond  to  that, 
because  although  I  think  we  certainly  agree  with  some  of  the  con- 
cerns that  GAO  expressed  in  their  testimony,  I  am  not  sure  that 
we  would  agree  with  all  of  the  things  that  they  have  raised. 

Mr.  LiGHTFOOT.  Fine,  Mr.  Westfall.  Thank  you. 

Mr.  Westfall.  Basically,  under  these  new  operating  concepts 
that  you  will  see  outlined  in  the  video,  such  as  the  new  customer 
service  approach,  we  have  developed  a  detailed  concept  of  operation 
documents  which  describe  at  a  relatively  high  level  what  it  is  we 
w£int  to  do  in  those  sites,  how  we  want  to  operate. 

We  have  also  detailed  as  an  example  under  that  particular  con- 
cept more  than  400  lower  level  detailed  requirements,  and  we  are 
now  getting  ready  to  take  those  requirements  down  into  detailed 
specifications  which  become  the  product  for  Hank's  people  to  de- 
velop the  software  itself 

And  so  for  the  longer  term  objectives,  what  we  are  doing  is 
prioritizing  these  things  and  we  are  getting  to  the  detailed  require- 
ment level  as  rapidly  as  we  can,  and  we  recognize  the  urgency  of 
this.  We  believe  that  the  software  can  be  delivered  in  the  time 
frames  that  it  needs  to  be  delivered  with  the  concepts. 

Now,  there  are  significantly  greater  detailed  requirements  in  ex- 
istence under  some  of  our  front-end  projects,  and  GAO  refers  to 
these  projects  in  that  statement.  What  we  are  doing  is  working 
standards  around  those  early  projects. 

An  example  of  this  is  the  Totally  Integrated  Examination  Sys- 
tem, which  is  an  automated  approach  to  doing  the  audit.  That  sys- 
tem will  be  implemented  in  five  locations  this  year  and  sixteen 
more  next  year.  We  are  putting  that  system  into  the  longer  term 
TSM  based  automated  work  station. 

We  are  doing  everything  we  can  to  implement  that  system  in  a 
way  that  is  consistent  with  the  overall  objectives  of  TSM  longer 
term,  and  can  then  be  incorporated  into  our  full  TSM  effort. 

So,  there  are  some  requirements  that  are  far  more  advanced 
than  other  requirements  in  the  system. 

Mr.  Philcox.  Mr.  Lightfoot,  I  would  just  like  to  add  one  thing. 
I  have  in  my  hand  a  requirements  document  that  we  had  developed 
last  August.  We  have  received  now  the  latest  version  of  this  as  of 
a  February  publication.  Larry  mentioned  the  400  requirements. 
There  are  many,  many  more  than  that  in  this  document. 

We  are  now  going  through  the  validity  checking  of  every  single 
requirement  and  the  traceability  of  that  back  into  our  systems'  ar- 
chitecture. GAO  made  mention  of  a  November  date  in  either  their 
testimony  or  in  their  report.  The  November  date  is  actually  the 
February  date  that  we  just  completed,  and  we  are  going  through 
the  validation  process  right  now  that  they  said  wouldn't  begin  until 
November. 

So  we  feel  that  we  have  made  a  lot  of  progress  on  this  issue. 
These  are  the  long-term  requirements,  as  Mr.  Westfall  mentioned. 
The  shorter  term  requirements  are  quite  well  defined,  and  so  in  the 
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next  two  or  three  years,  we  have  a  very  good  set  of  requirements 
that  we  are  working  against. 

IMPLEMENTATION  DATE  FOR  TSM 

Mr.  LiGHTFOOT.  You  should  be  able  to  answer  this  because  it  is 
more  a  philosophy  question,  I  guess,  than  actual  hard  fact.  All  of 
us  here  are  in  an  election  year  and  I  suspect  probably  everybody 
around  this  table  has  looked  at  election  day,  put  a  plan  in  place 
that  you  want  to  be  implemented  by  the  time  you  get  there  and 
work  back  from  that. 

When  I  was  in  the  private  sector,  if  we  wanted  to  market  a  prod- 
uct, we  would  pick  the  date  we  are  going  to  introduce  it  and  put 
together  the  commercials  you  are  going  to  buy,  the  promotion  you 
are  going  to  do,  the  samples  you  gave  away,  and  you  worked  back 
from  it. 

Have  you  done  that  with  TSM?  Have  you  picked  an  arbitrary 
point  in  time  that  you  want  this  in  place,  this  is  what  is  there  and 
you  worked  back  from  there  to  get  yourself  to  it? 

Mr.  Westfall.  Yes.  What  we  have  done  is  we  have  arbitrarily 
chosen  the  year  2001  as  a  point  where  we  want  the  entire 
reinvention  completed  and  business  changed,  and  we  have  defined 
that  in  pretty  solid  detail  in  some  major  increments  of  expectation 
of  change. 

For  instance,  one  of  the  increments  of  change  at  that  point  is 
that  we  want  to  deliver  into  the  system  80  million  electronic  re- 
turns at  that  time,  80  million  out  of  the  total  universe. 

What  we  are  doing  is  staging  that  back  and  we  are  now  about 
to  produce  a  business  master  plan,  which  is  acknowledged  in 
GAO's  testimony,  by  mid-May  which  will  detail  the  1995,  1996  and 
1997  increments  of  targets  for  the  amount  of  electronic  activity 
that  we  hope  to  deliver,  and  plan  to  deliver  in  each  of  those  years. 
We  are  doing  that  same  thing  under  a  lot  of  other  concepts  that 
are  expectations,  goals,  that  we  are  backing  down  through  this  de- 
tailed approach. 

CHARITABLE  CONTRIBUTIONS 

Mr.  LiGHTFOOT.  Thank  you.  I  have  a  couple  of  quick  questions 
I  would  like  to  ask  for  Mr.  Wolf,  and  one  of  these  got  brought  up 
on  the  call-in  radio  program  this  morning  so  somebody  in  Wapello 
County,  Iowa  is  concerned  about  this  as  well,  I  guess,  but  it  in- 
volves this  whole  thing  with  charitable  contributions. 

Could  you  discuss  with  us  a  little  bit  how  you  determine  what 
an  item  is  worth  that  the  person  can  deduct  off  their  tax  return, 
and  what  kind  of  guidelines  do  you  give  to  the  Salvation  Army  or 
whoever  puts  value  on  these  items,  and  then  what  is  acceptable? 
How  do  you  go  about  doing  that? 

Ms.  Richardson.  Well,  in  a  very  broad  way,  the  fair  market 
value  is  the  measure  of  the  deductibility,  and  I  would  like  to  get 
our  technical  people  to  give  you  some  real  specific  guidance  if  that 
is  what  the  concern  is.  Obviously  where  you  have  cash  and  checks 
in  evidence,  that  is  the  value  of  the  gift. 

Where  you  are  giving  property,  then  the  fair  market  value  is 
what  we  look  at. 
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Now,  typically,  depending  on  the  gift,  people  might  have  it  ap- 
praised. Tnere  are  any  number  of  ways  that  fair  market  value  can 
be  determined.  Sometimes  it  is  a  bit  more  speculative  than  others. 

Mr.  LiGHTFOOT.  Do  you  determine  that  or  do  you  let  someone 
else  do  that? 

Ms.  Richardson.  By  law,  that  is  what  the  taxpayer  would  put 
together,  the  documentation  to  support  the  deduction.  Then  on 
audit,  we  would  take  a  look  at  it  and  verify  it  and  if  we  agreed 
with  it,  that  is  fine.  If  not,  we  might  make  an  independent  ap- 
praisal. 

It  would  really  depend  on  the  situation  and  the  type  of  gift  as 
to  what  kind  of  appraisal  we  would  look  at. 

Mr.  LiGHTFOOT.  Well,  one  thing  that — we  got  a  list  of  an  actual 
return  sind  there  was  a  Ding-dong  Daddy  from  Dumus  T-shirt  that 
was  valued  at  $20.  There  were  a  number  of  T-shirts  that  obviously 
came  from  a  political  campaign  that  had  $10  attached  to  them.  I 
can't  sell  mine  for  $10  when  they  are  trash. 

Ms.  Richardson.  Depends  on  how  famous  you  are. 

Mr.  LiGHTFOOT.  Yes,  well  I  am  not  very  famous  I  guess,  but — 
and  I  know  you  can't  go  over  every  one  of  these,  but  I  just — it 
would — you  know,  the  guy  that  is  working  down  at  the  comer 
drugstore  that  goes  back  to  Mr.  Olver's  analogy  of  the  people  that 
are  trying  to  do  what  is  right,  they  hear  about  these  things  and 
then  they  see  them. 

Then  when  it  is  documented  that  that  in  fact  did  happen,  they 
are  not  real  happy. 

Ms.  Richardson.  Well,  certainly  all  taxpayers  are  entitled  to 
make  charitable  contributions  and  gifts  of  property,  and  it  is  up  to 
them  to  provide  some  substantiation  for  tne  fair  market  value  of 
the  gift.  But  they  are  available  to  all  taxpayers. 

DOCUMENT  processing  SYSTEM 

Mr.  LiGHTFOOT.  And  very  quickly,  I  think  this  question  has  been 
pursued  to  some  extent,  and  I  won't  go  much  further  with  it,  but 
I  believe  it  was  in  yesterdaj''s  Post  where  they  released  that  you 
folks  had  spent  $1.3  billion  on  some  IBM  hardware. 

Ms.  Richardson.  That  is  correct. 

Mr.  LiGHTFOOT.  Is  that  the  procurement  you  were  talking  about 
in  your  document  processing  system  statement? 

Ms.  Richardson.  Yes,  that  was  for  our  document  processing  sys- 
tem, and  I  think  when  you  see  the  video,  you  will  be  able  to  see 
the  kinds  of  things  that  will  do.  , 

Mr.  LiGHTFOOT.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  HOYER.  Thank  you. 

Ms.  Richardson,  I  have  got  a  meeting  with  the  Majority  Leader 
that  is  going  to  take  about  20  minutes.  I  am  going  to  recognize  Mr. 
Darden  and  Mr.  Visclosky,  but  I  intend  to  get  back.  I  don't  know 
what  your  schedule  is.  It  would  be  my  intention  to  try  to  go  no 
later  than  12:30,  if  that  suits  everybody. 

Mr.  Darden. 

audit  selection  guidelines 
Mr.  Darden.  Thank  you,  Mr.  Chairman. 
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Commissioner,  Mr.  Dolan,  Mr.  Munoz  it  is  a  pleasure  to  have  you 
here.  I  believe  this  is  your  first  time  as  Commissioner,  and  so  we 
want  to  say  a  special  welcome  to  you.  I  think  I  share  the  feeling 
of  most  of  the  committee  that  if  there  is  any  department  in  the 
United  States  Grovemment  that  ought  to  have  the  technology  and 
the  best  up  to  date  modem  equipment,  it  ought  to  be  the  Internal 
Revenue  Service. 

We  encourage  you  to  continue  your  tax  systems  modernization. 
I  realize  there  will  be  bumps  along  the  road  from  GAO  and  so 
forth,  but  I  think  it  is  important  that  we  keep  our  eye  on  the  goal 
and  meet  it. 

I  don't  have  any  detailed  questions,  except  I  did  want  to  follow 
up  on  something  that  Mr.  Olver  mentioned  that  got  my  attention, 
something  that  always  interested  me  from  a  determination  stand- 
point of  who  is  audited  and  why.  In  particular,  my  interest  that 
more  people  be  audited  in  areas  which  would  produce  more  reve- 
nue, and  to  that  extent,  could  you  tell,  if  you  had  the  resources, 
what  would  your  priorities  be?  Could  you  tell  us  those  groups  in 
which  there  are  more  violations  that  would  produce  the  most  reve- 
nue? 

And  I  re£dize  you  could  find  something  wrong  with  everybody's 
return,  including  mine,  maybe  if  you  excepted  mine,  I  am  not  inter- 
ested in  those. 

I  am  interested  in  a  productive  approach  to  it,  where  you  do,  in 
fact,  two  things. 

One  is  that  you  discourage  people  who  knowingly  might  file  im- 
proper returns,  either  underreporting  or  in  many  instances  take 
advantage  of  improper  expenses.  And  two,  what  are  those  groups 
and  what  should  the  priorities  be  towards  raising  more  revenue  if 
you  had  the  sufficient  resources? 

Ms.  Richardson.  There  are  clearly,  and  Mr.  Olver  did  an  excel- 
lent job  of  getting  out  where  we  have  the  highest  levels  of  compli- 
ance, clearly  where  you  have  withholding,  where  you  have  informa- 
tion reporting,  you  have  higher  levels  of  compliance  than  where 
you  don't  have  those  things. 

Schedule  Cs,  the  business  areas,  areas  where  we  find  a  higher 
incidence  of  errors,  if  you  will,  than  perhaps  in  other  areas. 

Mr.  Darden.  Are  these  closely  held  corporations  or  generally 
partnerships  or  are  they  proprietorships? 

Ms.  Richardson.  People  in  business,  proprietorships.  I  don't 
think  it  is  confined  to  any  one  income  group  or  any  one  profession 
or  any  one  particular  industry,  but  we  do  know  that  in  certain  in- 
dustries where  people  have  typically  dealt  in  cash,  there  is  a  much 
higher  incidence  of  noncompliance  than  in  areas  where  you  don't 
have  cash  transactions. 

That  is  not  to  say  that  the  cash  transactions  are  wrong  or  people 
are  doing  it  to  be  noncompliant,  it  is  a  fact  that  in  those  areas  you 
do  have  higher  levels  of  noncompliance. 

What  we  are  targeting  or  what  we  would  like  to  target  with  our 
compliance  initiative  is  to  really  go  into  specific  areas  where  we  do 
find  higher  levels  of  noncompliance,  as  I  said,  focus  or  enforcement 
resources. 

I  think  our  first  line  of  defense  would  be  to  focus  on  education 
and  msike  sure  people  do  understand  what  their  obligations  are. 
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One  of  the  things  that  we  have  talked  about,  customer  service  or 
taxpayer  service,  we  view  as  the  very  first  step  in  our  compliance 
efforts. 

We  think  it  is  important  for  people  to  understand  what  their  ob- 
ligations are.  Once  they  understand  them,  hopefully  they  will  com- 
ply. For  those  who  don't,  deploying  our  exam  resources  and  ulti- 
mately our  criminal  tax  enforcement  resources  are  going  to  be  a 
very  important  part  of  working  on  improving  the  compliance  levels. 

I  think  a  combination  of  things  is  going  to  be  needed  in  addition 
to  the  compliance  initiative  and  we  are  certainly  looking  at  the  no- 
tion of  increased  information  reporting  in  specific  areas,  at  least 
where  we  do  have  higher  incidences  of  noncompliance  than  in  other 
areas. 

One  of  the  concerns  we  have  is  to  assure  that  we  aren't  putting 
in  burdensome  requirements  so  that  we  break  the  back  of  business 
people,  but  we  also  are  mindful  that  a  certain  amount  of  informa- 
tion reporting  is  very,  very  important  to  our  compliance  efforts. 

Mr.  Darden.  For  example,  on  much  smaller  companies,  generally 
speaking,  you  won't  see  a  substantial  compliance  problem. 

And  not  trying  to  single  out  a  Member  of  Congress;  we  all  make 
the  same  amount  of  money,  we  all  have  a  certain  amount  withheld 
and  you  can  audit  every  single  one  of  us  and  you  wouldn't  pick  up 
a  whole  lot  of  money  in  terms,  it  might  have  some  other  beneficial 
effects. 

Mr.  LiGHTFOOT.  Speak  for  yourself. 

NONCOMPLIANCE  PROFILE 

Mr.  Darden.  Could  you  give  me  a  profile  of  a  company  or  a  tax- 
payer, that  may  not  be  in  compliance  which  would  increase  audits 
to  produce  the  kind  of  revenue  we  were  looking  for. 

Ms.  Richardson.  Well,  I  think  one  profile  that  we  did  look  at 
came  out  of  a  hearing  we  had  late  last  year,  on  our  non-filer  pro- 
gram and  there  was  someone  who  testified  who  had  at  one  time 
been  an  employee.  He  was  later  reclassified  by  his  employer  as  an 
independent  contractor,  and  through  his  own  words  he  said  that 
was  when  his  problems  began. 

He  no  longer  had  withholding.  He  no  longer  had  the  resources 
to  make  his  quarterly  tax  payments,  got  behind  the  first  year,  and 
really  never  caught  up  until  we  caught  him. 

Mr.  Darden.  And  how  long  was  that? 

Ms.  Richardson.  I  am  not  entirely  sure.  I  think  it  was  maybe 
three  years.  I  have  forgotten  the  precise  amount  of  time.  It  was  not 
an  inordinately  long  period  of  time. 

We  would  like  to  have  found  him  sooner,  but  he  was  caught  and 
I  guess  prosecuted,  and  so  he  was  certainly  typical  of  one  group  of 
non-filers,  people  who  don't  have  withholding  or  any  resources. 

And  there  was  no  information  reporting  on  any  of  the  payments 
that  he  did  get,  and  so  there  was  really  no  way  for  him  to  feel  that 
he  needed  to  file  his  return. 

PUBLIC  outreach 

Mr.  Darden.  The  next  area  I  wanted  to  briefly  mention — you 
may  be  doing  something  in  this  area.  If  you  are,  I  am  not  aware 
of  it.  But  a  lot  of  the  departments  have  been  pursuing  this  ap- 
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proach  to  its  programs  and  whether  or  not  it  would  work  with  IRS, 
I  don't  know.  But  I  would  like  your  views  on  it,  and  that  is  when 
the  Justice  Department,  for  example,  has  an  initiative  in  its  crime 
bill,  it  has  gone  to  great  lengths  to  have  citizens,  leading  law  en- 
forcement officers  and  so  forth  come  to  Washington  for  Attorney 
General  Reno  to  be  available  to  discuss  the  nuances  of  the  bill  and 
seek  support  and  advice. 

The  same  has  been  true  for  Treasury  with  some  of  its  programs 
and  it  serves  a  purpose  of  creating,  I  think,  goodwill,  while  at  the 
same  time  educating  and  bringing  more  people  into  the  process. 

And  would  you  tell  us  a  little  bit  about  what  the  IRS  does  to  try 
to  bring  in  and  educate  the  CPAs,  the  tax  professionals,  and  the 
people  who  are  in  the  business  who  earn  their  livelihood  from  deal- 
ing with  the  IRS? 

I  don't  have  any  figures  in  mind,  but  I  would  imagine  that  the 
tax  business  in  this  country  is  an  enormously  strong  contributor  to 
our  economy.  I  can't  tell  you  what  the  figures  are.  Perhaps  you  can, 
but  what  is  being  done  to  reach  out  to  those  groups  by  the  IRS? 

Ms.  Richardson.  We  have  a  number  of  outreach  efforts.  We 
spend  a  lot  of  time  at  the  local  level  as  well  as  the  regional  level 
and  nationally  in  liaison  meetings  with  bar  associations,  the 
AICPA,  State  CPA  groups,  the  American  Payroll  Association,  Na- 
tionEd  Society  of  Public  Accountants. 

There  are  a  number  of  tax  practitioners  with  whom  we  have  reg- 
ulEir  contact,  at  the  district  level,  at  the  state  level,  and  at  the  na- 
tional level.  I  meet  and  my  senior  staff  meet  at  least  annually  with 
a  number  of  these  liaison  groups,  our  stakeholder  groups,  to  keep 
them  informed  about  what  we  are  doing  and  also  to  hear  from 
them  about  what  suggestions  they  have.  One  of  the  things  we  have 
become  much  more  sensitive  to  in  the  last  few  years,  is  the  impor- 
tance of  getting  input  from  our  customers,  the  people  who  use  our 
products  and  our  system,  and  if  we  are  not  doing  things  that  help 
them,  probably  isn't  particularly  productive.  So  we  spend  a  lot  of 
time  trying  to  listen  to  them. 

We  put  out  a  series  of  news  releases  when  we  are  issuing  regula- 
tions. We  spend  a  lot  of  time  trying  to  brief  the  press,  make  sure 
that  they  understand  the  implications  of  what  some  of  the  provi- 
sions are.  I  am  extremely  proud  of  having  a  Chief  Financial  Officer 
who  reports  directly  to  the  Deputy  and  the  Commissioner. 

The  other  thing  we  have  done,  in  response  to  some  concerns  I 
had  when  I  first  came  on  board,  is  pool  together  all  our  commu- 
nications functions  under  one  person  who  reports  directly  to  the 
Deputy  and  me.  Those  communications  involve  internal  commu- 
nications, external  communications,  our  press  relations,  our  con- 
gressional relations,  and  our  Federal/State  relationships. 

We  meet  regularly  with  the  Federation  of  Tax  Administrators. 
Those  are  my  counterparts  in  various  states.  We  share  information, 
and  try  to  make  sure  that  they  know  what  we  are  doing  because 
so  many  states  piggyback  on  what  the  Federal  Government  does. 

We  have  a  number  of  general  education  programs.  We  try  to  pro- 
vide materials  in  high  schools,  to  practitioner  groups  throughout 
the  country.  We  are  still  in  the  very  early  stages  of  trjdng  to  de- 
velop communication  strategies,  an  area  that  can  improve  dramati- 
cally. 


653 

I  think  that  we  recognize  the  importance  of  it,  and  we  are  work- 
ing very  hard  to  try  to  educate  people  as  to  what  their  obligations 
are. 

I  have  spent  a  lot  of  time  speaking  before  nontraditional  groups, 
not  just  groups  of  lawyers  and  CPAs,  but  business  people.  I  spoke 
recently  to  the  National  Association  of  Wholesale  Distributors  not 
just  to  talk  to  them  about  what  we  are  doing,  but  to  hear  from 
them  about  what  their  concerns  are. 

These  are  business  people  who  have  honest  to  goodness  day-to- 
day problems  running  their  business,  and  I  try  to  hear  what  their 
problems  and  concerns  are. 

Mr.  Darden.  So  generally  speaking  you  are  doing  quite  a  bit,  but 
you  feel  the  need  to  do  more. 

And  my  final  question  is  this:  I  mentioned  what  a  big  business 
tax  business  is  in  this  country  and  I  guess  99  percent  of  it  is  de- 
ductible as  well.  Would  you,  just  for  the  record,  provide  an  estimate 
from  IRS  about  how  large  this  whole  matter  is  in  terms  of  the 
amount  of  money  spent. 

Ms.  Richardson.  We  will  provide  that  for  the  record  because  I 
certainly  don't  have  £in  idea. 

[The  information  follows:] 

Commissioner  Richardson's  Response:  Estimate  How  Large  Tax  Business  Is  in 
Terms  of  the  Amount  of  Money  Spent. 

While  the  Internal  Revenue  Service  has  identified  reducing  burden  as  a  corporate 
objective,  it  does  not  collect  data  on  how  much  money  is  spent  by  taxpayers  on  pro- 
fessional tax  preparation.  Furthermore,  the  Service  does  not  collect  data  on  sales 
(and  prices)  of  tax  preparation  software,  which  is  becoming  increasingly  popular. 
However,  based  on  tJax  return  data,  approximately  50%  of  individual  filers  use  paid 
preparers,  while  the  percentage  of  businesses  using  paid  preparers  is  even  higher. 

For  the  purposes  of  the  Paperwork  Reduction  Act,  the  Internal  Revenue  Service 
developed  a  methodology  to  estimate  the  average  number  of  hours  required  to  com- 
plete each  form.  Based  on  these  averages  and  the  number  of  returns,  filed,  total 
business  and  individual  taxpayer  burden  for  tax  year  1988  was  5.4  billion  hours. 

Mr.  Darden.  I  reaJize  this  is  a  very  nebulous  type  of  question, 
but  £my  information  you  have  got  on  that  I  would  appreciate. 
Mr.  VISCLOSKY  [presiding.]  Mr.  Istook. 

COMPLIANCE  rate 

Mr.  ISTOOK.  I  wasn't  here,  but  I  understsind  in  earlier  testimony 
you  mentioned  the  current  compliance  rate  of  tax  laws  is  82.7  per- 
cent? 

Ms.  Richardson.  That  is  correct. 

Mr.  ISTOOK.  What  are  the  mechanisms,  and  I  am  talking  about 
policy,  not  just  enforcement  efforts,  what  are  the  mechanisms  that 
could  be  utilized  to  improve  that? 

So  when  I  say  policy  as  well,  I  am  talking  about  things  that  re- 
late to  tax  rates,  not  just  public  education  and  not  just  the  number 
of  enforcement  personnel. 

Ms.  Richardson.  Well,  in  addition  to  those  things,  I  think  that 
our  compliance  initiative  that  we  have  in  the  budget  next  year  is 
certainly  a  very  important  down  payment  on  our  efforts  to  raise  the 
compliance  level.  I  think  that  we  may  need  some  legislative  help. 

I  think  the  GAO  report  that  was  just  sent  to  Mr.  Olver  suggested 
a  number  of  different  measures,  such  as  focusing  perhaps  on  in- 
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creased  information  reporting  in  certain  areas.  Those  are  the  kinds 
of  things  I  think  we  will  be  looking  at. 

Mr.  ISTOOK.  Have  you  historically  charted — I  don't  know  what 
would  be  an  appropriate  period,  the  past  10  years,  past  20  years, 
what  has  been  the  dynamics  of  the  compliance  rate?  Has  it  been 
going  up  or  down  or  what? 

Ms.  Richardson.  Over  the  course  of  approximately  the  last  20 
years,  it  has  remained  fairly  stable.  We  have  seen  a  little  bit  of  a 
slip  up  and  a  little  bit  of  a  slip  down,  but  it  has  remained  about 
82  percent  since  1973,  which  I  think  is  the  first  year  we  actually 
measured  it  the  way  we  do  now. 

One  of  the  problems,  Mr.  Istook,  in  trying  to  go  back  and  say  the 
rate  was  somewhat  higher  at  some  point  in  time  is  until  1927,  I 
don't  think  we  really  truly  measured  it  in  a  way  that  we  can  com- 
pare apples  to  apples  with  what  we  are  doing  today. 

So  I  can't  tell  you.  I  could  probably  speculate  that  when  with- 
holding began  in  1943  we  had  high  levels  of  compliance  and  maybe 
as  high  as  the  upper  90s,  but  we  weren't  measuring  anjrthing  that 
would  have  compared  really  to  what  we  are  doing  today. 

Mr.  Istook.  My  question  boils  down  to  if,  during  the  time  that 
you  have  been  able  to  measure  it  the  last  20  years,  if  the  compli- 
ance rate  has  been  pretty  static,  straight  line,  realizing  that  there 
have  been  compliance  initiatives  of  various  types  over  the  last  20 
years,  can  we  expect  that  any  further  expenditure  on  initiatives 
will  improve  that  compliance  measurably?  Or  is  that  something 
that  is  wrapped  up  in  the  psyche,  the  resistance  to  general  taxes, 
the  underground  economy  and  so  forth? 

Ms.  Richardson.  That  is  exactly  the  question  I  had  when  I  came 
on  board  because  if  it  has  been  that  way  for  such  a  long  time,  what 
is  it  that  makes  us  think  we  are  in  a  position  to  do  something  dif- 
ferent today  than  we  did  then? 

I  think  probably  one  of  the  most  significant  differences  is  Tax 
Systems  Modernization. 

We  are  going  to  have  access  to  more  information.  It  is  going  to 
be  more  timely,  more  accurate.  We  will  be  able  to  resolve  issues 
much  more  quickly  with  taxpayers.  Time  causes  some  of  the  prob- 
lems that  we  have  today  in  the  compliance  area,  the  passage  of 
time  without  people  hearing  from  us.  We  have  much  more  sophisti- 
cated, compliance  research  today  than  we  have  ever  had  before. 

We  can  now  identify,  areas  where  we  have  significant  noncompli- 
ance. Before  that,  we  were  probably  relying  on  the  intuition  of  a 
lot  of  the  folks  who  are  sitting  here  with  me  today  based  on  their 
experience. 

Today  we  can  take  a  much  more  scientific  approach  to  it,  and 
that  is  going  to  help  us  measurably  in  targeting  areas  of  non- 
compliance. 

Another  thing  that  we  are  able  to  do  that  even  just  a  couple  of 
years  ago  we  weren't  able  to  do  is  really  track.  We  have  manage- 
ment information  systems  today  that  we  didn't  have  several  years 
ago,  so  we  will  be  able  to  track  where  our  resources  are  going,  how 
they  are  going  to  be  used,  and  how  effective  they  are. 

Mr.  Istook.  Do  you  have  a  breakdown  that  you  could  provide  to 
us  on  the  17.3  percent  of  noncompliance.  Do  you  have  any  sort  of 
breakdown   that,   for  example,   identifies  those   who   are   in   non- 
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compliance.  If  you  had  the  ability  to  match  up  all  the  1099s  against 
the  1040's  and  so  forth,  would  you  detect  it  as  opposed  to  the  types 
of  noncompliance  that  you  would  not  expect  to  be  able  to  cure  by 
matching  up  records?  Do  you  have  such  a  breakdown? 

Ms.  Richardson.  We  definitely  do  in  the  information  matching 
area,  and  we  would  be  happy  to  provide  that  to  you. 

[The  information  follows:] 

Commissioner  Richardson's  Response:  Breakdown  of  Different  Types  of 
Noncompliance  That  Can  and  Cannot  Be  Cured  by  Document  Matching 

The  ability  to  match  information  documents  (such  as  W-2s  and  1099s)  against  tax 
returns  is  a  very  effective  tool  in  encouraging  voluntary  compliance.  Consequently, 
our  latest  individual  income  tax  gap  estimates  show  that  items  covered  by  informa- 
tion reporting  (such  as  wages,  pensions,  interest,  and  dividends)  account  for  only  11 
percent  of  the  gap.  Items  not  covered  by  information  reporting  (such  as  Schedule 
C  income  and  offsets  to  income)  account  for  most  of  the  individual  income  tax  gap. 

COMPLIANCE  RATE 

Mr.  DOLAN.  The  last  point  the  Commissioner  made  is  really  the 
reason  for  us  to  have  some  optimism  about  not  having  to  live  with 
the  static  rate.  I  think,  as  several  of  you  know,  and  maybe  it  goes 
back  to  Mr.  Darden's  question  as  well,  we  have  historically  pre- 
dicted our  work  based  on  what  we  call  a  TCMP,  tax  compliance 
measurement  kind  of  audit,  very  labor  intensive. 

We  did  them  on  cycles  of  55,000  more  or  less  and  then  we  extrap- 
olated from  that  across  the  universe  of  returns.  That  is  not  a  very 
granular  way  to  look  at  what  is  going  on  in  the  population  of  200 
plus  million  filers. 

I  think  when  something  like  tax  systems  modernization,  just  that 
first  14  million  returns,  we  have  got  100  percent  of  what  is  on  the 
page  of  the  return  available  as  information  to  look  at  real  time  in 
terms  of  what  is  happening  this  filing  season,  and  we  can  do  things 
that  we  couldn't  do  in  the  past. 

You  may  be  in  the  same  business,  one  person  filing  an  1120  and 
another  reflecting  his  income  on  a  Schedule  C.  The  mechanics  of 
thinking  about  the  underlying  economic  phenomena  or  the  industry 
practice  are  just  things  that  really  eluded  us  in  the  past  because 
of  the  lack  of  access  to  real  time  information  about  what  was  going 
on. 

That  allows  us  to  take  things  like  a  phenomena  and  go  to  the  in- 
dustry and  say,  wait  a  minute,  the  industry  owes  a  lot.  Isn't  there 
some  industry  desire  here?  Some  things  that  you  might  have  to 
stumble  into  by  virtue  of  an  individual  audit  in  the  past,  you  can 
try  to  deal  with  on  this  wholesale  basis  because  you  can  see  the 
phenomena  emerge  much  more  clearly  than  if  were  you  trying  to 
do  it  audit  by  audit  across  such  a  wide  population  basis. 

Mr.  ISTOOK.  Sure.  And  of  course  the  concern,  and  obviously  your 
figures  will  help  shed  some  light,  is  distinguishing  which  types  of 
noncompliance  can  reasonably  be  expected  to  be  detected  because 
you  have  already  got  that  person  involved  in  the  system,  and  what 
parts  of  noncompliance  are  because  of  people  who  are  operating  to- 
tally outside  of  the  system.  I  appreciate  your  getting  that  informa- 
tion to  me,  it  would  be  helpful. 
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TAX  COLLECTION  STATISTICS 

While  talking  about  statistics,  I  would  be  interested  if  the  IRS 
has  a  measurement  of  this.  I  have  seen  it  expressed  by  some  other 
people,  but  not  from  an  IRS  document.  If  you  track  tax  collections 
and  you  might  have  a  breakdown  distinguishing  income  tax  from 
total  tax  collections,  but  if  you  track  tax  collections  against  the 
Gross  Domestic  Product  over  an  extended  period,  20,  30,  even  40 
or  50  years,  if  you  do  have  that  information  to  provide  to  my  office, 
we  would  be  very  interested  to  receive  that. 

[The  information  follows:] 

Commissioner  Richardson's  Response:  Track  Tax  Collections  Against  the 
Gross  Domestic  Product  Over  40  Years. 

The  table  below  tracks  income  tax  collections  (individual  and  corporate)  and  total 
IRS  tax  collections  as  percentages  of  GDP  for  selected  years  since  1950. 

PERCENTAGE  OF  GROSS  DOMESTIC  PRODUCT 

Year  Income  Taws         ^"jaxe's'^ 

1950  

1960  

1970  

1980  

1990  

1992  

COLLECTING  EMPLOYER  HEALTHCARE  PREMIUMS 

The  other  area  I  wanted  to  inquire,  this  may  be  a  red  herring 
or  maybe  there  is  something  going  on.  Is  there  any  discussion  that 
the  enforcement  of  collecting  an  employer  premium  through  a 
health  care  system,  the  Clinton  plan  is  one  possibility  or  any  other; 
any  discussion  that  has  been  involving  the  IRS  whereby  it  might 
participate,  either  in  the  tracking,  assessment  or  collecting  process 
regarding  those  premiums  or  proposed  premiums? 

Ms.  Richardson.  Well,  as  the  plan  was  submitted,  we  had  a  very 
limited  role  and  it  really  relates  to  income  verification  for  people 
involved  in  the  subsidies. 

Mr.  ISTOOK.  Right. 

Ms.  Richardson.  You  probably  know  better  than  I  that  there 
have  been  other  suggestions  by  some  of  your  colleagues  that  we 
have  a  more  active  role  in  collecting  the  premiums  and  use  our  col- 
lection mechanisms,  but  that  is  not  part  of  the  Clinton  health  care 
proposal. 

Mr.  ISTOOK.  Sure.  I  am  not  trying  to  put  you  on  the  spot  as  far 
as  what  somebody  is  proposing,  but  I  am  interested  in  what  infor- 
mation the  IRS,  either  because  of  a  White  House  request  or  by  any- 
body else's  request,  has  been  developing  regarding  the  feasibility 
and  possible  consequences  of  being  involved  at  those  different  po- 
tential levels  of  activity. 

Ms.  Richardson.  I  don't  know  that  we  have  refined  it  anywhere 
near  as  well  as  your  question  might  suggest,  and  it  has  really  been 
done,  I  think,  at  our  own  behest,  not  anyone  else's. 

What  we  have  done  is  try  to  analyze  what  might  be  needed,  you 
know,  from  us  and  where  our  capabilities  are,  what  we  could  do  in 
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any  number  of  different  areas,  not  just  in  connection  with  health 
care,  but  in  connection  with  a  number  of  other  proposals  that  have 
come  along  over  the  past  year  to  suggest  that  the  IRS  be  involved 
in  various  kinds  of  debt  collection  efforts  for  the  Federal  Grovem- 
ment. 

One  of  the  things  that  we  have  been  doing  is  trying  to  really  as- 
sess what  that  would  meem  for  us  in  terms  of  our  overall  mission, 
which  after  all  is  to  collect  the  proper  amount  of  taxes.  We  will  as- 
sess what  it  would  mean  in  terms  of  our  systems,  and  how  it  would 
crank  into  our  Tax  Systems  Modernization  effort. 

So  we  have  really  not  looked  at  health  care  separately,  but 
looked  at  a  whole  host  of  issues.  About  the  time  I  came  on  board, 
and  I  know  it  has  been  discussed  in  earlier  years  as  well,  but  cer- 
tainly this  time  last  year  there  was  a  lot  of  discussion  about  wheth- 
er or  not  the  Internal  Revenue  Service  should  have  a  much  more 
active  role  in  debt  collection  in  a  number  of  areas. 

Mr.  ISTOOK.  I  would  appreciate  it  if  you  would  please  get  for  me 
copies  of  whatever  memos,  reports  you  may  have.  I  am  not  asking 
you  to  compile  something  separately  for  me  since  evidently  you 
have  got  some  internal  things  that  discuss  that.  I  would  be  inter- 
ested to  get  a  copy  of  those,  please. 

I  have  no  further  questions,  Mr.  Chairman,  thank  you. 

USER  FEES 

Mr.  ViSCLOSKY.  Thank  you,  Mr.  Istook. 

I  would  like  to  talk  for  a  few  minutes  about  some  of  the  discre- 
tionary fees,  if  you  would.  In  the  justification  material,  it  is  men- 
tioned that  the  bureau — where  a  bureau  provides  a  purely  discre- 
tionary service  to  a  specific  population  segment,  funding  for  that 
service  is  proposed  to  be  achieved  through  direct  collection  that 
represents  the  cost  of  the  service  provided. 

Apparently  there  is  some  discussion  about  the  imposition  of  a  fee 
for  those  who  file  electronically,  £ind  also  as  I  understand  in  the 
budget,  there  is  an  assumption  that  there  are  other  user  fees.  This 
would  be  one  of  the  issues  I  would  ask  you  to  clarify. 

It  is  anticipated,  for  the  next  fiscal  year,  we  are  talking  about  ad- 
ditional revenues  of  $146.6  million. 

The  first  question  I  have  is,  am  I  correct  in  what  I  have  heard 
about  the  proposed  fee  for  the  electronic  filing? 

Ms.  Richardson.  No,  that  is  not  correct.  In  fact,  that  $147  mil- 
lion is  made  up  of  three  different  fees.  One  is  a  fee  that  we  would 
charge  for  taxpayers  who  want  to  enter  into  an  installment  agree- 
ment with  us,  pay  their  taxes  over  a  period  of  time. 

Another  would  be  a  fee  for  taxpayers  who  would  like  to  get  pho- 
tocopies of  their  actual  tax  returns.  If  you  were  to  call  today  and 
you  needed  some  information — for  instance,  if  you  were  a  victim  of 
the  earthquake  and  you  needed  some  kind  of  information  to  verify 
your  income,  or  over  the  last  several  years  to  get  a  loan,  or  to  keep 
your  business  going,  we  would  be  able  to  provide  you  electronically 
a  lot  of  the  information  you  need.  But  to  actually  go  to  a  record 
center  and  get  a  copy  of  your  tax  return,  does  involve  a  cost  to  us. 

So  where  taxpayers  would  like  copies,  actual  copies  of  the  return, 
we  will  have  a  fee  for  that  as  well. 
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The  third  fee  would  be  imposed  for  our  providing  what  we  call 
a  direct  deposit  indicator  for  people  who  have  filed  electronically, 
but  who  want  to  have  a  refund  anticipation  loan,  and  the  banks 
currently  get  a  direct  deposit  indicator  from  us  and  there  would  be 
a  charge  for  that. 

Neither  do  we  plan  nor  would  we  in  the  future,  ever  plan  to 
charge  people  to  file  electronically.  Quite  the  contrary.  We  are  try- 
ing to  encourage  people  to  file  electronically  and  if  anything,  we 
would  like  to  explore  ways  with  you  and  your  colleagues  to  encour- 
age people  to  file  electronically. 

Mr.  ViSCLOSKY.  Have  my  seven-year  old  do  a  better  job  teaching 
me  about  how  to  use 

Ms.  Richardson.  That  is  what  I  have  noticed.  I  think  my  child 
is  much  faster  with  these  things  than  I  am. 

Mr.  ViSCLOSKY.  Who  would  pay  each  of  the  three  fees  that  would 
comprise  the  proposed  $147  million?  Would  the  individual  pay  the 
first  two  and  then  the  institutions  pay  the  third? 

Ms.  Richardson.  That  is  correct. 

Mr.  ViSCLOSKY.  And  what  is  the  cost  of  the  service  on  the  direct 
deposit  refund  transaction,  if  I  could  ask?  Because  I  don't — the 
other  two  are  crystal  clear  in  my  mind  as  to  what  the  service  and 
benefit  is. 

Could  you  explain  a  simple  transaction  involving  a  direct  deposit 
and  the  benefit  that  is  provided  to  the  institution? 

Mr.  KiNGHORN.  There  is  a  cost  matching  the  computer  time. 
There  is  a  cost  in  the  service  center  researching  information  and 
in  some  cases  there  are  criminal  investigation  costs,  and  those 
costs  all  come  up  to  approximately  a  charge  of  $8.  So  those  are 
costs  we  incur  in  effect  verifying. 

Ms.  Richardson.  Processing,  the  time  to  provide  and  obtain  the 
information. 

Mr.  ViSCLOSKY.  So  it  is  not  an  attempt  to  make  a  profit.  You  are 
simply  trying  to — in  this  case,  the  service  would  be  provided  to  the 
institution — to  the  taxpayer  through  the  institution? 

Ms.  Richardson.  That  is  correct.  We  provide  the  information  to 
the  institution  and  then  they  would  make  the  loan  available  to  the 
taxpayer. 

Mr.  ViSCLOSKY.  And  because  there  would  be  monies  going  from 
the  institution  to  the  taxpayer,  there  is  a  benefit  to  the  institution 
to  participate  because  they  would  make  a  profit  on  the  transaction. 

Ms.  Richardson.  That  is  correct.  The  lending  institution  has  a 
fee  and  charges  interest  on  the  loan. 

I  am  sure  you  have  heard  of  other  user  fees.  This  is  in  keeping 
with  a  number  of  other  areas  of  the  budget  where  fees  are  charged 
for  special  services  that  are  being  provided  to  taxpayers.  We  cer- 
tainly don't  want  to  make  it  difficult  for  anyone  to  file  a  return. 

We  are  certainly  not  trying  to  charge  in  the  areas  where  we  are 
encouraging  people  to  come  in.  These  are  for  very  special  services 
that  do  have  a  cost  attached  to  them  for  us  and  for  other  tax- 
payers. 

Mr.  ViSCLOSKY.  Do  you  feel  you  need  an  authorization  for  these 
so  Ways  and  Means  becomes  involved  and  Senate  Finance? 
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Ms.  Richardson.  I  don't  believe  we  thought  they  would  fall  in 
those  jurisdictions.  They  are  much  more  administrative  types  of 
fees. 

Mr.  VISCLOSKY.  So  it  would  be 

Mr.  MUNOZ  Because  these  are  so  targeted  to  just  special  requests 
by  the  institutions,  we  didn't  think  that  they  would  want  to  file  it 
as  a  tsLx. 

Ms.  Richardson.  They  don't  fall  in  the  category  of  a  tax  or  pen- 
alty or  interest  on  a  tax  payment  and  they  are  not  geared  to  the 
amount  of  the  taxes  owed. 

Mr.  VisCLOSKY.  And  those  fees  would  be  instituted  sometime 
during  the  current  calendar  year  and  effective  for  1995? 

Mr.  MuNOZ  These  would  be  instituted  for  fiscal  year  1995. 

Ms.  Richardson.  If  we  were 

Mr.  VisCLOSKY.  And  I  assume  you  would  plan  to  proceed  because 
that  is  part  of  the  budget  submission  then? 

Ms.  Richardson.  Right,  if  we  were  authorized  to  do  that. 

Mr.  VisCLOSKY.  As  a  Member  of  the  Committee,  if  there  had 
been  an  authorization  issue,  what  happens  if  it  is  not  forthcoming 
and  should  arise  and  there  is  a  shortfall  of  $147  million? 

Mr.  MuNOZ  The  issue  came  up  with  some  of  the  items  that  we 
thought  would  run  into  that  kind  of  double  treatment,  as  a  tax  or 
an  excise,  and  they  are  not  reflected  here.  We  are  working  with 
members  of  those  committees  to  make  sure  that  that  is  not  a  prob- 
lem for  us. 

Mr.  ViSCLOSKY.  I  have  a  number  of  other  questions  myself,  some 
of  which  have  already  been  prepared  by  committee  staff.  One  last 
one  just  for  a  few  minutes.  I  want  to  give  the  other  Members  a  sec- 
ond round. 

GAO  report  ON  AUTOMATED  FINANCIAL  SYSTEM 

I  have  a  copy  of  a  letter  from  the  GAO  report,  dated  October 
13th  of  1993,  and  I  believe  that  it  is  relative  to  the  GAO  audit  of 
the  fiscal  year  1992  IRS  activities.  I  guess  to  be  polite,  it  wasn't 
terribly  flattering. 

Can  you  summarize  your  position  on  what  is  happening  with 
that? 

Ms.  Richardson.  I  would  be  glad  to.  That  report,  which  was  re- 
leased at  least  preliminarily  last  summer  was  one  that  certainly 
was  disappointing,  I  think,  to  me  and  to  others. 

And  by  the  time  it  was  issued,  actually  a  number  of  steps  had 
already  been  taken  to  get  our  financial  house  in  order. 

The  GAO  is  now  in  the  process  of  auditing  our  financial  state- 
ment for  fiscal  year  1993  and  a  number  of  the  things  that  they  ad- 
dressed in  the  1992  audit  have  been  corrected  and  will  not  be  prob- 
lems in  that. 

We  are  hoping  at  least  by  the  end  of  1994  to  have  a  clean  audit, 
and  I  have  spoken  to  the  Controller  General  who  assured  me  that 
for  some  agencies  it  had  taken  several  years.  Some  of  them  are  sys- 
temic problems  that  are  only  going  to  be  corrected  as  we  move  into 
tax  systems  modernization  and  have  the  systems  in  place  to  correct 
them. 

By  the  end  of  1993  we  had  in  place  our  automated  financial  sys- 
tem, which  has  helped  us  considerably  in  keeping  track  of  our  re- 
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sources.  We  now  know  at  the  end  of  each  day  how  much  we  have 
spent  and  where  the  money  has  gone.  Prior  to  that,  it  would  take 
sometimes  as  much  as  a  month  to  keep  track. 

Mr.  KiNGHORN.  Basically  we  knew  we  had  some  serious  problems 
before  the  act  was  passed.  We  were  one  of  the  pilots  under  the  act 
to  go  through  financial  statements  for  the  first  time. 

One  of  the  fundamental  problems  was  our  financial  system. 

So  in  1991,  even  before  the  audit,  we  started  installing  a  new 
system  and  that  was  a  fundamental  problem  in  the  audit.  The 
longstanding  IRS  financial  system  simply  could  not  be  properly  au- 
dited, and  GAO's  finding  was  the  data  simply  wasn't  there  for 
them  to  come  in  and  do  a  full  audit. 

We  installed  a  new  system  the  year  they  were  in,  so  we  had  two 
of  our  seven  accounting  points  under  the  new  system  for  the  first 
time.  Last  year  everyone  was  under  the  system,  for  the  other  five 
points  of  the  pilot. 

This  year  we  are  running  under  the  entire  system.  The  late  pay- 
ments, ability  to  audit,  I  believe,  have  been  eliminated.  I  believe 
the  audit  in  1993,  which  we  are  going  through  right  now,  was  actu- 
ally started  before  the  other  report  was  finished  as  our  baseline. 

In  1993  enormous  progress  will  be  made  and  I  would  believe  in 
1994  on  the  operating  program  side  we  should  not  have  significant 
problems.  That  was  clearly  a  good  baseline. 

Ms.  Richardson.  And  I  think  I  have  said  it:  One  of  the  reasons 
I  am  pleased  that  Morgan  could  be  here  today  to  talk  to  you  about 
it  is  because  I  think  he  was  really  charged  when  he  came  in  with 
putting  our  financial  house  in  order,  and  I  do  think  the  taxpayers 
have  a  right  to  expect  that  we  will  keep  our  books  and  records  in 
the  same  fashion  we  would  expect  them  to  keep  their  books  and 
records.  We  view  this  as  a  very  high  priority  and  extremely  impor- 
tant. 

I  don't  know  if  you  were  here  when  I  mentioned  that  our  Chief 
Financial  Officer  does  now  report  directly  to  the  Commissioner  and 
to  the  Deputy.  Gretting  our  records  and  our  financial  audit  straight- 
ened out  is  one  of  our  absolute  top  priorities  as  an  organization. 

Mr.  VISCLOSKY.  Tremendous  task. 

Ms.  Richardson.  I  think  we  are  a  long  way  towards  meeting  all 
of  the  requirements  that  are  set  out  in  the  FMFIA. 

Mr.  VisCLOSKY.  Thank  you. 

USER  FEES 

Mr.  HOYER.  I  apologize  for  having  to  leave.  I  wanted  to  discuss 
a  number  of  user  fees  in  the  legislation. 

Ms.  Richardson.  Right. 

Mr.  Hoyer.  First  of  all,  let  me  ask  you,  were  those  user  fees  pro- 
posed by  Treasury? 

Ms.  Richardson.  I  guess  we  were 

Mr.  Hoyer.  Excuse  me.  By  IRS. 

Ms.  Richardson.  Yes.  Yes.  They  were.  We  were  asked  what  fees 
we  might  come  up  with,  and  these  were  all  ones  that  were  sug- 
gested by  us. 

Mr.  Hoyer.  Okay.  My  thought  with  these  fees,  is  that  first  of  all, 
they  are  going  to  give  us  a  problem,  as  you  probably  know,  in 
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terms  of  jurisdictional  issues  between  the  authorizing  committees, 
i.e.,  Ways  and  Means,  and  this  Committee. 

Furthermore,  because  of  the  budget  scoring  questions,  these  may 
or  may  not  have  the  intended  effect.  So  we  are  going  to  be  discuss- 
ing this  with  both  the  Ways  and  Means  Committee  and  the  central 
office  here. 

USER  FEES — DIRECT  DEPOSIT  INDICATOR 

Now,  the  fees,  however,  it  seems  to  me  in  some  respects  may  or 
may  not  reflect  the  actual  costs,  which  is  why  I  asked  my  question 
on  electronic  trsuisfers.  For  instance,  and  we  have  heard  from  a 
number  of  people  about  this  because  it  is  very  substantial  for  the 
Direct  Deposit  Indicators — 

Ms.  Richardson.  Right. 

Mr.  HOYER.  Obviously,  IRS  is  trying  to  encourage  people  to  file 
electronically.  One  inducement  to  file  electronically  is  you  get  a 
quick  turnaround.  One  substantial  group  that  is  trying  to  help  us 
market  that  system  because  it  benefits  their  profit  and  benefit,  is 
the  group  that  is  making  loans  based  upon  the  possibility  of  re- 
funds. Obviously  to  do  that  they  need  some  indication  from  IRS 
that  the  refund  will  occur. 

Now,  the  $8  fee  that  has  been  proposed  for  a  Direct  Deposit  Indi- 
cator. What  is  the  basis  for  determing  your  cost  of  processing  that 
response? 

Ms.  Richardson.  Morgan,  you  have  those  numbers. 

Mr.  KiNGHORN.  We  have  information  on  all  of  them.  On  the  in- 
stallment agreement  process,  we  had  a  pilot  last  year  in  one  of  our 
mid-sized  distribution  centers  and  actually  determined  the  cost  of 
the  installment  agreements  depending  when  one  came  in  for  an  in- 
stallment. Based  on  that  information,  we  determined  that  this  was 
at  least  in  terms  of  the  average  cost,  depending  on  when  you  came 
in  to  have  an  installment  agreement,  on  the  DDI,  the  direct  deposit 
indicator.  I  indicated  earlier  that  we  have  costs  in  matching  out  of 
the  master  file,  we  have  in  some  cases  criminal  investigation  costs 
to  make  sure  the  return  or  the  refund  is  accurate,  and  we  have  the 
processing  costs. 

In  most  these  cases,  they  are  our  best  estimate  of  covering  the 
costs  that  we  incur.  So  in  answer  to  the  question  are  we  trying  to 
make  a  profit  on  this,  we  are  clearly  not. 

Ms.  Richardson.  We  view  these  as  sort  of  special  services.  They 
are  not  something  that  all  taxpayers  are  using  or  taking  advantage 
of,  and  so  that  was  how  we  happened  to  arrive  at  these  particular 
items  for  fees. 

Mr.  HOYER.  How  much  does  it  cost  to  do  it  by  paper? 

Ms.  Richardson.  We  don't  have  a  direct  deposit  indicator.  We 
should  back  up  for  just  a  moment  and  explain  that  this  is  an  indi- 
cator to  the  bank  that  then  allows  them  to  go  ahead  and  make  the 
refund  anticipation  loan. 

Mr.  Dolan.  What  that  basically  does  is  indicate  that  there  is  no 
current  Federal  debt  against  which  that  refund  will  be  offset.  The 
average  filer  who  doesn't  find  himself  in  a  refund  anticipation  loan 
environment  will  never  ask  for  that  indicator  on  his  behalf,  and 
there  is  no  similar  transaction  we  go  into  for  other  things. 
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USER  FEE — ^TAX  FILE  COPY 


Ms.  Richardson.  I  was  going  to  say,  in  the  paper  environment, 
we  do  have  a  fee  that  we  have  asked  for  to  provide  photocopies  of 
paper  returns.  We  can  provide  a  lot  of  the  information  electroni- 
cally and  we  are  happy  to  provide  that  without  a  charge,  but  where 
we  have  to  actually  go  and  physically  get  a  return,  from  a  records 
center,  pull  it  down,  xerox  it  and  send  it  to  the  taxpayer,  we  do 
have  a  fee  for  those  photocopies. 

Mr.  HOYER.  And  how  much  is  that  fee  again,  please? 

Ms.  Richardson.  That  is  $12. 

Mr.  HoYER.  Now,  is  that  a  flat  $12  irrespective  of  the  length  of 
the  material  being  copied? 

Ms.  Richardson.  That  is  the  way  it  is  structured.  I  think  that 
is  the  way  it  was  arrived  at,  yes. 

Mr.  HoYER.  So  if  somebody  needed  a  copy  of  their  short  form,  the 
1040  short  form,  it  would  be  the  same  as  somebody  filing  a  com- 
plicated 15  or  20  pages? 

Ms.  Richardson.  The  biggest  part  of  our  cost  is  going  to  the 
labor  costs  involved  in  actually  getting  the  paper  return. 

Mr.  KiNGHORN.  We  have  to  go  to  GSA  and  we  pay  them. 

Ms.  Richardson.  The  photocopying  is  quite  a  minor  piece  of  it. 

Mr.  DOLAN.  It  represents  an  increase.  It  represented  a  $4.25 

Mr.  HOYER.  We  are  charging  $4.25  now  to  get  a  paper  copied? 

Ms.  Richardson.  A  paper  return,  right.  Again,  we  can  provide 
a  lot  of  that  information  and  we  can  do  that  gratis. 

Mr.  HOYER.  If  you  would  on  each  one  of  these  fees  provide  the 
Committee  with  the  analysis  of  how  the  cost  was  assessed  or  deter- 
mined. 

Ms.  Richardson.  We  would  be  happy  to. 

USER  FEE-DIRECT  DEPOSIT  INDICATOR 

Mr.  HOYER.  Now,  there  was  no  cost  in  the  refund  indicator  at 
this  point  in  time. 

Ms.  Richardson.  That  is  correct.  We  have  no  charges  there.  You 
touched  on  one  point  though  and  that  was  a  concern  about  the  fees 
and  what  happens  if  we  don't  receive  what  we  have  projected,  and 
we  have  been  assured  that  we  will  be  supported  in  that. 

We  would  in  effect  be  held  harmless,  because  some  of  these  are 
obviously  speculative,  at  least  in  the  first  year  as  to  what  they 
would  raise. 

Mr.  MUNOZ.  Mr.  Chairman,  I  think  we  wanted  to  make  sure  that 
as  we  look  into  the  area  of  charging  for  special  services  and  that 
sort  of  thing,  we  will  get  to  the  background  materials,  direct  de- 
posit indicators. 

It  is  for  people  who  request  them  and  their  commercial  use  of 
that  requires  payments  and  accuracy,  also  verification  of  records 
from  the  IRS  which  the  taxpayer  has  requested. 

Mr.  HOYER.  Mr.  Secretary,  I  understand  that.  However,  we  didn't 
develop  this  system  to  assist  the  commercial  interests.  What  we  de- 
veloped this  system  for,  as  you  pointed  out  on  your  television  pres- 
entation, was  so  that  we  could  rapidly  handle  a  growing  volume  of 
information  accurately  at  a  very  significant  savings  to  the  tax- 
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payer.  There  is  also  a  significant  expense,  but  the  expense,  the  in- 
vestment is  perceived  to  pay  off. 

In  effect,  therefore,  if  I  am  getting  a  refund,  I  will  perceive  my- 
self as  having  an  $8  tax  to  get  information  about  my  refund.  I  un- 
derstand that  of  the  12  million  returns  electronically  filed  now,  11 
million  are  commercially  driven;  is  that  correct? 

Mr.  DOLAN.  That  is  in  the  neighborhood.  That  is  roughly  right. 

Mr.  HOYER.  As  a  result,  those  who  are  coming  to  us  from  the 
commercial  side  are  saying,  look.  Congress  wants  people  to  use  this 
electronic  system.  In  point  of  fact,  they  are  driving  the  use  of  this 
system.  Now,  they  are  going  to  be  charged  a  fee  which  of  course 
will  be  passed  along  to  the  taxpayer. 

Ms.  Richardson.  Well,  I  think  they  certainly  have  a  point,  but 
I  think  it  is  very  clear  that  80  million,  as  a  goal  that  Mr.  Westfall 
referred  to,  is  not  going  to  be  driven  only  by  people  who  want  re- 
fund anticipation  loans,  and  we  need  to  rely  on  people  who  under- 
stand that. 

We  need  to  be  able  to  make  it  attractive  to  people  because  it  is 
an  accurate  system,  because  it  does  reduce  their  paperwork,  it  re- 
duces errors  and  the  opportunity  for  interaction  with  the  Internal 
Revenue  Service  because  it  is  a  much  more  accurate  system. 

Mr.  HOYER.  What  is  the  charge  when  a  person  on  the  tele- 
phone— one  of  my  constituents  calls  up  and  gives  IRS  the  informa- 
tion, for  instance,  electronically  and  wants  to  know  what  the  re- 
fund is  going  to  be?  In  other  words,  if  they  did  it  telephonically, 
not  for  loan  anticipation  but  simply  because  they  wEinted  to  plan, 
what  would  you  charge  them? 

Ms.  Richardson.  We  don't  charge  at  all. 

Mr.  DoLAN.  But  they  would  also  not  get  an  indicator.  At  the  close 
of  their  telephone  conversation,  they  will  know  that  their  data  has 
been  input,  it  has  been  accepted  and  it  is  going  to  be  processed  and 
validated  and  returned. 

Some  later  time  in  the  cycle  if  that  refund  is  scheduled  to  be  is- 
sued to  that  person  and  there  is  Federal  debt,  the  refund  would  be 
offset  against  the  Federal  debt  and  the  person  would  subsequently 
get  a  notice  that  that  is  what  happened  to  a  portion  or  all  of  his 
refund. 

Mr.  HOYER.  Are  you  saying  then,  Mr.  Dolan,  that  if  my  constitu- 
ent called  up  and  said  I  think  I  am  current  with  my  child  support 
and  I  am  supposed  to  get  $1,000  refund  and  then  asked,  am  I  going 
to  get  a  refund,  could  your  person  on  the  phone  tell  them? 

Mr.  DOLAN.  We  wouldn't  do  it  exactly  that  way. 

Mr.  Hover.  How  would  that  work? 

Mr.  Dolan.  We  do  have  a  process  where  your  constituent's  re- 
turn would  be  input  and  at  the  end  of  that  telephone  transaction, 
they  would  know  that  it  was  not  going  to  be  rejected  for  any  rea- 
son, math  or  any  of  those  things. 

As  it  goes  through  the  balance  of  the  verification  process  and 
gets  scheduled  for  a  refund,  whatever  the  amount  of  refund  is 
going  to  be  issued  will  be  available  for  that  person  to  ask  about 
through  what  we  call  our  teletax  process. 

So  you  can  call  in,  pick  yourself  a  number,  and  get  an  indication 
on  both  the  time  and  the  dollar  value.  So  I  would  know  at  that 
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point  that  my  refund  is  scheduled.  I  should  receive  it  on  this  date 
and  here  is  the  dollar  value. 

You  would  not  know  based  on  that  telephone  contact  if  it  is  less 
than  what  you  thought  it  was,  or  how  exactly  it  would  be  offset. 
You  would  get  a  subsequent  notice  from  us  that  would  verify 
against  what  Federal  debt  or  which  portion  it  ofTset. 

Mr.  HOYER.  Going  back  to  this  DDI  charge  that  the  lenders  are 
concerned  about,  funding  this  $8  tax  or  fee,  which  they  don't  now 
pay,  can  11  million  taxpayers  get  verification  by  telephone  now 
only  in  Cincinnati? 

Ms.  Richardson.  I  am  sorry.  Those  are  people  who  file  their  re- 
turns by  telephone.  Your  constituent  can  file  electronically. 

Mr.  HOYER.  Would  the  alternative  be  suggesting  to  the  11  million 
people  that  they  make  the  call? 

Mr.  DOLAN.  It  is  a  timing  issue.  What  would  happen 

Mr.  HoYER.  Would  it  be  slower? 

Mr.  DoLAN.  The  commercial  benefit  is  that  is  the  kind  of  actions 
that  right  now  are  taking  place  within  hours,  if  not  days  between 
the  lending  institution. 

So  what  the  lending  institution  wants  is  immediate  assurance 
that  nothing  is  going  to  cause  this  refund  to  go  to  a  Federgd  debt, 
at  which  time  they  consummate  their  commercial  transaction  with 
the  taxpayer.  They  tell  the  taxpayer,  "yes,  we  will  lend  you  money 
in  anticipation  of  getting  your  full  refund  back".  That,  the  person 
we  talked  about  where  it  was  your  constituent  inputting  by  the 
phone,  they  would  not  get  that  data  until — Judy,  how  much. 

Ms.  Van  Alfen.  It  is  three  weeks. 

Mr.  DOLAN.  It  would  be  roughly  three  weeks  before  you  could  call 
into  the  system  and  know  that  your  refund  is  on  its  way.  So  it  is 
a  timing  issue. 

Mr.  Hover.  I  said  we  would  end  this  hearing  at  12:30  and  it  is 
almost  12:30.  I  have  many  questions  which  we  will  submit  for  the 
record.  If  you  can  give  short  answers,  I  don't  expect  long  answers, 
to  these  questions,  I  would  appreciate  it. 

Is  there  anybody  else  on  the  Committee  that  has  any  additional 
questions? 

Mr.  Olver. 

Mr.  Olver.  I  would  like  to  ask  just  a  couple,  if  I  may. 

Mr.  Hover.  Pardon  me,  Mr.  Olver.  My  question  was  not  just  as 
to  the  loan  anticipation  fee  but  background  on  each  one  of  the  fees 
being  proposed. 

Ms.  Richardson.  We  will  provide  you  with  a  breakout  of  each  of 
those. 

[The  information  follows:] 

Commissioner  Richardson's  Response:  Analyze  How  Cost  of  Fees  Were 

Determined 

For  each  proposed  fee,  IRS'  intention  was  to  recover  its  actual  cost  to  provide  the 
service. 

Processing  Installment  Agreements — ^A  fee  would  be  assessed  to  cover  the  cost  of 
administering  installment  agreements  under  which  taxpayers  pay  off  past  tax  liabil- 
ities. If  the  taxpayers  choose  an  installment  agreement  at  the  time  of  filing  their 
returns,  the  fee  would  be  $18  (minimvun)  with  an  estimated  1.9  million  instsillment 
agreements  to  be  requested.  Any  time  after  the  filing  date,  the  fee  would  be  $20 
(minimum)  with  1.5  million  requests  anticipated.  This  fee  amount  was  determined 
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using  the  results  from  the  Seattle  District  Office  and  Cincinnati  Service  Center  Cost 
Management  Studies. 

Providing  Photocopies  of  Tax  Returns — ^The  cheu^e  for  providing  photocopies  of 
tax  returns  would  be  increased  from  $4.25  to  $12.  This  amount  was  determined 
based  on  a  detailed  study  of  actual  costs. 

Providing  a  Direct  Deposit  Refund  Indicator — We  would  charge  electronically  filed 
return  transmitters  for  our  providing  them  with  a  direct  deposit  indicator.  The  cost 
was  determined  by  reviewing  the  activities  necessary  to  develop  and  transmit  the 
indicator. 

Mr.  HOYER.  I  want  to  know  how  we  got  to  those  values.  Mr. 
Olver. 

INTERNATIONAL  ENFORCEMENT 

Mr.  Olver.  I  have,  unfortunately,  had  some  more  time  to  read 
some  more  of  these  materials,  so  I  am  ready  to  go  again.  I  note 
that  within  your  compliance  initiative,  if  you  look  at  the  portion 
which  is  listed  under  tax  law  enforcement  versus,  the  portion  that 
is  under  international  enforcement,  that  the  dollars  in  for  dollars 
spent  is  about  nine  to  one  in  full  operation  for  the  tax  law  enforce- 
ment versus  about  three  to  one  for  the  international  enforcement. 

Now,  maybe  international  trade  goes  up,  international  trade  en- 
forcement, might  increase,  but  it  seems  to  me  that  suggests  less 
from  the  latter  and  more  from  the  former.  Just  as  a  process  of  how 
one  can  be  most  efficient  about  getting  the  money  in  from  the 
money  we  spend  to  get  compliance  up  for  the  money  that  we  spend 
on  the  process. 

GAO  REPORT  ON  COMPLIANCE 

I  also  wanted  to  point  out  that  the  GAO  report,  which  is  in  draft 
form  not — suggests,  for  instance,  that  your  own  IRS  estimates  are 
that  sole  proprietors,  because  this  question  came  up  I  think  from 
my  colleague  from  Georgia,  that  sole  proprietors  by  your  estimates 
report  about  80  percent  of  their  income,  and  that  small  corpora- 
tions, however  exactly  you  wish  to  define,  report  only  60  percent 
of  their  income. 

Those  are  two  obvious — are  ones  that  you  apparently  have  some 
inkling  or  some  pretty  strong  evidence  as  to  the  level  of  compli- 
ance, and  there,  oddly  enough,  even  while  the  corporate  rate  of 
audit  now  is  supposedly  somewhere  close  to  3  percent,  the  audit 
rate  in  those  two  categories  where  the  known  income  reporting  is 
80  percent  and  60  percent  respectively,  that  the  audit  rate  in  those 
is  less  than  the  average  audit  rate  among  corporations. 

So,  these  kinds  of  targets  from  data  that  you  probably  have,  gen- 
eral data  about  where  the  likely  noncompliances  versus  the  per- 
centages of  audit  that  seem  to  me  to  suggest  real  opportunities  for 
improvement. 

I  notice  also  in  this  report  that  the  GAO  suggests  that,  on  page 
79  in  their  draft  report,  that  the  collection  organization  ought  to  be 
focused  on  earlier  contact  by  telephone  with  filers,  potential  filers, 
nonfilers,  whatever,  and  I  assume  that  some  of  what  you  are  doing 
with  the  reorganization  of  your  telephone  sites  and  such  will  im- 
prove that. 

Ms.  Richardson.  Absolutely. 


666 

RESEARCH  ACTIVITIES 

Mr.  Olver.  Could  I  just  ask  a  little  bit  about  the  research  pro- 
gram? Is  this  a  research  program  involved  in  the  systems  and  the 
software,  the  hard  and  software  related  to  TSM? 

Mr.  Philcox.  Mr.  Olver,  there  will  be  TSM  hardware  and  soft- 
ware capabilities  provided  to  the  research  personnel. 

Mr.  Olver.  You  are  in  charge  of  the  research? 

Mr.  Philcox.  No. 

Mr.  Olver.  Who  is  that? 

Mr.  Philcox.  Mr.  Brand,  who  is  not  here,  is  actually  in  charge 
of  the  research  activities,  the  compliance  research  activity  that  I 
am  providing  computer  support  for  that  activity. 

Mr.  Olver.  Oh,  this  is  not  TSM  research.  Tliis  is  on  compliance 
research. 

Mr.  KiNGHORN.  TSM  will  help  generate  some  of  the  data. 

Ms.  Richardson.  We  are  currently  utilizing  software  and  hard- 
ware that  we  have  and  have  brought  on  line  over  the  last  several 
years  to  aid  us  in  our  compliance  research. 

What  TSM  will  do  and  some  of  the  things  we  are  looking  at  it 
to  do  is  tie  together  some  of  our  operational  information  on  a  much 
more  current  basis,  on  a  much  more  extensive  basis  than  we  can 
do  today,  and  that  is  where  TSM  ties  into  our  research. 

Mr.  Philcox.  Provides  us  the  technology,  the  information  with 
which  to  analyze,  expert  systems  and  artificial  intelligence  environ- 
ment. 

Mr.  Olver.  I  think  I  would  like  to  have  a  discussion  with  Mrs. 
Richardson,  either  you  and/or  the  research  people  about  this,  be- 
cause I  am  sort  of  curious.  I  think — was  it  Las  Vegas,  and  Char- 
lotte? 

Mr.  Philcox.  The  two  early 

Mr.  Olver.  Those  are  the  two  early  sites.  I  quickly  recognize 
that  odds  and  probabilities  are  probably  best  researched  at  Las 
Vegas. 

Ms.  Richardson.  Actually  that  is  where  we  find  good  software 
programmers. 

Mr.  Philcox.  Those  are  not  compliance  research. 

Mr.  Olver.  Well,  there  are  two  obvious  areas,  compliance  re- 
search, much  of  which  is  psychological  and  attitudinal,  and  then 
there  is  hardware,  software  research  in  TSM,  and  I  am  interested 
in  both. 

They  both  have  to  move  along  to  improve  your  capacities  to  do 
your  job. 

Ms.  Richardson.  We  would  be  delighted  to  provide  you  with  a 
briefing.  We  would  be  happy  to  have  you  come  down  or  we  will 
come  up  and  get  our  compliance  research  people  with  you  to  show 
you  what  we  are  doing  today. 

[The  information  follows:] 

Commissioner  Richardson's  Response:  Provide  a  Briefing  on  the  Compliance 

Research  Activities  in  IRS. 

Staff  will  set  up  a  briefing  to  be  held  with  Mr.  Olver  and  members  of  his  staff 
at  a  mutueilly  convenient  time. 

Ms.  Richardson.  We  are  able  to  access  commercial  databases 
today  that  we  have  never  been  available  to  access  in  the  past,  so 
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they  are  very  helpful  to  us  in  our  compliance  research  as  well.  I 
mean,  this  is  not  all  just  information  that  we  have  generated  with- 
in our  operation,  but  we  are  able  to  tie  things  together  today  that 
we  have  never  been  able  to  do  before. 

Mr.  Olver.  I  thank  you  very  much  for  your  testimony. 

Ms.  Richardson.  Thank  you,  very  much. 

Mr.  HOYER.  I  am  sure  we  could  go  on  for  another  two  or  three 
or  four  days  on  these  issues. 

Ms.  Richardson.  We  appreciate  your  help  and  support. 

REINVENTING  IRS 

Mr.  HOYER.  In  reviewing  the  materials,  of  course,  questions  come 
to  mind.  The  bottom  line  is  though  that  we  need  to  reinvent  gov- 
ernment generally.  We  certainly  need  to  reinvent  IRS. 

Although  people  don't  want  to  pay  taxes,  there  need  to  be  a  feel- 
ing by  the  public  that  IRS  deals  with  them  fairly,  deals  with  them 
efficiently  and  deals  with  them  accurately.  That  is  the  best,  I 
think,  they  can  hope  for  because  as  you  point  out,  they  are  not 
going  to  want  to  pay  taxes  any  more  than  any  of  us  in  this  room 
want  to  pay  our  taxes.  However,  we  need  to  make  sure  it  is  done 
as  effectively  as  possible,  that  it  is  as  user  friendly  as  possible,  and 
we  need  to  invest  in  those  areas  where  investments  pay  off.  We 
need  to  use  our  judgment  to  make  significant  savings  where  we  can 
make  savings,  and  we  are  going  to  be  looking  at  the  budget  in  that 
context. 

We  have  a  number  of  big  issues,  the  $405  million  issue  in  terms 
of  tax  compliance  and  this  fees  issue  is  going  to  be  one  that  I  want 
to  look  at  closely  in  terms  of  how  we  determine  the  proper  level  of 
the  fees.  I  think  we  will  have  some  real  jurisdictional  problems 
there. 

So  they  may  not  come  and  you  may  have  to  hold  the  administra- 
tion to  their  statement  that  not  providing  these  fees  will  adversely 
affect  the  levels  of  funding  we  have  available.  We  also  will  be  com- 
municating with  the  full  committee  staff  and  the  Chairman  so  that 
our  602(b)  allocation  is  not  adversely  affected. 

Thank  you,  very  much  for  being  here.  Thank  you  Secretary 
Muiioz.  We  have  enjoyed  having  you  with  us  the  first  couple  of 
days  of  this  week.  I  guess  you  are  going  to  be  with  us  tomorrow 
and  Friday  and  we  look  forward  to  that. 

Ms.  Richardson.  He  is  going  to  be  a  member  of  your  Committee. 

Mr.  HOYER.  Thank  you  very  much. 

Ms.  Richardson.  Thank  you  very  much. 

[Questions  submitted  for  the  record,  and  budget  justification  ma- 
terial follow:] 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

Question:  The  Committee  has  received  and  I  have  reviewed  your  "Plan  for 
Reinventing  IRS."  While  the  specifics  of  this  plan  will  obviously  cause  some  political 
controversy,  it  is  a  well  thought  out  approach  to  reinventing  the  one  Federal  agency  which 
touches  everyone  in  the  United  States  by  making  it  more  customer  friendly. 

The  concern  I  have  is  related  to  how  Tax  Systems  Modernization  (TSM)  will  work 
in  this  environment.  Let's  take  a  specific  example:  How  will  a  taxpayer's  question 
concerning  a  tax  notice  be  handled  differently  with  TSM  than  it  is  handled  now? 

Answen  Today  we  provide  account-related  telephone  and  correspondence  service 
in  many  types  of  locations.  These  include  Automated  Collection  System  call  sites,  Taxpayer 
Service  toll-free  sites,  and  Service  Centers.  Each  type  of  location  has  access  to  a  different 
set  of  tools  and  information.  This  means  that  taxpayers  receive  different  levels  of  service 
depending  on  where  their  contact  with  us  begins  and  where  they  get  transferred  in  between. 

In  the  future,  taxpayer  questions  will  be  handled  in  Customer  Service  Centers.  TSM 
will  provide  the  technology  and  equipment  that  will  allow  our  employees  to  have 
workstations  that  provide  on-line  access  to  detailed  information  on  a  taxpayer's  current  and 
past  accounts,  and  easy  ability  to  analyze  accounts  and  take  action.  Incoming  calls  from 
taxpayers  will  be  answered  by  a  Voice  Response  Unit,  a  computer  that  asks  the  taxpayer  to 
select  the  type  of  service  they  need.  At  this  point,  taxpayers  will  be  able  to  select  "self- 
service"  (computer  assistance)  or  to  be  directed  to  an  employee  with  the  skills  necessary 
to  answer  their  questions.  With  these  improved  resources,  IRS  employees  will  have  the 
same  kinds  of  tools  and  information  that  the  best  private  sector  service  providers  have.  We 
will  also  have  the  ability  to  route  a  telephone  call  from  one  site  to  another  to  minimize  wait 
times  and  increase  levels  of  service. 

Question:  In  reality,  doesn't  TSM  represent  a  multi-project,  multi-phase  approach 
to  support  the  "reinvented"  IRS?  So  when  we  speak  of  TSM,  we  are  really  talking  about 
an  inifonnation  system  which  is  made  up  of  a  number  of  projects  designed  to  accomplish 
different  aspects  of  a  total  system.  What  we  see  in  the  budget  request  are  the  funds 
associated  for  the  projects  needing  development  money  or  "coming  on  line"  in  the  budget 
year. 

Answen  Yes,  TSM  represents  a  multi-project,  multi-phase  approach.  The  Service 
has  developed  its  new  business  vision,  which  is  dependent  on  Tax  Systems  Modernization, 
along  with  other  Service  components  into  phases  described  as  "near-term"  and  "long-term." 
Near-term  activities  will  be  completed  by  FY  1997  while  the  long-term  phase  will  extend  to 
sometime  beyond  FY  2000. 

Question:  Is  it  fair  to  say  that  there  are  distinct  "phases"  of  TSM  implementation? 
If  so,  how  would  you  describe  these  phases  and  which  one  are  we  in  now? 
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Answen  The  Service  has  developed  its  new  business  vision,  which  is  dependent  on 
Tax  Systems  Modernization,  along  with  other  Service  components  into  phases  described  as 
"near-term"  and  "long-term."  Near-term  activities  will  be  completed  by  FY  1997,  while  the 
long-term  phase  will  extend  to  sometime  beyond  FY  2000. 

Near-Term  Phase: 

The  near-term  phase  replaces  obsolete  equipment  with  technology  to  allow  us  to 
obtain  early  TSM  functionality  by  leveraging  existing  systems  and  building  interim  systems. 
The  alteration  of  our  lower  level  field  legacy  systems  into  TSM  configurations  and  the 
acquisition  of  TSM  hardware  for  use  by  field  employees  establishes  a  foundation  for  the 
data  feeds,  requirements,  and  structure  of  Integrated  Case  Processing.  Examples  of  near- 
term  Submission  Processing  activities  include  Service  Center  Recognition/Image  Processing 
System  (SCRIPS)  which  replaces  unmaintainable  Optical  Character  Recognition  (OCR) 
equipment  for  use  in  data  capture.  In  the  Customer  Service  area,  replacement  of  dumb 
terminals  with  workstations  compatible  with  Integrated  Case  Processing  functionality  and 
the  modification  of  existing  systems  to  access  the  Integrated  Data  Retrieval  System  (IDRS), 
expands  the  use  of  Corporate  Files  On-Line  (CFOL)  and  other  data  information  to  IRS 
employees  in  their  support  of  taxpayers.  Other  near-term  activities  currently  operating  or 
undergoing  implementation  are  the  Automated  Underreporter  System  and  Totally 
Integrated  Examination  System.  Other  interim  systems  existing  in  this  phase  are  the 
Automated  Inventory  Control  System  (AICS),  Integrated  Collection  System  (ICS),  Counsel 
Automated  Systems  Environment  (CASE),  and  Automated  Criminal  Investigation  (ACT). 
Interim  systems  provide  the  full  transition  to  the  target  TSM  architecture  in  the  long-term 
Phase. 

Long-Term  Phase: 

The  long-term  phase  of  TSM  will  result  in  full  implemenution  Nationwide  of  the 
target  architecture  shortly  after  FY  2000.  This  phase  fully  integrates  the  mainline  data  bases 
that  link  together  all  components  of  the  Service's  TSM  systems  and  TSM  applications  using 
newly  acquired  TSM  mainframes  and  telecommunications  equipment.  By  completion  of  this 
phase,  the  full  benefits  anticipated  in  the  business  vision  which  seek  to  reduce  taxpayer 
burden,  produce  quality  driven  productivity  among  IRS  employees,  and  improve  voluntary 
compliance  will  be  realized.  Responsiveness  to  taxpayers  will  be  improved  through  the 
Workload  Management  System  and  Case  Processing  System.  Productivity  improvements  will 
be  achieved  through  the  minimization  of  paper  document  handling  using  the  Document 
Processing  System  and  the  imaging  of  taxpayer  documents.  The  improvement  of  voluntary 
compliance  will  be  achieved  through  the  development  of  the  Compliance  Research 
Information  System  (CRIS)  and  the  Case  Processing  System. 

Question:  A  significant  concern  for  this  committee  is  TSM's  program  management 
We  highlighted  this  concern  in  the  report  which  accompanied  the  House  passed 
appropriations  bill.  The  committee's  goal  was  to  ensure  that  one  person  has  day-to-day 
control  of  TSM  and  sufficient  authority  to  direct  the  various  factions  within  IRS  to  do  their 
part  in  developing  TSM.   Does  such  a  position  exist? 
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Answer:  Yes,  a  new  position  -  the  Modernization  Executive  -  has  been  created  to 
oversee  and  monitor  the  integration  of  business,  TSM  technology,  and  human  resource 
implementation  activities  for  reinventing  tax  administration.  The  Modernization  Executive 
advises  the  Commissioner  on  transition  issues  and  acts  as  the  Service's  main  spokesperson 
on  the  Business  Vision.  Site  Executives  report  to  the  Modernization  Executive  to  ensure 
the  coordination  and  integration  of  change  activities  across  Chief  Officer  (business  areas) 
for  the  new  site  configurations  and  to  identify  issues  that  may  signal  risks  to  achieving  the 
Service's  objectives  and  performance  goals.  The  Modernization  Executive  ensures  that  issues 
and  risks  to  implementing  the  Business  Vision  are  resolved,  including  resource  issues 
relating  to  transition.  The  Modernization  Executive  also  oversees  the  development  of 
transition  plans  and  schedules  which  are  used  along  with  the  Business  Master  Plan  to 
monitor  the  delivery  of  products  and  services  to  implement  the  Business  Vision. 

Question:  An  additional  concern,  raised  by  GAO  in  their  portion  of  last  year's 
hearing,  was  the  development  of  standards  for  software  requirements.  What  has  IRS  done 
to  ensure  that  such  standards  are  being  developed? 

Answer:  The  BR.S  Development  Methodology  (IRS/DM)  (initial  iteration  completed 
February,  1994)  describes  the  Servicewide  software  development  approach  that  will  be  used 
for  Tax  System  Modernization  (TSM).  The  IRS/DM  prescribes  a  project  life  cycle 
development  approach  that  incorporates  Information  Engineering  and  Systems  Engineering 
techniques.  Information  Engineering  is  an  information  or  data  driven  method  that  captures 
the  business  requirements.  Systems  Engineering  is  a  process  and  design  driven  method  that 
develops  the  technical  infrastructure  (e.g.,  hardware,  communications)  to  support  the 
business  requirements.  These  methods  complement  each  other  and  allow  the  IRS 
Development  Methodology  to  integrate  the  architectural  framework  (that  defines  and 
describes  a  configuration  of  hardware  and  software)  that  will  satisfy  the  complex 
requirements  of  large-scale  systems  design  and  development  for  TSM.  The  IRS/DM  is 
currently  undergoing  an  internal  as  well  as  an  external  review  process.  A  second  iteration 
is  scheduled  for  September,  1994. 

IRS/DM  prescribes  well-defined  deliverables  (products),  roles,  and  responsibilities 
specifically  tailored  for  use  in  the  IRS  development  environment  The  IRS/DM  Handbook 
was  created  in  accordance  with  Version  2.0  (October  1993),  The  Information  Systems  Life 
Cycle  Manual  (i.e..  Treasury  Directive  P  84-01),  which  specifies  the  software  development 
life  cycle  phases  and  stages  and  describes  the  tasks  undertaken  and  products  produced  in 
each  stage.  It  also  specifies  the  required  milestone  concurrences  and  product  reviews.  An 
accompanying  IRS/DM  Developer's  Guide  further  breaks  down  each  task  specified  in  the 
Handbook  into  subtasks,  procedures,  and  steps,  and  references  the  techniques,  guidelines, 
and  standards  for  completing  them. 

Question:  One  of  the  issues  which  has  surfaced  is  the  skill  level  of  those  who  are 
responsible  for  developing  the  software.   What  is  your  response? 

Answen  The  Internal  Revenue  Service  within  its  Corporate  Education  Organization 
has  a  School  of  Information  Technology  addressing  the  training  needs  of  the  software 
developers.  They  have  reviewed  different  positions  within  the  software  development 
departments.   Based  on  their  analysis,  a  matrix  of  the  positions  and  courses  required  by 
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position  has  been  developed.  This  matrix  will  be  sent  to  managers  to  review  the  individual 
training  needs  of  their  employees.  Those  employees  identified  as  needing  additional 
training  will  be  scheduled  for  courses  designed  to  meet  the  skill  requirements  of  the  position 
they  hold. 

Question:  Last  year  there  was  considerable  discussion  about  the  existence  of  interim 
systems  which  may  or  may  not  be  a  part  of  the  long-range  TSM  program.  Some  of  these 
interim  systems  are  "stovepipe"  systems  which  accomplish  only  one  task  and  are  designed 
to  replace  obsolete  equipment  which  is  most  urgently  needed.  Do  the  funds  included  in  the 
FY  1995  budget  fund  interim  or  long-range  systems? 

Answer  FY  1995  funds  include  requirements  for  both  interim  and  long-range 
systems.  Development  of  the  interim  projects  has  been  frozen,  and  the  projects  will  be 
rolled  out  only  if  the  business  case  is  justified.  The  roU-outs  will  be  coordinated  to  minimize 
costs.  Using  the  Integrated  Case  Processing  approach,  capabilities  can  be  delivered  to  the 
end  user  earUer  than  originally  projected  at  a  lower  total  cost.  Executive  oversight  and 
review  of  the  interim  systems  and  the  need  for  these  systems  is  continuing  through  the 
Information  Systems  Control  Group  with  responsibility  for  Case  Processing. 

Question:  Do  you  consider  the  need  for  interim  systems  to  be  an  initial  phase  of 
TSM? 

Answer  Interim  systems,  which  exist  during  the  near-term  phase  of  TSM,  are  an 
integral  part  of  the  TSM  key  strategies.  These  systems  alter  the  functionality  of  legacy 
systems  and  evolve  to  become  components  of  Case  Processing  to  be  completed  in  the  long- 
term  phase.  Interim  Systems  include  the  Automated  Inventory  Control  System  (AICS), 
Totally  Integrated  Examination  System  (TIES),  Integrated  Collection  System  (ICS),  Counsel 
Automated  Systems  Environment  (CASE),  and  Automated  Criminal  Investigation  (ACI). 
These  systems  will  provide  testing  and  evaluating  platforms  and  the  development  of  data 
feeds  to  allow  a  logical  evolutionary  approach  to  TSM  functionality. 

Question:   If  these  are  interim  systems  why  are  they  called  TSM? 

Answer  A  key  strategy  of  TSM  is  to  use  near-term  alterations  of  legacy  systems,  also 
known  as  interim  projects,  as  a  source  of  user  requirements,  data  feed  information,  and 
logical  design  features.  These  projects  have  been  consolidated  and  will  evolve  under  a  TSM 
effort  known  as  Integrated  Case  Processing  (ICP). 

ICP  provides  a  near-term  capability  of  assembhng  all  of  our  current  taxpayer 
information  in  one  electronic  case  folder  that  is  accessible  by  all  authorized  users  through 
a  universal  workstation. 

These  systems  represent  the  "building  blocks"  for  TSM.  They  allow  IRS  to  deliver 
early  capabilities  and  benefits.  IRS  personnel  will  have  early  "hands  on"  experience  with 
elecuonic  case  folders,  automated  procedures,  and  data  processing  skills.  Interim  systems 
provide  the  transition  to  the  full  TSM  architecture. 
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Question:  You  have  used  electronic  filing  system  as  a  demonstration  of  how  TSM 
can  work  and  have  said  that  electronic  filing  will  be  a  major  component  of  TSM.  GAO 
recently  completed  a  review  which  highlights  increasing  electronic  filing  fi'aud.  How  do  you 
explain  why  the  electronic  filing  system,  a  major  component  of  TSM,  is  experiencing  such 
significant  problems  with  taxpayer  firaud? 

Answer  The  Service  is  committed  to  identifying  and  reducing  fi'aud  in  all  aspects 
of  tax  administration.  While  we  are  concerned  that  the  level  of  detected  fraud  has 
increased,  we  are  uncertain  what  portion  is  attributable  to  increased  fi'aud  attempts  or  to 
better  detection  capabilities.  In  fact,  electronically  filed  returns  provide  the  Service  with  a 
great  opportunity  to  detect  fraud  because  the  electronic  submission  can  be  immediately 
validated  against  other  IRS  data  bases.  Fraud  claim  attempts  are  not  imique  to  IRS. 
Private  sector  companies  (aedit  card  and  insurance  companies,  for  example)  compete  with 
one  another  on  the  basis  of  quality  service  which  often  produces  a  race  to  pay  customers 
faster  than  the  competition.  Efforts  to  shorten  payment  cycles  and  to  dispatch  electronic 
payments  rapidly  upon  receipt  of  incoming  electronic  signals  must  be  matched  by 
corresponding  safeguards  to  ensure  adequate  controls. 

Question:  What  is  IRS  doing  to  reduce  or  prevent  the  fiiUng  of  fraudulent  returns? 

Answen  Because  IRS  takes  this  situation  very  seriously  we  have  responded  by 
appointing  a  Return  Fraud  Executive  position  to  spearhead  our  fraud  redirection  strategy. 
Ted  Brown,  who  was  selected  for  this  position,  has  21  years  of  experience  as  an  agent  and 
manager  in  our  Criminal  Investigation  function  and  has  a  strong  background  in  fraud 
detection.  In  his  new  role  Ted  has  overarching  responsibilities  for  oversight  of  all 
interfacing  systems.  Our  fraud  redirection  sfrategy  is  a  four  component  plan  that  uses  new 
technology  and  multi-functional  resources.  The  sfrategy  is  to  1)  to  understand  fraud;  2)  to 
prevent  fraud;  3)  to  detect  fraud;  and  4)  to  iise  enforcement  tools  when  needed.  We  have 
both  short-term  and  long-term  initiatives  underway  under  each  of  these  four  components. 

Question:  Was  the  Electronic  Filing  Program  rushed  into  operation  before  all 
safeguards  were  implemented?  If  so,  how  can  you  assure  the  Committee  that  this  will  not 
happen  to  other  TSM  projects? 

Answen  The  Elecfronic  Filing  System  was  phased  into  operation  over  several  years 
and  in  expanding  locations.  Safeguards  were  built  into  the  programs,  and  these  safeguards 
have  been  adjusted  yearly  to  deal  with  the  new  types  of  fraud  schemes.  Fraud  control  is 
dynamic,  not  static.  Fraud  control  is  directed  against  those  who  think  creatively  and  adapt 
continuously,  who  relish  devising  complex  strategies,  and  who  have  no  single  profile.  This 
means  that  a  set  of  fraud  controls  which  is  perfectly  satisfactory  today  may  be  of  no  use  at 
all  tomorrow.  Maintaining  effective  fraud  controls  demands  continuous  assessment  of 
emerging  trends  and  constant  revision  of  controls.  The  IRS  Return  Fraud  Executive  has 
responsibility  for  oversight  of  all  interfacing  systems  and  for  maintaining  effective  fraud 
controls  in  these  systems. 

Question:  If  so,  how  can  you  assure  the  Conmiittee  that  this  will  not  happen  to  other 
TSM  projects? 
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Answer:  The  Electronic  Management  System  (EMS)  Project  Office  has  implemented 
Risk  Management  procedures  to  identify  the  system  security  requirements  for  the  EMS  in 
accordance  with  the  Federal  Information  Processing  Standards  (FTPS)  Publications  31  and 
41,  OMB  directive  A-130,  and  Treasury  Directive  P  71-10.  The  EMS  Project  Office  has 
adopted  the  strategy  of  fulfilling  all  "Privacy  related  security"  requirements  with  a  cost 
beneficial  design.  This  will  ensure  that  appropriate  safeguards  are  in  place  to  reduce  or 
prevent  inadvertent  or  hostile  activities  against  the  EMS  which  originate  outside  of  the  IRS. 
In  addition,  the  EMS  Project  Office  has  also  implemented  a  quality  improvement  process 
during  software  development  which  will  provide  the  baseline  for  implementing  further 
capabilities  for  detecting  and  preventing  misuse  of  the  EMS  prior  to  tax  return  data  being 
processed  by  the  Service. 

Question:  Did  you  not  do  a  volume  assessment  of  the  prototype  system  to  ensure 
that  an  increased  volume  of  tax  returns  would  not  cause  problems? 

Answer  The  Electronic  Management  System  (EMS)  Project  Office  has  used 
standardized  system  life  cycle  development  techniques  to  collect  data  volume  information 
to  assess  system  impacts  in  the  future.  Beginning  with  an  extensive  Telecommunications 
Study  of  users'  volumes,  the  EMS  Project  Office  baselined  maximum  potential  volumes  for 
an  EMS.  These  data  volumes  were  further  analyzed  during  a  Requirements  Analysis 
process.  This  Requirements  Analysis  includes  input  from  all  EMS  users  and  IRS 
organizations  involved  with  implementing  Tax  Systems  Modernization  systems.  The  EMS 
Project  Office  is  implementing  a  Capacity  Analysis  study  of  a  full  scale  prototype/pilot 
system  during  FY  1995.  The  intent  of  these  analyses  is  for  the  EMS  Project  Office  to 
ensure  that  the  capacity  of  the  EMS  is  in  direct  concert  with  the  data  volumes  which  will 
be  processed  during  the  outyears. 

Question:  A  second  factor  with  expanding  electronic  filing  is  a  proposal  to  charge 
$8  for  those  who  wish  to  file  their  tax  returns  electronically.  It  seems  to  me  that  this  is 
counterproductive.  If  we  want  to  move  to  electronic  filing  with  TSM,  why  would  we  charge 
taxpayers  for  this  service? 

Additionally,  if  the  future  tax  collection  system  will  be  paperless  and  the  only  way  to 
file  is  by  electronic  means,  isn't  an  $8  fee  in  reality,  a  tax  which  must  be  paid  (to)  file  yotir 
returns?   We  will  in  essence  be  taxed  for  the  privilege  of  paying  taxes. 

Answen  The  user  fee  of  $8  that  is  being  proposed  is  not  a  charge  for  electronic 
filing.  The  fee  is  for  those  taxpayers  who  file  refund  returns  and  request  refund  anticipation 
loans  from  a  financial  institution.  The  fee  is  charged  to  the  filing  institution  tor  a  Direct 
Deposit  Indicator  (DDI).  The  DDI  enables  filing  institutions  to  give  refund  anticipation 
loans  by  receiving  verification  from  the  IRS  that  the  taxpayer's  refund  amount  is  valid. 
While  there  is  currently  a  high  correlation  between  refund  anticipation  loans  and  electronic 
filing,  the  DDI  fee  is  not  on  electronically  filed  returns,  but  on  those  returns  for  which 
refund  anticipation  loans  are  being  processed  by  financial  institutions.  There  is  no  charge 
or  fee  by  the  IRS  for  electronically  filed  returns. 
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Qaestioo:  The  FY  1995  budget  includes  $989.2  million  which  is  identified  for  TSM- 
Moderaized  Developmental".  Does  this  mean  that  only  these  funds  will  be  used  for  TSM 
projects?  Which  projects  will  be  funded  with  this  $9892  million? 

Answer:  The  $989.2  million  identified  as  TSM-Modemized  Developmental  has  been 
budgeted  for  TSM  projects  and,  therefore,  must  be  spent  on  TSM  projects.  Any  available 
TSM  no-year  funds  will  be  expended  on  TSM  projects  in  addition  to  the  amovmt  budgeted 
for  in  FY  1995.  The  $989.2  million  supports  the  following  TSM  projects: 

o  Counsel  Automated  Systems  Environment  (CASE) 

o   Inspection  Systems  Development 

o  Information  Systems  Development  Program 

o  Integrated  Case  Processing  System 

o   Systems  Integration/Long  Term  Design 

o  Information  Systems  Development  (ISD)  Departmental  Applications 

o   Integrated  Input  Processing  System 

o  Service  Center  Support  System  (SCSS) 

o  Corporate  Systems  Design 

o  Corporate  Systems  Modernization  and  Transition  (CSMT) 

o   Service  Center  Recognition/Image  Processing  (SCRIPS) 

o  Corporate  Minicomputer  Resources  (TMAC/DMAC) 

o  Communications  Modernization 

o  Automated  Workload  Management  System  (AWMS) 

o  TSM  Software  Development  Environment 

o  Toil-Free  Automatic  Call  Distributor  (ACD)  Replacement 

o   Federal  Tele-Tax  Information 

Question:  The  FY  1995  Budget  requests  that  a  portion  of  these  funds  be  made 
available  until  expended.  In  general,  I  oppose  providing  funds  with  no  accountability  to 
have  them  spent  by  a  specific  date.  What  would  be  the  effect  on  TSM  if  the  Committee 
required  that  the  FY  1995  funds  be  expended  by  September  30,  1998?  This  will  give  you 
three  years  to  develop  and  acquire  the  systems  reflected  in  your  1995  request. 

Answen  The  request  by  the  Service  to  have  a  portion  of  the  FY  1995  funds  available 
until  expended  is  critical  to  the  overall  success  of  TSM.  The  Service  feels  that  this  permits 
the  flexibility  required  to  preclude  premature  obligation  of  our  funds  as  we  assess  changes 
in  our  requirements  and  accommodate  the  evolving  capabilities  of  new  technology.  To 
ensure  the  obligation  of  TSM  dollars,  a  quarterly  review  is  conducted  to  monitor  the 
progress  of  spending  all  TSM  dollars,  including  the  no-year  funds.  No-year  funds  are 
tracked  as  all  TSM  funds  are  tracked  -  to  the  project  level.  Review  of  TSM  funds  arc 
conducted  quarterly  with  OMB.  The  Service  does  not  recommend  any  deviation  in  the 
current  process  at  this  time. 

Question:  The  FY  1995  Budget  includes  a  "rearrangement"  for  the  FY  1994 
appropriation.  Please  explain  what  has  transpired  between  the  FY  1994  Appropriation  and 
the  FY  1995  Budget  Submission. 
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Answer  During  the  FY  95  Budget  cycle,  the  Information  Systems  Appropriation  was 
rearranged  to  accommodate  a  new  budget  activity  which  reflects  Tax  Systems  Modernization 
initiatives  that  have  become  operational.  Also,  the  Compliance  and  Enforcement  budget 
activity  and  the  Processing  and  Services  Activity  were  combined  to  create  a  budget  activity 
entitled  Services  and  Compliance.  The  Information  Systems  Appropriation  is  now  structured 
into  four  budget  activities  as  follows: 

TSM  -  Modernized  Developmental  activity  provides  for  investment  in  the  major 
redesign  and  acquisition  of  information  systems  needed  to  achieve  a  fully  integrated 
framework  for  tax  administration  operations.  This  includes  implementing  the  design  and 
development  of  a  redesigned  administration  system,  developing  a  target  architecture,  and 
modernizing  equipment  at  major  installations  (e.g.,  Service  Centers,  Toll-Free  Answering 
Sites,  and  District  Offices). 

Modernized  Operational  activity  includes  those  systems  that  have  advanced  from  the 
design  and  development  phase  to  an  operations  mode  after  acceptance  testing  and 
SerWcewide  implementation. 

Services  and  Compliance  activity  provides  automation  support  for  both  the  former 
Compliance  and  Enforcement  and  the  Processing  and  Services  activities.  The  systems  in  this 
activity  direct  IRS  compliance  and  enforcement  programs  including:  examining  tax  returns, 
collecting  unpaid  accounts,  securing  delinquent  returns,  investigating  tax  fraud,  resolving  tax 
disputes,  and  determining  tax  liability  status  or  exemption  of  organizations.  This  activity 
also  provides  automation  support  for  processing  tax  and  information  returns,  issuing  refunds 
and  notices,  accounting  for  tax  revenue,  and  assisting  taxpayers  with  their  tax  obligations. 
Processing  performed  is  basic  to  tax  administration  and  provides  necessary  input  to  almost 
all  other  Internal  Revenue  Service  programs. 

Support  Systems  activity  provides  automation  support  for  all  IRS  administrative 
programs,  including  management  and  financial  information,  logistics,  payroll  and  personnel, 
and  internal  audit  and  security  automation. 

Question:  The  FY  1995  Budget  Analysis  identifies  a  5-year  $2  billion  taxpayer 
compliance  initiative  which  the  Administration  is  working  with  Congress  to  implement. 
Your  statement  also  includes  a  discussion  of  this  initiative  and  the  requirement  to  hire  an 
additional  5,000  employees  to  implement  it.  What  are  the  specifics  of  this  initiative  and  how 
will  it  be  implemented. 

Answer  In  FY  1995,  funding  requirements  for  the  Compliance  Initiatives  are  $405 
million.  The  1990  Congressional  budget  agreement  included  a  similar  IRS  tax  compliance 
initiative,  which  provided  additional  funding  for  activities  that  would  reasonably  be  expected 
to  increase  revenue  collections.  The  Administration  is  supporting  a  similar  multi-year  IRS 
initiative-beginning  in  FY  1995-to  increase  taxpayer  compliance  funher.  This  initiative 
would  add  about  5,000  FTEs  to  compliance  efforts  in  FY  1995,  most  of  which  would  be  used 
to  increase  the  number  of  focused  examinations  of  tax  returns,  to  collect  more  delinquent 
taxes,  and  to  make  more  effective  use  of  information-reporting  documents. 
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The  cost  of  this  program  would  be  $405  million  in  the  first  year  and  up  to  $2.5  billion 
over  five  years.  The  initiative  will  yield  several  times  more  revenue  than  its  cost  over  the 
five-year  period  and  will  continue  to  enhance  tax  revenue  even  after  that  period  (assuming 
continued  funding  at  the  same  rate).  In  view  of  this  deficit-reducing  potential,  the 
Administration  is  recommending  budgetary  treatment  under  which  the  cost  of  the  initiative 
is  provided  separately  from  amounts  subject  to  spending  caps.  Under  no  circumstances 
would  the  Administration  permit  projected  additional  revenues  to  fund  spending  increases 
or  tax  reductions.  Because  details  on  how  this  separate  treatment  might  be  provided  have 
yet  to  be  worked  out  with  the  Congress,  the  revenue  yield  and  costs  of  this  initiative  are  not 
reflected  in  the  President's  FY  1995  budget  itself. 


Total  Requested 5,078  FTEs  and  $405,051,000 


A.    Tax  Law  Er{forcemeiU  Initiatives 4,619  FTEs  and  $319,146,000 

1.  Revenue  Agent  Initiative    1,582  FTEs  and  $113,525,000 

This  initiative  will  increase  examination  coverage  of  Schedule  C  filers  and  small 
corporations  where  compliance  is  low.  Voluntary  compliance  for  non-farm  sole 
proprietors  is  substantially  below  that  of  others.  Consequently,  the  proposed  increase 
in  revenue  agents  will  increase  coverage  in  this  area  and  also  among  individual 
categories  of  taxpayers  and  small  corporations. 

2.  Service  Center  Initiative     479  FTEs  and  $28,880,000 

This  initiative  will  inCTease  the  number  of  tax  examinations  and  contacts  conducted 
in  the  customer  service  centers.  Enforcement  efforts  will  address  tax  issues  and 
returns  that  lend  themselves  to  correspondence  audits  and  will  involve  issues  of 
overstated  deductions,  improper  filing  status,  or  failure  to  report  self-employment  tax 

5.    Tax  Auditor  Initiative 633  FTEs  and  $40,908,000 

This  initiative  will  increase  coverage  of  the  Schedule  C  business  and  of  non-business 
individual  filers  with  income  exceeding  $50,000.  Enforcement  efforts  expended  in 
these  areas  will  address  unreported  income  and  overstated  deductions.  Other  areas 
for  compliance  are  exemptions  and  capital  gains. 

4.  Increased  Collection  of  Delinquent  Taxes  Initiative  .  .  ,  1,222  FTEs  and  $84,739,000 
This  initiative  will  increase  the  collection  of  delinquent  taxes,  investing  in  three 
aspects  of  IRS'  collection  program.  First,  staff  will  be  added  to  bankruptcy 
processing  to  keep  up  with  increased  workload,  protect  the  government's  interest,  and 
collect  additional  taxes.  Second,  additional  staJEf  will  be  invested  in  accelerating  the 
collection  of  delinquent  business  employment  taxes.  The  failure  of  businesses  to  pay 
employment  taxes  (taxes  withheld  by  employers  from  employee  paychecks)  is  a  major 
compliance  problem.  Businesses  caught  in  a  cash  flow  crisis  often  "honow"  these 
funds  to  keep  going.  Continuing  failure  to  pay  leads  to  pyramiding  liabilities  and, 
occasionally,  bankruptcy.  In  bankruptcy,  the  government's  claim  may  be 
subordinated  to  others  due  to  changes  in  the  law  over  the  last  several  years. 
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Attention  to  business  employment  taxes  early  in  the  delinquency  process  will  help 
avoid  pyramiding  liabilities,  help  taxpayers  short  of  funds  set-up  partial  payment 
plans,  identify  assets  which  can  be  seized  if  the  firms  ultimately  fail,  and  collect 
additional  taxes.  Last,  additional  staff  will  be  invested  in  the  field  collection  branch 
to  work  high  dollar  cases  sooner. 

5.    Cross-Functional-National  IRP  Compliance  Program  Initiative 

703  FTEs  and  $51,094,000 

This  initiative  will  expand  efforts  on  a  national  level  to  assure  and  correct  wage 
reporting  by  Federal,  state  and  local  governments.  Other  areas  of  focus  will  include 
developing  uniform  procedures  for  the  analysis  and  use  of  Unmatchable  Information 
Returns  data  and  using  techniques  developed  by  the  nonfiler  program  focusing  on 
the  diversity  of  payor  customers.  For  Tax  Year  1990,  there  were  34.7  million 
documents  on  the  unmatchable  information  return  master  file.  Results  of  this 
initiative  will  be  reflected  in  improved  voluntary  compliance  and  in  increases  in 
backup  withholding. 


B.   International  Enforcement  Initiatives 130  FTEs  and  $13,264,000 

1.  Foreign  Controlled  Corporations  Initiative 90  FTEs  and  $8,700,000 

This  initiative  will  increase  enforcement  based  on  identified  market  segments 
targeting  foreign  business  activity  in  the  U.S.  This  strategy  will  permit  IRS  to  use  its 
Compliance  2000  methodology  to  address  foreign  controlled  corporation  tax 
compliance.  The  market  segments  identified  for  this  area  include:  wholesale  trade, 
finance,  insurance  and  real  estate,  and  manufacturing.  This  FTE  increase  would 
result  in  approximately  300  additional  foreign  controlled  corporation  cases  being 
worked  in  FY  1995. 

2.  Large  Case  Initiative 40  FTEs  and  $4,564,000 

This  initiative  will  expand  coordination  and  National  Office  support  by  Counsel 
attorneys  with  specialized  expertise  in  large  case  development  and  litigation,  and 
permit  concentration  of  Counsel  resources  on  the  development  and  implementation 
of  the  Advance  Determination  Agreement  (ADA)  Program,  established  in  FY  1991. 
The  ADA  Program  has  successfully  provided  taxpayers  and  the  Service  with  an 
alternative  means  known  as  Advance  Pricing  Agreements  (APA)  to  resolve  complex 
intercompany  transfer  pricing  issues.  Its  success  has  encouraged  the  Service  to 
broaden  the  program  beyond  international  tax  issues  to  incorporate  administrative 
and  judicial  dispute  resolution  alternatives  for  issues  other  than  transfer  pricing,  such 
as  hedging,  debt/equity,  charitable  contributions,  and  UNICAP  (Uniform  Interest 
Capitalization). 


C.    Criminal  Enforcement  Initiatives     329  FTEs  and  $72,641,000 

I.   Motor  Fuel  Excise  Tax  Initiative 98  FTEs  and  $17,428,000 

This  initiative  will  allow  the  Service  to  increase  the  number  of  special  agents 
conducting  motor  fuel  tax  evasion  investigations.  The  theft  of  motor  fuel  excise  tax 
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revenue  has  increased  over  the  past  few  years,  and  the  Service  has  identified 
connections  between  these  activities  and  known  organized  crime  elements.  Motor 
fuel  excise  tax  schemes  result  in  an  estimated  loss  of  revenue  of  $1.0  billion  annually. 
Most  prosecutions  resulting  from  investigations  in  this  area  have  resulted  in 
indictments  charging  the  perpetrators  with  theft  of  revenue  in  excess  of  $1.0  million 
per  scheme. 

2.   Bankruptcy/Questionable  R^nd  Fraud  Initiative  .  ...  231  FTEs  and  $55,213,000 

This  initiative  will  allow  the  Service  to  increase  investigations  of  potential  fraud  in 
bankruptcy  filings  and  tax  refund  schemes.  Bankruptcy  filings  have  increased  at  an 
alarming  rate  over  the  last  three  years.  While  definitive  information  is  not  available, 
the  United  States  Trustee  believes  that  almost  50  percent  of  all  bankruptcies  filed 
may  contain  some  element  of  firaud.  In  many  instances,  the  Internal  Revenue  Service 
is  a  major  creditor. 

Tax  refund  fraud  continues  to  be  a  growing  problem.  Both  paper  return  and 
electronic  fiUng  schemes  increased  approximately  200  percent  during  the  past  year.  The 
growth  of  questionable  refund  schemes  attributed  to  electronic  filings  is  the  result  of 
expedited  processing  of  returns  and  refunds.  Electronic  filing  has  created  the  need  to 
expedite  the  identification  and  deletion  of  fraudulent  claims  for  refund.  Questionable 
Refund  Detection  Teams  identified  6 1,464  returns  claiming  over  $  1 13.0  million  in  fraudulent 
refunds  between  January  1  and  October  13,  1993.  In  FY  1992,  over  $22.0  million  in 
fraudulent  refunds  were  not  issued.  The  number  of  fraudulent  returns  and  refunds  detected 
and  not  issued  depends  on  the  personnel  available  to  work  these  cases. 

Question:  One  of  the  major  concerns  I  have  is  the  translation  of  the  amounts 
appropriated  for  collecting  taxes  and  the  amount  of  taxes  collected.  Intuitively  it  makes 
sense  that  if  Congress  increases  the  level  of  appropriations  for  collecting  delinquent  taxes 
that  more  will  be  collected.  However,  I  have  not  seen  hard  data  which  supports  this 
suggestion.  What  has  IRS  done  to  develop  data  to  support  this  concept  of  more  funding 
equals  more  taxes  collected? 

Answer  The  Service  now  has  a  system  in  place  to  nature  not  only  the  results  of 
each  enforcement  case  but  also  the  associated  cost  of  working  that  case.  This  system,  the 
Enforcement  Revenue  Information  System  (ERIS),  provides  corporate  information  across 
all  enforcement  functions  by  case  type.  The  output  of  ERIS  allows  the  IRS  to  link  resources 
expended  in  Examination,  Collection,  Appeals/Chief  Counsel,  the  Information  Returns 
Program,  International,  and  Employee  Plans/Exempt  Organizations  with  the  resulting  direct 
enforcement  yield  in  terms  of  dollars  collected. 

Question:  What  is  the  current  estimate  of  the  "tax  gap"-the  difference  between  the 
amount  of  taxes  owed  and  the  amount  voluntarily  paid? 

Answen  Our  latest  published  estimates  of  the  gross  tax  gap  are  as  follows: 

Component  ($  in  Billions) 

Individual  income  tax  gap  S94 

Corporation  income  tax  gap  33 
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Additional  research  is  now  underway  to  include  other  areas  of  tax  liability  that  are  not 
incorporated  in  the  current  estimates,  such  as  employment  taxes.  These  will  be  available 
at  a  later  time. 

Question:  What  is  the  current  status  of  "compliance  2000?"  Has  IRS  realized  an 
increase  in  voluntary  compliance  due  to  this  program? 

Answer  Compliance  2000  has  moved  from  an  untried  "philosophy"  to  a  successful 
compliance  strategy.  Test  results  have  proven  that  improvements  in  voluntary  compliance 
can  be  achieved  in  large  quantities  by  working  with  groups  of  taxpayers  with  similar  tax 
obligations.  For  example,  agents  worked  with  one  group  of  casino  owners  and  helped 
determine  the  average  tip  income  for  dealers,  in  their  establishments  for  employment  lax 
purposes.  As  a  result,  tip  income  reporting  rose  by  8%.  Withholding  deposits  increased 
accordingly.  IRS  asked  a  state  agency  to  require  proof  of  filing  income  tax  returns  as  a 
condition  for  a  Ucense  to  operate  video  poker  machines  in  bars  and  restaurants,  which 
resulted  in  the  fihng  of  600  deUnquent  returns  and  $1.8  million  in  delinquent  taxes  that  we 
might  not  have  received  using  traditional  enforcement  approaches.  In  cooperation  with  a 
trucking  association,  a  focused  educational  campaign  achieved  a  20%  improvement  in  filing 
and  paying  Federal  Highway  Use  taxes  by  Canadian  truckers  operating  in  the  United  States. 

Working  with  school  administrators  and  financial  aid  counselors  resolved  a  problem 
of  understanding  the  income  tax  consequences  of  some  types  of  student  loans.  In  this  case, 
the  overall  compliance  level  for  income  tax  rose  from  11%  to  51%  and  the  number  of 
accurately  filed  returns  rose  fi-om  24%  to  51%.  Compliance  2000  offers  a  proven,  customer 
based,  strategy  to  deal  with  noncompliance. 

Question:  As  I  recall,  one  aspect  of  Compliance  2000  was  to  assist  taxpayers, 
especially  small  businesses,  in  meeting  deUnquent  tax  requirements  by  increasing  the  use  of 
installment  payment  plans  which  allow  the  repayment  of  the  delinquent  taxes  over  time. 
The  FY  1995  budget  includes  a  proposal  to  charge  a  fee  when  these  installment  payment 
plans  are  developed.  Won't  this  hinder  the  desire  of  taxpayers  to  set  up  these  installment 
plans  and  thereby  reduce  the  effectiveness  of  Compliance  2000? 

Answer:  We  do  not  believe  that  the  proposed  $18-20  fee,  intended  to  cover  the  costs 
of  administering  an  installment  agreement,  will  discourage  taxpayers  from  entering  into  such 
agreements.  Taxpayers  are  used  to  paying  some  fees  up  front  when  entering  into  a 
commercial  consumer  loan.  The  proposed  fee  is  very  small,  and  government  interest  rates 
are  still  quite  reasonable  when  compared  with  the  commercial  loan  market. 

Question:  The  National  Performance  Review,  this  Committee,  OMB,  and  GAO  have 
suggested  that  IRS  be  authorized  to  use  private  collection  firms  to  assist  in  the  collection 
of  delinquent  taxes.   What  is  your  opinion  of  this  proposal? 

Answer  The  IRS  is  very  concerned  about  the  impact  on  tax  administration,  the 
privacy  of  taxpayer  information,  and  IRS  employees  if  we  were  to  contract  out  collection 
activities.  Considering  the  current  resource  caps  on  government  operations,  we  do  not 
believe  a  pilot  project  on  the  use  of  private  collection  firms  would  be  an  appropriate  use  of 
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our  scarce  resources  at  this  time.  Before  testing  the  private  collection  approach,  we  need 
to  learn  more  about  its  ramifications. 

Question:  Is  such  a  proposal  reflected  in  the  FY  1995  budget  request?  If  so,  what 
is  the  estimated  cost  of  this  proposal  and  if  no,  why  not? 

Answen  A  private  collection  agency  proposal  is  not  in  our  FY  1995  budget  request. 
We  are  currently  concentrating  on  reinvesting  productivity  savings  from  TSM  and  our 
reorganization  in  compliance-related  positions.  Statements  in  the  FY  1995  budget  regarding 
private  collection  agency  usage  reflect  OMB's  desire  that  IRS  explore  alternatives  to 
reducing  the  accounts  receivable  inventory,  including  the  use  of  private  contractors. 

Question:  The  report  which  accompanies  the  House  passed  appropriations  bill, 
included  a  direction  that  IRS  transfer  1,000  revenue  officers  to  Automated  Calling  Sites. 
What  has  IRS  done  to  implement  this  direction? 

Answer:  During  FY  1994,  IRS  has  been  actively  pursuing  the  Early  Intervention 
Contact  Project,  a  test  of  making  telephone  contact  with  taxpayers  after  the  second 
collection  notice,  rather  than  sending  four  or  five  notices.  This  test,  which  is  being 
conducted  in  one  call  site  and  a  Service  Center,  has  produced  positive  initial  results.  Due 
to  these  positive  results,  we  plan  to  spend  three-quarters  of  the  full-time  equivalents  (Fit) 
in  the  proposed  FY  1995  Compliance  initiative  on  Automated  Collection  System  (ACS) 
staffing. 

The  Service  caimot  actually  transfer  1,000  FTEs  from  the  field,  as  there  are  revenue 
officers  in  those  positions  and  attrition  is  very  slow  in  the  Service  as  it  is  elsewhere  today. 
It  would  be  theoretically  possible  to  transfer  revenue  officers  to  ACS  positions  in  areas 
where  there  are  ACS  sites,  but  the  ACS  positions  are  much  lower  graded  and  require 
different  skills.  Impediments  include:  space  for  1,000  ACS  employees,  computer  equipment 
and  telephones,  the  procurement  cycle,  and  training  and  the  learning  curve.  There  would 
also  be  the  difficulty  of  staffing  up  ACS  as  we  transition  to  Customer  Service  Sites.  In 
addition,  many  Districts  which  are  co-located  with  ACS  sites  are  also  understaffed  for  field 
positions. 

From  a  tax  administration  viewpoint,  there  is  also  a  need  for  a  balanced  Collection 
coverage  of  both  ACS  and  field  positions.  All  Collection  cases  are  processed  through  the 
ACS  system  first.  ACS  case  statistics  show  that  ACS  is  most  successful  in  closing  low  to 
mid-  dollar  Individual  Master  File  (IMF)  cases.  The  higher  dollar  IMF  cases  and  Business 
Master  File  (BMF)  cases  generally  require  field  visitations  to  close.  ACS  can  not  resolve 
such  issues  as  Trust  Fund  Recovery  Penalty,  simmions  services,  and  investigations  affecting 
lien  priority.  The  field  function  also  provides  specialized  services,  such  as  dealing  with 
banloupt  ta}q>ayers. 

Finally,  IRS  is  taking  active  steps  to  position  its  staffing  efficiently  and  effectively. 
In  a  September  17,  1993,  memorandum  to  the  field,  the  Acting  Chief  Operations  Officer 
noted  the  emphasis  on  Collection  activities  at  the  Service  Centers  and  call  sites.  Regional 
Commissioners  were  encouraged  to  temporarily  assign  revenue  officers  to  those  Districts 
where  the  workload  was  higher.   The  plan  is  also  to  redirect  positions  to  Districts  where 
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there  has  been  a  growing  imbalance  between  work  and  staff  and  where  long-term  economic 
trends  indicate  the  greatest  compliance  yields. 

Question:  In  general,  what  is  the  difference  between  the  amount  collected  by 
revenue  agents  versus  the  amount  collected  by  ACS  personnel? 

Answer  In  general,  the  average  ACS  worker  collects  about  twice  as  much  as  the 
average  Collection  Field  function  (revenue  officer)  employee.  In  1993,  ACS  revenue  per 
Full  Time  Equivalent  (FTE)  was  $830,505  for  2,774  FTEs  (including  some  Service  Center 
personnel  dedicated  to  ACS  support),  while  Collection  Field  function  (CFf)  revenue  p)er 
FTE  was  $415,183  for  11,682  FTEs,  a  difference  of  $415,322  per  FTE.  These  calculations 
include  all  FTEs  realized,  including  managerial,  support,  and  other  overhead.  Our  raw 
reports  show  higher  ACS  collections;  however,  we  exclude  about  20%  of  raw  ACS 
collections  because  they  are  attributable  to  late  arriving  responses  to  mail  notices.  Revenue 
estimates  in  FY  1995  for  the  proposed  compliance  initiatives  reflect  an  average  of  both  ACS 
and  field  revenue  returns  and  assume  some  investments  in  both  areas. 

Question:  What  level  of  audit  coverage  is  budgeted  to  be  accomplished  in  FY  1995 
and  how  does  this  compare  to  1994  and  1993?  Over  the  past  10  years,  how  has  the  level 
of  audit  coverage  changed? 

Answer.  The  following  table  reflects  recent  and  projected  audit  coverage  as  well  as 
coverage  for  FY  1988.  Coverage  back  to  FY  1988  is  provided  instead  of  FY  1986  because 
we  have  restated  our  coverage  calculation  to  include  all  work  done  by  Examination  in  our 
Service  Centers.  Data  by  class  for  this  service  center  work  is  not  available  for  periods 
before  FY  1988. 


TOTAL  COVERAGE 

1988 

1.53% 

1989 

1.29% 

1990 

1.07% 

1991 

1.18% 

1992 

1.08% 

1993 

0.96% 

1994  Estimate 

1.25% 

1995  Requested 

1.03% 

If  the  Compliance  Initiative  is  funded,  our  audit  coverage  rate  would  inaease  to  1.16 
percent  in  FY  1995. 

Question:      How  does   this   coverage   compare   by   individual   taxpayers  versus 
commercial  taxpayers? 

Answer  The  following  table  provides  this  information.   For  purposes  of  this  table, 
business  taxpayers  are  defined  as  Schedule  C  and  F  Glers  (sole  proprietorships  and  fanners). 
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COVERAGE  (INDIVIDUAL  VS.  COMMERCIAL) 


INDIVIDUAL 

INDIVIDUAL 

(NON-BUSINESS) 

(BUSINESS) 

1988 

1.46% 

3.20% 

1989 

1.20% 

2.59% 

1990 

0.94% 

2.47% 

1991 

1.08% 

2.49% 

1992 

0.96% 

2.50% 

1993 

0.81% 

2.56% 

1994  Estimate 

0.97% 

4.44% 

1995  Requested 

0.82% 

333% 

Question:   What  data  is  used  by  IRS  to  substantiate  this  level  of  audit  coverage? 

Answen  Coverage  is  calculated  by  dividing  the  number  of  audits  and  contacts 
performed  in  a  given  year  by  the  number  of  returns  filed  in  the  previous  year.  The  number 
of  audits  and  contacts  is  derived  from  the  Audit  Information  Management  System  which 
tracks  the  number  of  returns  closed  in  a  given  fiscal  year.  The  number  of  returns  filed  or 
projected  to  be  filed  are  provided  by  the  Service's  Research  Division. 

Question:  The  FY  1995  Budget  includes  language  which  would  initiate  a  user  fees 
which  in  IRS  total  $  146.6  milUon.  Please  explain  these  fees  and  how  the  funds  which  would 
be  collected  would  be  used. 

Answen  The  FY  1995  President's  Budget  includes  three  user  fees  for  IRS  that  will 
total  some  $147  million,  if  approved.  These  user  fees  represent  services  that  IRS  provides 
to  taxpayers  for  which  we  are  asking  authority  to  levy  charges  to  cover  the  cost  of  these 
services.  Our  goal  is  to  have  the  pubUc  help  us  determine  what  the  proper  level  of  these 
services  should  be  by  using  them  and  paying  the  fees. 

We  have  proposed  two  new  fees  and  an  increase  in  an  existing  fee: 

1.  Return  Copy  Fee  -  an  increase  to  $12  per  tax  return  copy  requested.  The 
current  $4.25  fee  does  not  cover  IRS  costs. 

2.  Installment  Agreement  Fee  -  an  $18  to  $20  service  charge  (minimum)  for 
entering  into  an  installment  agreement  with  IRS  to  pay  taxes  owed  over  time. 
This  is  similar  to  service  fees  currently  charged  by  banks  and  other  lending 
institutions. 

3.  Direct  Deposit  Indicator  Fee  -  a  fee  to  be  charged  to  transmitters  and  banks 
who  request  a  direct  deposit  indicator  to  facilitate  refund  anticipation  loans 
through  electronic  filing.  The  direct  deposit  indicator  eases  the  approval 
process  for  the  banks  and  other  lending  institutions.  The  $8  fee  will  cover 
IRS  costs. 
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The  funds  collected  from  these  fees  (not  to  exceed  a  total  of  $146.6  million)  will  be  retained 
and  used  in  the  current  fiscal  year  for  authorized  purposes  of  the  Service;  any  excess 
collections  will  be  deposited  as  general  revenue  receipts. 

Question:  Obviously  these  proposals  will  need  to  be  approved  by  the  Ways  and 
Means  Committee  rather  than  the  Appropriations  Committee.  What  would  be  the  effect 
on  your  budget  if  these  projwsals  are  not  approved? 

Answer  If  the  user  fee  proposals  are  not  approved,  the  IRS  will  require  an 
adjustment  to  its  budget.  This  could  mean  additional  resources  from  the  Appropriations 
Committee  to  keep  the  $7.6  billion  requested  program  level  whole,  or  it  could  mean 
program  reductions  to  stay  within  the  spending  caps.  Program  reductions  would  require 
some  painful  choices. 

The  IRS  budget  request  includes  bare  minimums  for  labor  costs  and  associated 
support.  The  only  practical  ways  that  the  Service  could  absorb  a  decrease  of  about  $150 
million  would  be  through  reducing  labor  costs  or  by  delaying  Tax  Systems  Modernization 
(TSM).  Reducing  labor  costs  would  be  difficult;  the  budget  already  includes  a  reduction  of 
about  3,000  full  time  equivalents  (FTE).  This  is  about  all  that  the  IRS  anticipates  it  could 
accomplish  based  on  attrition.  Any  additional  reductions  would  be  achieved  through 
furloughs  which  would  likely  have  a  detrimental  effect  on  the  Service's  ability  to  process  the 
219  miUion  tax  returns  and  1  billion  tax  information  documents  received  annually.  This 
would  also  probably  cause  delays  in  issuing  taxpayer  refunds  and  significant  losses  in 
collecting  the  revenues  anticipated  in  the  President's  budget. 

Cutting  back  on  TSM  would  be  equally  disruptive  to  the  Service.  IRS  modernization 
efforts  enter  a  critical  phase  in  FY  1995,  and  a  reduction  of  $150  milHon  would  cause  a  one- 
year  delay  in  the  modernization  schedule.  This,  in  turn,  would  result  in  significant  delays 
in  generating  productivity  savings  and  in  providing  service  improvements  and  burden 
reductions  to  taxpayers. 

Question:  Can  you  estimate  the  amount  of  lost  revenue  you  would  experience  if  your 
appropriation  was  reduced  by  this  amount  but  that  the  fees  were  not  authorized? 

Answer:  Based  on  our  standard  assumptions  for  reductions  across  all  appropriations, 
if  our  appropriation  lost  $146.6  million,  we  would  expect  to  lose  $500  to  $600  million  in 
collected  dollars.  This  estimate  is  based  on  recent  revenue  estimates  prepared  during  the 
FY  1994  and  FY  1995  budget  cycle. 

Question:  The  FY  1995  Budget  indicates  $89  million  from  Processing  Tax  Returns 
will  be  transferred  to  other  IRS  accounts  for  "restructure  comparability".  What  is  the 
rationale  for  this  change? 

Answer.  The  amount  of  $89  million  does  not  reflect  a  proposed  FY  1994  inter- 
appropriation  transfer.  The  FY  1994  column  of  the  FY  1995  Budget  has  been  adjusted,  for 
presentation  purposes  only,  to  reflect  the  FY  1995  revised  budget  structure.  The  IRS  will 
execute  the  FY  1994  Budget  as  appropriated.  IRS  will  formally  request  any  approvals  for 
inter-appropriation  transfers  from  the  Committee.   The  FY  1995  revised  budget  structiire 
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is  proposed  in  the  IRS  budget  request  to  Congress  and  will  become  the  basis  for  final 
appropriation  determinations. 

Question:  Since  this  amount  exceeds  the  level  authorized  to  be  transferred  without 
Congressional  approval,  IRS  must  receive  approval  from  this  Committee  before  it  can 
execute  these  transfers.  What  is  your  plan  for  submitting  such  a  request? 

Answen  The  IRS  is  not  requesting  approval  to  transfer  these  funds.  This  amount 
does  not  reflect  a  proposed  FY  1994  inter-appropriation  transfer.  The  FY  1994  column  of 
the  FY  1995  Budget  has  been  adjusted,  for  presentation  purposes  only,  to  reflect  the  FY 
1995  revised  budget  structure.  The  IRS  will  execute  the  FY  1994  Budget  as  appropriated. 
IRS  will  formally  request  any  approvals  for  inter-appropriation  transfers  from  the 
Committee. 

Question:  For  the  record,  please  provide  a  detailed  analysis  of  all  the  FY  1994 
transfers,  including  which  accounts  are  being  decreased  and  which  are  being  increased.  Also 
provide  information  on  why  the  funds  are  available  for  transfer  and  how  the  funds  will  be 
used  once  transferred? 

Answer:  The  IRS  has  formally  requested  approval  from  the  Committee  to  implement 
FY  1994  inter-appropriation  transfers  totaling  $41,038  million  among  the  four  accoimts: 
Administration  and  Management  ($3,266  million  increase),  Processing  Tax  Returns  and 
Assistance  ($23,765  million  increase).  Tax  Law  Enforcement  ($41,038  million  decrease),  and 
Information  Systems  ($14,007  million  increase). 

The  increased  costs  and  the  sources  of  funds  to  offset  those  increases  are  detailed 
below: 

Locality  Pay  -  $38,038  million.  The  requirement  stems  from  full  absorption  of 
geographic  pay  adjustments.  While  IRS  costs  associated  with  geographic  pay  total 
$105,330  million,  reallocation  between  appropriations  of  $38,038  million  is  needed 
to  properly  establish  funding  to  cover  these  costs. 

Tax  Systems  Modernization  (TSM)  Realignment  -  $3.0  million.  To  improve 
financial  management,  IRS  has  implemented  a  full  project  tracking  system  for  all 
TSM  expenses.  This  process  has  surfaced  some  TSM  costs  that  have  been  occurring 
in  the  Tax  Law  Enforcement  appropriation,  but  which  should  be  accounted  for  in  the 
Information  Systems  appropriation.  The  transfer  of  $3.0  million  is  requested  to 
properly  reflect  these  costs  as  TSM. 

Question:  The  Bank  Secrecy  Act  of  1970  requires  financial  institutions  to  file  certain 
reports  with  the  IRS  concerning  cash  transactions.  The  IRS  can  then  use  these  reports  to 
monitor  any  criminal  activities.  How  does  IRS  use  these  reports  to  track  illegal  cash 
activities? 

Answer:  The  IRS  processes  the  Currency  Transactions  Reports  (CTR)  from  banks 
and  other  financial  institutions  at  its  computing  center  in  Detroit,  MI.  The  data  from  the 
ClKs  is  made  available  for  analysis  to  the  U.S.  Customs  Service  and  the  Financial  Crimes 
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Enforcement  Network  (FinCEN).  IRS  employees  have  access  to  this  database  and  use  its 
information  in  civil  and  criminal  tax  and  money  laundering  enforcement  (Bank  Secrecy  Act). 
The  database  at  Detroit  is  queried  over  two  million  times  each  year  by  users. 

Question:  The  President's  illegal  drug  control  strategy  shifts  the  emphasis  from 
interdicting  drugs  to  treatment  and  prevention.  While  this  is  indeed  a  solid  approach,  I  am 
concerned  that  this  may  mean  a  reduction  in  tracing  the  profits  from  illegal  drug  activities. 
What  is  the  role  of  the  IRS  in  the  President's  drug  control  strategy  as  it  relates  to  profits 
made  from  illegal  drug  activity? 

Answer  Although  the  President's  strategy  shifts  the  emphasis  from  supply  reduction 
to  demand  reduction,  the  IRS'  mission  statement  and  drug  strategy  dictates  that  we  continue 
to  participate  in  those  high-level  drug  investigations  that  require  our  financial  investigative 
expertise  to  unravel  the  complex  financial  and  money  laundering  transactions  conducted  by 
narcotic  organizations  and  to  ensure  enforcement  of  those  criminal  statutes  for  which  we 
are  responsible.  In  the  past,  IRS  supported  the  Organized  Crime  Drug  Enforcement  Task 
Force  (OCDETF)  and  High  Intensity  Drug  Trafficking  Area  (HIDTA)  programs,  and  we 
will  continue  to  support  those  investigations  requiring  our  unique  abilities  assuming  that 
there  is  no  reduction  in  current  funding  levels. 

Question:  Do  you  believe  that  money  laundering  is  a  serious  concern  for  this  coimtry 
and  what  can  IRS  do  to  reduce  this  kind  of  activity? 

Answer:  The  proceeds  of  all  illegal  activities  must  be  "laundered."  The  laundering 
of  illegal  income  is  a  big  problem  in  the  U.S.  The  IRS  Criminal  Investigation  function 
conducts  approximately  2,100  money  laundering  investigations  a  year;  prosecution  is 
recommended  in  approximately  1,700  of  these  investigations.  Criminal  Investigation 
investigates  more  money  laundering  cases  than  any  other  law  enforcement  agency  in  the 
world. 

Question:  What  is  your  estimate  of  the  total  amount  of  money  which  is  laundered 
in  American  financial  institutions? 

Answen  The  IRS  does  not  have  such  an  estimate.    . 

Question:  Last  year  there  was  considerable  discussion  about  news  reports  of  IRS 
employees  searching  through  the  tax  record  of  certain  individuals  without  proper  clearance 
and  need  to  do  so.   What  is  the  background  on  these  news  reports? 

Answen  The  news  reports  stem  from  two  Internal  Audit  reports  issued  in  1992  that 
reviewed  controls  over  the  Integrated  Data  Retrieval  System  (IDRS).  IDRS  is  the  primary 
computer  system  for  accessing  and  adjusting  taxpayer  accounts.  The  reviews  focused  on  the 
"REINP  command  code  that  is  used  to  assist  IRS  employees  in  determining  if  a  tax  return 
has  been  processed  and  the  amount  and  date  of  the  refund.  The  command  code  allows 
employees  read-only  access  to  limited  data.     " 

The  first  report,  issued  in  January,  1992,  was  a  Regional  Audit  that  reviewed 
employee  accesses  of  taxpayer  account  information.    As  a  result  of  the  review,  Service 
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management  took  corrective  or  disciplinary  action  in  about  150  cases.  Internal  Audit 
initiated  a  National  Audit  of  controls  after  identifying  national  implications  of  control 
weaknesses  found  in  Southeast  Region.  Internal  Audit  found  similar  control  issues  in  the 
National  Audit  and  issued  recommendations  in  October,  1992. 

Of  the  total  of  22  corrective  actions  resulting  from  the  two  reports,  IRS  has 
implemented  all  but  one.  The  last  corrective  action  is  the  installation  of  hardware  and 
software  to  detect  misuse  of  IDRS.  The  Service  anticipates  completion  in  April  of  this  year. 

Question:  What  has  IRS  done  to  ensure  that  this  type  of  thing  will  not  happen  in 
the  future? 

Answer.  The  Service  has  taken  a  nxmiber  of  steps  to  strengthen  controls  by  (1) 
ensuring  top  level  executives  monitor  progress  in  strengthening  controls;  (2)  increasing 
employee  awareness  of  security  and  privacy  concerns;  (3)  ensuring  consistency  in  corrective 
or  disciplinary  actions  taken  by  managers  for  employees  who  violate  Integrated  Data 
Retrieval  System  (IDRS)  security  rules;  and  (4)  making  programming  changes  to  IDRS. 

Ensuring  Top  Level  Executive  Involvement 

The  Chief  Inspector  issued  a  briefing  papjer  to  the  Commissioner  that  identified 
issues  needing  the  attention  of  the  Senior  Council  for  Management  Control  based  on  their 
review  of  controls  in  this  area.  This  Council  consists  of  five  senior  executives  and  is  chaired 
by  the  Deputy  Commissioner. 

The  Senior  Council  is  also  monitoring  implementation  of  corrective  actions  for  IDRS 
through  the  Federal  Managers'  Financial  Integrity  Act  (FMFIA)  assurance  process.  The 
Council  will  monitor  implementation  of  the  corrective  action  plan  at  its'  quarterly  meetings. 
Weaknesses  in  IDRS  controls  are  included  in  the  material  weakness  titled  Tax  Data 
Security"  that  is  included  in  this  year's  FMFIA  annual  assurance  letter. 

Increasing  Employee  Awareness 

The  Commissioner  issued  in  October  1993,  a  Privacy  Policy  Statement  to  all 
employees.  IRS  has  also  developed  a  Servicewide  Privacy  Awareness  program  that  will  use 
a  Protecting  Privacy  videotape  and  discussion  guide.  The  program  will  be  implemented  in 
May  1994. 

Consistency  in  Corrective  and  Disciplinary  Actions 

The  Service  conducted  a  case-by-case  review  in  the  Southeast  Region  to  assess 
consistency  in  the  management  action  taken  for  employees  who  violated  security,  and  shared 
the  results  with  GAO.  The  Service  also  revised  the  Internal  Revenue  Manual  to  clarify 
reporting  procedures  for  questionable  or  improper  accesses  by  employees.  A  Guide  for 
Penalty  Determination  has  been  developed  that  provides  a  guide  for  disciplinary  actions  for 
systems  security  violations  and  will  be  distributed  to  all  employees  in  March  of  this  year. 
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Programming  Changes 


The  Service  made  changes  to  IDRS  to  prevent  IDRS  users  from  accessing  their  own 
or  their  spouse's  accounts.  Changes  were  also  made  that  restrict  the  ability  to  assign 
security  command  codes  to  Service  Center  security  staff  only. 

Question:  Will  TSM  provide  the  proper  security  measures  to  withhold  taxpayer 
information  from  those  employees  with  no  need  to  know  this  information? 

Answer  TSM  will  apply  the  appropriate  security  features  to  withhold  taxpayer  and 
other  sensitive  IRS  information,  from  those  employees  with  no  need  to  know  this 
information.  IRS  Security  PoUcy  which  covers  this  and  other  threats  to  the  privacy  of  IRS 
maintained  information  is  being  developed,  as  are  requirements  which  are  based  on  this 
policy. 

In  addition,  a  Data  Sensitivity  Analysis  is  being  finalized  which,  coupled  with  the 
Policy  and  requirements,  will  form  the  basis  for  a  Security  Architecture  which  will  be  used 
to  guide  the  various  TSM  project  developments.  The  Security  Architecture  will  allow  IRS 
management  to  determine  the  extent  of  control  they  wish  to  apply,  which  is  necessary  given 
the  costs  for  implementing  the  protections  both  in  acquisition  costs  and  in  operations  and 
maintenance.  As  threats  change,  IRS  management  will  be  able  to  increase/decrease 
protections  in  order  to  provide  the  most  secure  and  cost  effective  environment  appropriate. 
All  IRS  employees,  explicitly,  will  have  skill  and  security  profiles  within  the  systems  which 
will  be  used  to  determine  an  employee's  access  to  sensitive  information. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  CONGRESSMAN  McDADE 

Question:  Over  the  past  twelve  months,  the  General  Accounting  Office  has  issued 
several  critical  reports  on  IRS  operations,  the  most  recent  of  which  is  a  report  finding  that 
IRS  does  not  adequately  manage  its  operating  funds.  This  report  found  that  IRS  does  not 
have  a  "reasonable  basis  for  ensuring  compliance  with  laws  and  regulations  governing  the 
use  of  budget  authority...." 

Has  the  IRS  taken  any  steps  to  ensure  compliance  with  laws  and  regulations 
governing  the  use  of  budget  authority?   Describe  these  steps. 

Answer  FY  1993  was  the  first  year  of  full  use  of  the  new  Automated  Financial 
System  (AFS),  a  fully  integrated  accounting  and  budgeting  system  throughout  IRS.  At  the 
beginning  of  the  year,  the  Chief  Financial  Officer  entered  financial  plan  data  into  the  system 
with  quarterly  apportionments.  If  someone  attempts  to  obligate  more  funding  than  was 
available,  AFS  would  prohibit  the  recording  of  that  or  other  financial  transactions.  The 
controls  built  into  the  system  ensure  that  IRS  is  in  compliance  with  all  budgetary  guidelines 
and  cannot  exceed  its  budgetary  authority  by  account  and  fiscal  year. 

Starting  in  1994,  IRS  is  including  commitment  accounting  in  AFS,  first  on  a  limited 
pilot  basis  in  two  Regions  and  the  National  Office.  Later  in  the  year,  commitment 
accounting  will  be  implemented  in  all  offices.  This  is  a  control  feature  which  will  improve 
information  on  availabihty  of  funds  and  eliminate  many  cuff  records  by  having  Financial 
Plan  Managers  ensure  funding  availability  in  the  system  when  an  action  is  initiated. 

Also  starting  in  1994,  IRS  is  piloting  a  cost  management  system  on  a  limited  basis 
in  three  Regions.  Full  implementation  is  scheduled  to  begin  in  1995.  This  cost 
management  system,  a  module  of  AFS,  will  allow  IRS  managers  to  accumulate  costs  of  their 
identified  activities  and,  thus,  enable  them  to  better  control  and  report  on  their  budgeted 
funds. 

Question:  Provide  an  historical  table  of  appropriations  for  the  Internal  Revenue 
Service  by  account,  FY  1980  -  FY  1995  Request. 

Answer:  The  following  two  tables  provide  the  requested  information.  The  first  is  a 
chronology  of  the  nomenclature  of  IRS  appropriations  for  the  years  in  question.  The  second 
table  is  a  history  of  IRS  Appropriations  for  FY  1980  -  1994.  The  source  of  the  data  is  the 
Appendix  to  the  Budget  of  the  United  States  Govenunent. 
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Appropriation  I 


Appropriation  II 


Appropriation  III 


Appropriation  IV 


FY  1980 

FY  1981 
FY  1982 
FY  1983 

FY 

1984* 

FY  1985 


Salaries  and 
Expenses 


Taxpayer  Service  & 
Retunu  Processing 


Examinatioos 
and  Appeals 


Processing 
Tax  Returns 


Investigations 
and  Collection 


Investigation, 

Collection,  & 

Taxpayer  Service 


*  Proposal  to  eliminate  "Salaries  and  Expenses*  was  disapproved. 
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(Sin 

OOO-s) 

1 

Approp  I 

Approp  II 

Approp  in 

Approp  IV 

TOTAL     1 

FY  1980 
FY  1981 

$148,408 

$791,803 

$841,400 

$506,421 

?,?«8,032 
2,479,743 
2,671,926 

164,485 

837,637 

903,115 

95i822 

574^ 

654366 

FY  1982 

164376 

894,162 

FY  1983 

130,686 

968,619 

1,088305 

855,402 

3,043,012 

FY  1984 

98,802 

932,436 

1,2/)8302 

1,026,090 
1,071,763 

3325,630 
3374397 

FY  1985 

106,120 

1,019,592 

1377,122 

1  FY  1986 
FY  1987 

89^43 
90,820 

1,rW,936 

1,401,249 

1,104,409 
1,??S347 
1,465,928 

3^26,137 
4,444,682 
5,058,880 

1,492,608 

1,635,907 

"FY  1988 

89,472 

1,706,666 

1,796314 

FY  1989 
FY  1990 

86,463 

1,672,065 

3,436,212 
3,554,573 

na 

5,194,740 

73,221 

1,871,968 

5,499,762 

FY  1991 

146,072 
141,152 

1,572^01 
1456,484 

3,414,892 

979358 

6,112,723 

,,..FY;1992^, 

3,585,265 

1,294,443..^5 

6477344 

FY  1993 

157,463 

171,088 

1,632,624 

3,835,739 

1,478,914 
1,485,456 

7,104,740 

FY  1994 

H                   111           =3 

1,720,617 

3,974,480 

7351,641 

The  first  or  actuals  column  of  the  Appendix  was  used  for  FY  1980-1993.  The  middle 
column  of  the  FY  1995  Appendix,  which  is  an  estimate,  was  used  for  FY  1994  because  actuals 
information  is  not  available.     Data  is  not  available  for  FY  1995. 


In  FY  1991,  several  appropriation  changes  were  proposed,  most  significant  among  them 
the  creation  of  Appropriation  IV  -  Information  Systems.  For  FY  1989  and  FY  1990, 
appropriations  III  and  IV  were  combined  in  the  Appendix  for  purposes  of  comparison.  One 
should  note,  however,  that  Appropriation  IV  for  FY  1989  and  FY  1990  was  in  fact 
"Investigation,  Collection,  and  Taxpayer  Service." 

Question:  Provide  an  historical  table  on  unobligated  balances  by  IRS  operating  account, 
FY  1980  -  FY  1995  Request.  Include  the  following  detail:  Total  unobligated.  Expired 
unobligated,  and  Carryover. 

Answer:  The  following  table  provides  the  requested  information.  It  is  a  history  of  IRS 
unobligated  balances  for  FY  1980  through  FY  1993.  The  source  of  the  data  is  the  Appendix  to 
the  Budget  of  the  United  States  Government.  Data  for  FY  1994  and  FY  1995  are  not  yet 
available. 
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Question:  The  President  supports  a  reduction  in  full  time  employee  equivalents  (FTEs) 
of  252,000  over  the  next  six  years.  Accordingly,  each  federal  agency  in  the  executive  branch 
has  been  given  tentative  FTE  allocations  for  FY  1995  that  would  begin  the  process  of  achieving 
these  reductions.  Provide  the  following  information  by  appropriations  account:  FY  1993  base, 
FY  1993  actual,  FY  1994  estimate,  FY  1995  estimate,  change  1993-1995. 

Answer:  The  following  is  the  comparison  of  FTE  by  appropriation  account  for  FY  1993 
-  FY  1995. 


VIES  by 
Appropriation 

FY  1993 
Base 

FY  1993 
Actual 

FY  1994 
Est. 

FY  1995 
Est. 

Change 
FY  1993- 
FY  1995 

Management  & 
Administration 

2,263 

2,116 

2,908 

2,789 

526 

Processing  Tax 
Returns  & 
Assistance 

34,814 

34,736 

33,151 

32,154 

(2,660) 

Tax  Law 
Enforcement 

68,335 

67,079 

67,044 

65,036 

(3,319) 

Information 
Systems 

9,836 

9,529 

9,722 

9,677 

159 

Total  FlEs 

115,268 

113,460 

112,825 

109,656 

(5,612) 
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Qoestion:  What  impact  will  the  IRS  tax  compliance  initiative  have  on  FTE  levels? 
Show  this  impact  by  appropriations  account. 


Answer     The  IRS  tax  compliance  initiative  will  inCTease  FTE  by  5,078. 
distribution  by  appropriation  and  specific  initiative  is  as  follows. 


The 


Appropriation 

FY  1994 
Uvel 

FY  1995 

President's 

Budget 

Additional 

Compliance 

Initiatives 

Total 

FY  1995 

Level 

Administration 

& 

Management 

2,908 

2,789 

46 

2,835 

Processing  Tax 
Returns  & 
Assistance 

33,151 

32,154 

84 

32,238 

Tax  Law 

Enforcement 

67,044 

65,036 

4,909 

69,945 

Information 
Systems 

9,722 

9,677 

39 

9,716 

Total 

112,825 

109,656 

5,078 

114,734 

Question:  Provide  a  complete  description  of  the  President's  1995  IRS  tax  compliance 
initiative  proposal  including  how  it  may  differ  from  the  1990  budget  agreement.  Specifically, 
which  programs,  activities  or  initiatives  will  be  funded? 

Answer:  In  FY  1995,  funding  requirements  for  the  Compliance  Initiatives  are  $405 
million.  The  1990  Congressional  budget  agreement  included  a  similar  IRS  tax  compliance 
initiative,  which  provided  additional  funding  for  activities  that  would  reasonably  be  expected 
to  increase  revenue  collections.  The  Administration  is  supporting  a  similar  multi-year  IRS 
initiative-beginning  in  FY  1995--to  increase  taxpayer  compliance  further.  This  initiative 
would  add  over  5,000  FTEs  to  compliance  efforts  in  FY  1995,  most  of  which  would  be  used 
to  increase  the  number  of  focused  examinations  of  tax  returns,  to  collect  more  delinquent 
taxes,  and  to  make  more  effective  use  of  information-reporting  documents. 

The  cost  of  this  program  would  be  $405  million  in  the  first  year,  £ind  up  to  $2.5 
billion  over  five  years.  The  initiative  will  yield  several  times  more  revenue  than  its  cost  over 
the  five-year  period  and  will  continue  to  enhance  tax  revenue  even  after  that  period 
(assuming  continued  funding  at  the  same  rate).  In  view  of  this  deficit-reducing  potential, 
the  Administration  is  recommending  budgetary  treatment  under  which  the  cost  of  the 
initiative  is  provided  separately  from  amounts  subject  to  spending  caps.  Under  no 
circumstances  would  the  Administration  permit  projected  additional  revenues  to  fund 
spending  increases  or  tax  reductions.  Because  details  on  how  this  separate  treatment  might 
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be  provided  have  yet  to  be  worked  out  with  the  Congress,  the  revenue  yield  and  costs  of  this 
initiative  are  not  reflected  in  the  President's  FY  1995  budget  itself. 

Total  Requested   5,078  FTEs  and  $405,051,000 

A.    Tax  Law  Enfonement  Initiatives 4,619  FTEs  and  $319,146,000 

1.  Revenue  Agent  Initiative 1,582  FTEs  and  $113,525,000 

This  initiative  will  increase  examination  coverage  of  Schedule  C  filers  and  small 
corporations  where  compliance  is  low.  Voluntary  compliance  for  non-farm  sole 
proprietors  is  substantially  below  that  of  others.  Consequently,  the  proposed  increase 
in  revenue  agents  will  increase  coverage  in  this  area  and  also  among  individual 
categories  of  taxpayers  and  small  corporations. 

2.  Service  Center  Initiative 479  FTEs  and  $28,880,000 

This  initiative  will  increase  the  number  of  tax  examinations  and  contacts  conducted 
in  the  customer  service  centers.  Enforcement  efforts  will  address  tax  issues  and 
returns  that  lend  themselves  to  correspondence  audits  and  will  involve  issues  of 
overstated  deductions,  improper  filing  status,  or  failure  to  report  self-employment  tax. 

3.  Tax  Auditor  Initiative 633  FTEs  and  $40,908,000 

This  initiative  will  increase  coverage  of  the  Schedule  C  business  and  of  non-business 
individual  filers  with  income  exceeding  $50,000.  Enforcement  efforts  expended  in 
these  areas  will  address  unreported  income  and  overstated  deductions.  Other  areas 
for  compliance  are  exemptions  and  capital  gains. 

4.  Collection  Initiative     1,222  FTEs  and  $84,739,000 

This  initiative  will  increase  the  collection  of  delinquent  taxes,  investing  in  three 
aspects  of  IRS'  collection  program.  First,  staff  will  be  added  to  bankruptcy 
processing  to  keep  up  with  increased  workload,  protect  the  government's  interest,  and 
collect  additional  taxes.  Second,  additional  staff  will  be  invested  in  accelerating  the 
collection  of  delinquent  business  employment  taxes.  The  failure  of  businesses  to  pay 
employment  taxes  (taxes  withheld  by  employers  from  employee  paychecks)  is  a  major 
compliance  problem.  Businesses  caught  in  a  cash  flow  crisis  often  'T)orrow"  these 
funds  to  keep  going.  Continuing  failure  to  pay  leads  to  pyramiding  liabilities  and, 
occasionally,  bankruptcy.  In  bankruptcy,  the  government's  claim  may  be 
subordinated  to  others  due  to  changes  in  the  law  over  the  last  several  years. 
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Attention  to  business  employment  taxes  early  in  the  delinquency  process  will  help 
avoid  pyramiding  liabihties,  help  taxpayers  short  of  funds  set-up  partial  payment 
plans,  identify  assets  which  can  be  seized  if  the  firms  ultimately  fail,  and  collect 
additional  taxes.  Last,  additional  staff  will  be  invested  in  the  field  collection  branch 
to  work  high  dollar  cases  sooner. 

5.   National  IRP  Initiative 703  FTEs  and  $51,094,000 

This  initiative  will  expand  efforts  on  a  national  level  to  assure  and  correct  wage 
reporting  by  Federal,  state  and  local  governments.  Other  areas  of  focus  will  include 
developing  uniform  procedures  for  the  analysis  and  use  of  Unmatchable  Information 
Returns  data  and  using  techniques  developed  by  the  nonfiler  program  focusing  on 
the  diversity  of  payor  customers.  For  Tax  Year  1990,  there  were  34.7  million 
documents  on  the  unmatchable  information  return  master  file.  Results  of  this 
initiative  will  be  reflerted  in  improved  voluntary  compliance  and  in  increases  in 
backup  withholding. 


B.   International  Enforcement  Initiatives 130  FTEs  and  $13,264,000 

1.  Foreign  Controlled  Corporations  Initiative     90  FTEs  and  $8,700,000 

This  initiative  will  increase  enforcement  based  on  identified  market  segments 
targeting  foreign  business  activity  in  the  U.S.  This  strategy  will  permit  IRS  to  use  its 
Compliance  2000  methodology  to  address  foreign  controlled  corporation  tax 
compUance.  The  market  segments  identified  for  this  area  include:  wholesale  trade, 
finance,  insurance  and  real  estate,  and  manufacturing.  This  FTE  increase  would 
result  in  approximately  300  additional  foreign  controlled  corporation  cases  being 
worked  in  FY  1995. 

2,  Large  Case  Initiative 40  FTEs  and  $4,564,000 

This  initiative  will  expand  coordination  and  National  Office  support  by  Counsel 
attorneys  with  specialized  expertise  in  large  case  development  and  Utigation,  and 
permit  concentration  of  Counsel  resources  on  the  development  and  implementation 
of  the  Advance  Determination  Agreement  (ADA)  Program,  established  in  FY  1991. 
The  ADA  Program  has  successfully  provided  taxpayers  and  the  Service  with  an 
alternative  means  known  as  Advance  Pricing  Agreements  (APA)  to  resolve  complex 
intercompany  transfer  pricing  issues.  Its  success  has  encouraged  the  Service  to 
broaden  the  program  beyond  international  tax  issues  to  incorporate  administrative 
and  judicial  dispute  resolution  alternatives  for  issues  other  than  transfer  pricing,  such 
as  hedging,  debt/equity,  charitable  contributions,  and  UNICAP  (Uniform  Interest 
Capitalization). 
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C.   Criminal  Enjorcemeni  Initiatives     329  FTEs  and  $72,641,000 

1.  Motor  Fuel  Excise  Tax  Initiative 98  FTEs  and  $17,428,000 

This  initiative  will  allow  the  Service  to  increase  the  number  of  special  agents 
conducting  motor  fuel  tax  evasion  investigations.  The  theft  of  motor  fuel  excise  tax 
revenue  has  increased  over  the  past  few  years,  and  the  Service  has  identified 
connections  between  these  activities  and  known  organized  crime  elements.  Motor 
fuel  excise  tax  schemes  result  in  an  estimated  loss  of  revenue  of  $1.0  billion  aimually. 
Most  prosecutions  resulting  from  investigations  in  this  area  have  resulted  in 
indictments  charging  the  perpetrators  with  theft  of  revenue  in  excess  of  $1.0  million 
per  scheme. 

2.  Bankruptcy/Questionable  R^und  Fraud  Initiative 

Criminal  Investigation    210  FTEs  and  $52,813,000 

Chi^ Counsel 21  FTEs  and  $2,400,000 

This  initiative  will  allow  the  Service  to  increase  investigations  of  potential  fraud  in 
bankruptcy  filings  and  tax  refund  schemes.  Bankruptcy  filings  have  increased  at  an 
alarming  rate  over  the  last  three  years.  While  definitive  information  is  not  available, 
the  United  States  Trustee  believes  that  almost  50  percent  of  all  bankruptcies  filed 
may  contain  some  element  of  fraud.  In  many  instances,  the  Internal  Revenue  Service 
is  a  major  creditor. 

Tax  refund  fraud  continues  to  be  a  growing  problem.  Both  paper  return  and 
electronic  filing  schemes  increased  approximately  200  percent  during  the  past  year.  The 
growth  of  questionable  refund  schemes  attributed  to  electronic  filings  is  the  result  of 
expedited  processing  of  returns  and  refunds.  Electronic  filing  has  created  the  need  to 
expedite  the  identification  and  deletion  of  fraudulent  claims  for  refund.  Questionable 
Refund  Detection  Teams  identified  61,464  returns  claiming  over  $1 13.0  million  in  fraudulent 
refunds  between  January  1  and  October  13,  1993.  In  FY  1992,  over  $22.0  million  in 
fraudulent  refunds  were  not  issued.  The  number  of  fraudulent  returns  and  refunds  detected 
and  not  issued  depends  on  the  personnel  available  to  work  these  cases. 
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Qnestion:  The  President's  budget  includes  a  brief  discussion  of  an  IRS  tax 
compliance  initiative  similar  to  the  one  included  in  the  1990  budget  agreement  What  is  the 
e3q)erted  yield  under  this  initiative  by  year  and  total? 

Ansvicn  The  following  table  details  the  annual  and  total  revenue  (in  millions  of 
dollars)  for  those  initiatives  which  bring  in  direct  enforcement  collections. 


INITUTIVES 

FY 
1995 

FY 
1996 

FY 
1997 

FY 
1998 

FY 
1999 

TOTAL 

Compliance 

Examination 
(Revenue  Agents) 

-$432 

$10.6 

$176.0 

$256.6 

$363.8 

$763.8 

Examination 
(Service  Centers) 

71.2 

2042 

?X^.6 

3192 

354.1 

$1,2323 

Examination 
(Tax  Auditors) 

12.7 

106.8 

263.8 

3645 

392.8 

$1,140.6 

Collection 

191.1 

542.1 

823.4 

911.6 

911.6 

$3,379.7 

Information  Reporting 
Follow-up 

101.6 

4172 

671.6 

688.1 

6912 

$2,569.7 

International 
Examinations 

-2.4 

32 

212 

24.9 

46.0 

$92.9 

ANhTUAL 
REVENUE 

$331.0 

$1,284.0 

$7,739.6 

$2,564.9 

$2,759J 

$9,179.0 

CUMULATIVE 
REVENUE 

$331.0 

$1,615.0 

$3,854.6 

$6,419.5 

$9,179.0 
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Question:  The  President's  budget  includes  a  brief  discussion  of  an  IRS  tax  compliance  initiative 
similar  to  the  one  included  in  the  1990  budget  agreement.  What  are  the  annual  and  total  costs  of  this 
initiative? 

Answer:  The  following  table  details  the  annual  and  total  costs  for  this  initiative  (in  millions  of 
dollars). 


INITIATIVES 

FY  1995 

FY  1996 

FY  1997 

FY  1998 

FY  1999 

TOTAL 

CoUectioo  and  Revenue 

Examination  (Revenue  Agents) 

$113J 

$151.8 

$151.8 

$151.8 

$151.8 

$720.7 

Examination  (Service  Centers) 

28.9 

363 

363 

363 

363 

$174.1 

Examination  (Tax  Auditors) 

40.9 

50.9 

50.9 

50.9 

50.9 

$244.5 

Collection 

84.7 

112J 

112.5 

112J 

112.5 

$534.7 

Information  Reporting  FoUow-up 

5L1 

66.5 

66.5 

66.5 

66.5 

$317.1 

International  Enforcement 

International  Examinations 

8.7 

113 

113 

113 

113 

$53.9 

Chief  Counsel-Large  Case 
Initiative 

4.6 

62 

6.2 

6.2 

6.2 

$29.4 

Criminal  Investigations 

Enforcement  Expenses 

sja 

5.0 

5.0 

5.0 

5.0 

$25.0 

Equipment 

10.0 

10.0 

10.0 

10.0 

10.0 

$50.0 

Advanced  Special  Agent  Trainii\g 

2.0 

1.1 

1.1 

1.1 

1.1 

$6.4 

Motor  Fuel  Excise  Tax 

17.4 

21.7 

21.7 

21.7 

21.7 

$104.2 

Bankruptcy  Fraud/Pension  Plan 
&  Insurance /ELF 

38.2 

43.7 

43.7 

43.7 

43.7 

$213.0 

TOTAL  ANNUAL  COS'l'S 

S40S.0 

$517.0 

$517.0 

$517.0 

$517.0 

$2,473.0 

Cumulative  Annual  Costs 

$405.0 

$V2Z0 

$1,439.0 

$l,956i) 

$2,473.0 
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Question:  By  year,  show  the  results  of  the  1990  budget  agreement  tax  compliance  initiative  (Le^ 
revenue  collections  and  cost.)  Did  this  initiative  result  in  an  increase  in  revenue  collections?  What 
initiatives  were  funded  through  the  1990  budget  agreement  that  resulted  in  a  change  in  revenue 
collections? 

Answer  The  following  table  details  the  revenue  (in  miUions  of  dollars)  brought  in  diuing  the  first 
three  years  for  the  FY  1991  Compliance  Initiatives.  These  revenue  amounts  reflect  additional  collected 
dollars  received  in  those  years.  The  resource  initiatives  were  the  ones  funded  through  the  budget 
agreement;  through  FY  1993,  the  resource  initiatives  have  brought  in  over  $1,917  million. 


iNrruTivES 

FY 
1991 

FY  1992 

FY  1993 

TOTAL 

Management 

Counsel/Appeals  Large  Case 

$3,468.4 

$0.0 

$0.0 

$3,468.4 

Employee  Plan  Actuarial  Exam 

15.0 

53.0 

5.0 

$73.0 

Fjtamination  Tax  Shelter 

270.9 

3643 

37.1 

$672.5 

Examination  CEP 

1,720.1 

3,1683 

2^9.8 

$7382 

Examination  Excise  Tax 

49.1 

82J 

112.0 

$243.6 

Resource 

Collection  Accounts  Receivable 

38.4 

229.7 

7J<?.6 

$550.7 

Collection  Delinquent  Returns 

69.6 

302.0 

535.0 

$906.6 

Examination  Field  Audit 

-25.8 

3.0 

2043 

$181.5 

Examination  Training 

14J 

14.4 

44.6 

$733 

Examination  Qaims  Audit 

0.0 

33.0 

1503 

$1833 

Returns  Processing  Dependent   SSN 
Matching 

3.1 

11.4 

4.4 

$18.9 

Returns  Processing  Mortgage  Interest 
Credit 

IJ 

0.9 

0.1 

$2.4 

Total  Aimual  Revenue 

$5,624.3 

$4,262.7 

$3,7252 

$L},6122 

Cumulative  Revenue 

$5,624.3 

$9,887.0 

$13,6122 
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QUESTION  SUBMITTED  FOR  THE  RECORD  BY 
CONGRESSMAN  UGHTFOOT 


Question:  You  mentioned  a  proposal  to  charge  a  fee  for  individuals  who  need  a  copy 
of  their  tax  return,  if  say  their  home  or  business  was  destroyed?  Does  that  mean  my 
constituents  who  lost  property  in  last  year's  flooding  would  be  charged  to  get  a  copy? 

Answen  The  Service  has  a  long-standing  policy  that  if  a  taxpayer  requests  a  copy  of 
their  tax  return  and  the  request  form  (Form  4506)  is  annotated  by  the  contact  representative 
with  DISASTER  across  the  top,  the  Service  will  waive  the  photocopy  fee.  The  Service  has 
also  worked  with  the  Federal  Emergency  Management  Agency  (FEMA)  to  make  it  possible 
for  taxpayers  to  use  an  account  abstract  in  lieu  of  a  copy  of  the  return  in  the  case  of  a 
federally-declared  disaster  area.  The  account  abstract  is  provided  free  of  charge  to  any 
taxpayer,  not  just  those  affected  by  a  disaster. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  CXDNGRESSMAN  WOLF 

Question:  What  is  the  status  of  the  IRS  investigation  on  transfer-pricing  by  foreign 
controlled  corporations  and  how  many  cases  are  currently  being  investigated? 

Answer  The  IRS  is  continuing  its  efforts  to  identify  transfer  pricing  issues,  involving 
foreign  controlled  corporations  and  other  entities,  through  the  international  enforcement 
program.  So  far  in  FY  1994,  there  are  2,098  foreign  controlled  corporations  under 
examination.  Of  these,  440  are  currently  identified  as  having  transfer  pricing  issues. 
However,  all  foreign  controlled  corporation  examinations  may  have  the  potential  for  transfer 
pricing,  so  it  is  likely  that  more  such  issues  will  be  identified  as  the  examinations  progress 
and  additional  audits  are  initiated. 

Question:   What  kind  of  Flexible  Work  Policies  are  being  promoted  at  IRS? 

Answer:  IRS  has  tested  and  will  soon  implement  a  Flexiplace  program.  The 
program  will  permit  employees  to  work  at  home  or  at  other  locations  remote  to  the 
traditional  worksite.  We  anticipate  the  program  to  be  implemented  in  September  1994. 
The  purpose  of  participating  in  such  a  program  includes  reducing  the  commuting  burden, 
reducing  space  holdings,  accommodating  employees  who  are  temporarily  incapacitated  for 
duty,  improving  employee  morale,  and  enhancing  employee  recruitment  and  retention. 

Employees  in  the  Seattle  District  participated  in  the  government-wide  flexiplace 
program  in  1992  and  1993.  Part  1  of  the  pilot  included  employees  from  the  Automated 
Collection  System  (ACS)  call  sites  whose  homes  were  fully  equipped  to  allow  them  to 
perform  their  duties.  Part  2  of  the  pilot  included  revenue  agents,  revenue  officers, 
managers,  and  clerical  employees.  The  results  of  the  pilot  program  were  evaluated  and 
included  in  the  Office  of  Personnel  Management's  published  report  which  deemed  the 
government-wide  pilot  a  success. 

Our  current  efforts  in  the  flexiplace  arena  are  concentrated  in  Los  Angeles  and 
Laguna  Niguel  District  Offices.  Currently,  750  revenue  officers  and  revenue  agents  work 
from  their  homes  in  Los  Angeles,  and  approximately  650  are  working  from  home  in  Laguna 
Niguel. 

Additionally,  IRS  employees  have  been  participating  in  alternative  work  schedule 
(AWS)  options  since  1983.  We  are  currently  expanding  into  more  flexible  work  schedule 
arrangements  which  will  permit  employees  to  create  a  work  day /work  week  that  provides 
a  better  balance  between  their  home  and  work  life.  For  example,  some  employees  may 
choose  to  work  more  hours  per  day  in  order  to  work  fewer  days  per  week/per  pay  period, 
or  to  share  positions  on  a  pari-time  basis. 
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Question:  What  resources  are  you  using  firom  GSA  or  OPM  to  promote  Flexible 
Work  Policies  within  ERS? 

Answer  IRS  receives  no  direct  resources  from  GSA  or  OPM  to  implement  flexible 
work  policies.  OPM  has  issued  reports  documenting  the  results  of  govenmient-wide  testing 
of  flexiplace  concepts  and  has  produced  adaptable  training  materials  that  can  be  geared  to 
specific  agency  needs.  They  also  remain  available  for  consultation  as  programs  are 
implemented. 

GSA  has  established  and  encouraged  use  of  Cooperative  Administrative  Support 
Units  (CASU)  sites.  The  traditional  CASU  site  has  been  expanded  to  include 
telecommunications  work  functions,  which  are  now  operational  in  the  Washington 
metropolitan  area,  e.g.,  Winchester,  VA,  and  Hagerstown  MD.  Additional  sites  are  planned 
for  Centreville  and  Fredericksburg,  VA,  and  Charles  County,  MD.  The  CASU 
telecommuting  site  concept  will  be  incorporated  into  the  Service's  Flexiplace  program. 

Question:  In  recent  testimony  before  the  Ways  and  Means  committee,  the  director 
of  tax  policy  and  administrative  issues  for  the  General  Accounting  Office  noted  that  while 
electronic  tax  returns  rose  13  percent  last  year  -  to  12  million-  from  1992  levels,  the  number 
of  fraudulent  electronic  returns  detected  by  the  IRS  rose  105  percent  She  stated  that  fraud 
in  the  electronic  system  should  get  "urgent"  attention.  Have  you  made  systemic 
recommendations  in  this  area? 

Answen  The  IRS  is  continually  looking  for  ways  to  improve  the  detection  of 
fraudulently  filed  returns.  There  were  systemic  changes  implemented  for  processing  year 
1994;  but  it  is  still  too  early  in  the  filing  season  to  gather  relevant  statistics  to  determine  iC 
in  fact,  they  have  worked.  These  changes  involve  rejecting  electronically  filed  returns  when 
information  on  the  return  cannot  be  validated  with  information  available  to  the  IRS.  We 
are  currently  in  the  process  of  assessing  what  additional  changes  need  to  be  implemented 
for  processing  year  1995. 

Question:  In  this  same  hearing  another  enterprising  scam  artist  applied  to  the  IRS 
for  employer  identification  numbers  for  fictitious  companies  and  sent  in  fake  W-2  forms  and 
electronic  tax  returns  for  individuals  he  recruited  from  public  housing  projects.  This  scam 
netted  him  $500,000  in  two  years.  The  individual  involved  claims  he  was  caught  because 
someone  turned  him  in  not  because  the  IRS  detected  the  fraud.  How  can  we  reduce  this 
kind  of  fraud?  How  can  we  stay  ahead  or  at  least  in  step  with  these  kind  of  creative  scam 
artists? 

Answen  The  Service  is  continually  looking  for  ways  to  improve  the  detection  of 
fraudulently  filed  returns.  Many  of  the  current  limitations  on  our  ability  to  improve  fraud 
detection  are  imposed  by  our  existing  computers.  The  increased  computing  power  and 
capacity  planned  for  Tax  Systems  Modernization,  coupled  with  other  initiatives  underway, 
such  as  Wage  Reporting  Simplification,  are  critical  to  our  ability  to  more  accurately  verify 
taxpayer  claims. 
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Question:  What  kind  of  monitoring  will  you  be  doing  on  the  problem  of 
overreporting  of  income  (up  to  the  maximimi  refund  limit)  in  order  to  obtain  the  maximum 
refund  or  underreporting  of  income  above  the  maximum  EITC  refund  level? 

Answer  The  Service  is  making  significant  progress  in  the  area  of  identifying 
potential  Earned  Income  Tax  Credit  (EITC)  abuse.  Currently,  if  we  suspect  taxpayers  are 
overreporting  income  (i.e.,  altered  W-2s)  to  increase  the  amount  of  their  EITC,  we  review 
that  case  for  potential  follow-up  action.  Also,  there  is  a  post-processing  program  that 
matches  Form  W-2  information  with  reported  wages  to  identify  taxpayers  who  may  have 
underreported  their  wages  to  validate  their  EITC  refund.  When  it  comes  to  "self  employed" 
taxpayers  who  work  for  cash,  we  are  cognizant  of  our  inability  to  systemically  verify  this 
income  but;  we  continue  to  work  to  manually  identify  schemes  and  trends  in  this  area. 

Question:  How  has  the  actual  cost  of  the  EITC  over  the  past  several  years  compared 
with  the  estimated  costs  put  forward  in  the  budgets? 

Answer  The  following  is  the  comparison  of  the  estimated  and  actual  costs  for  FY 
1991  -  FY  1993. 

Payment  Where  Earned  Income  Credit  Exceeds  Liability  for  Tax 
(In  Thousands  of  Dollars) 


FY 

1991 
Estimate 

FY 

1991 
Actual 

FY 

1992 
Estimate 

FY 

1992 
Actual 

FY 

1993 
Estimate 

FY 

1993 

Actual 

$4,857,000 
1 ■ 

$4,884,669 

$7,171,000 

$7,344,885 

$8,396,000 

$8,780,787 

Health  Insurance  Supplement  To  Earned  Income  Credit 
(In  Thousands  of  Dollars) 


FY 

1991 
Estimate 

FY 

1991 
Actual 

FY 

1992 

Estimate 

FY 

1992 
Actual 

FY 

1993 

Estimate 

FY 
1993 

Actual 

Not 

Enacted 

Not 
Enacted 

$558,000 

$418,000 

$513,000 

$649,820 
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Question:  Could  you  discuss  how  the  charitable  contributions  in  last  year's  tax  bill 
work?  Have  you  issued  guidelines  regarding  this  new  provision  in  the  tax  code  ? 

Answer  Under  the  new  law,  charities  will  need  to  provide  new  kinds  of  information 
to  donors.  Failure  to  do  so  may  result  in  denial  of  deductions  to  donors  and  the  imposition 
of  penalties  on  charities.  The  new  legislation  includes  substantiation  requirements  for 
donors  and  public  disclosure  requirements  for  charities.  Donors  may  lose  their  deduction 
if  they  do  not  substantiate,  and  charities  are  subject  to  penalties  for  not  making  the  required 
disclosure.  The  substantiation  and  disclosure  provisions  apply  to  contributions  made  after 
December  31,  1993. 

Beginning  January  1,  1994,  no  deduction  will  be  allowed  under  section  170  of  the 
Internal  Revenue  Code  for  any  charitable  contribution  of  $250  or  more  unless  the  donor  has 
contemporaneous  written  substantiation  from  the  charity.  In  cases  where  the  charity  has 
provided  goods  or  services  to  the  donor  in  exchange  for  making  the  contribution,  this 
contemporaneous  written  acknowledgement  must  include  a  good  faith  estimate  of  the  value 
of  such  goods  or  services.  Thus,  taxpayers  may  no  longer  rely  solely  on  a  cancelled  check 
to  substantiate  a  cash  contribution  of  $250  or  more. 

Also  beginning  January  1,  1994,  under  new  section  6115  of  the  Internal  Revenue 
Code,  a  charitable  organization  must  provide  a  written  disclosure  statement  to  donors  who 
make  a  payment  described  as  a  "quid  pro  quo  contribution"  in  excess  of  $75.  This 
requirement  is  separate  from  the  written  substantiation  required  for  deductibility  purposes 
as  discussed  above.  While,  in  certain  circumstances,  an  organization  may  be  able  to  meet 
both  requirements  with  the  same  written  document,  an  organization  must  be  careful  to 
satisfy  the  sections  6115  requirement  in  a  timely  manner  because  of  penalties  involved.  The 
required  written  disclosure  statement  must  (1)  inform  the  donor  that  the  amount  of  the 
contribution  that  is  deductible  for  federal  income  tax  purposes  is  limited  to  the  excess  of  any 
money  (and  the  value  of  any  property  other  than  money)  contributed  by  the  donor  over  the 
value  of  goods  or  services  provided  by  the  charity,  and  (2)  provide  the  donor  with  a  good- 
faith  estimate  of  the  value  of  the  goods  or  services  that  the  donor  received. 

IRS  Publication  1771  describes  these  provisions  in  more  detail.  The  Internal 
Revenue  Service  plans  to  provide  further  guidance  at  a  later  date. 

Question:  How  does  the  IRS  determine  what  is  a  reasonable  value  of  donated 
charitable  items?  For  example,  how  is  the  reasonable  value  of  clothing  determined?  What 
percent  of  these  deductions  are  denied  when  audited? 

Answer:  Generally,  the  IRS  accepts  third  party  estimates  as  reasonable  value  unless 
it  appears  to  be  excessive.  In  the  case  of  larger  donated  items,  an  IRS  engineer  may  assist 
in  determining  the  fair  market  value.  Where  there  is  no  third  party  estimate,  the  examiner 
must  use  his/her  judgement  and  determine  a  reasonable  fair  market  value  of  the  items 
based  on  all  the  facts  and  circumstances  available.  The  facts  would  include  the  age,  original 
cost,  and  the  condition  of  the  items  donated. 
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Publication  526,  Charitable  Contributions,  instructs  taxpayers  to  claim  as  the  value 
of  used  clothing  the  price  that  buyers  of  used  items  actually  pay  in  used  clothing  stores,  such 
as  consignment  or  thrift  shops. 

IRS  does  not  have  information  available  on  the  percent  of  these  deductions  denied 
when  audited. 

Question:  If  most  families  took  an  additional  tax  deduction  of  $2,000  in  charitable 
donations,  what  would  be  the  revenue  loss? 

Answen  Although  there  has  been  no  formal  computation,  extrapolating  current 
information  allows  us  to  estimate  a  potential  revenue  loss  of  approximately  $16  billion  if 
most  families  took  an  additional  tax  deduction  of  $2,000  in  charitable  donations. 


Question:  How  often  do  problems  with  "nanny  taxes"  come  up  in  your  current 
audits?  Has  there  been  an  increase  in  reporting  social  security  taxes  and  income  taxes  for 
child  care  providers  with  the  "Zoe  Baird"  publicity? 

Answen  The  Service  provides  employment  tax  coverage  through  the  regular 
employment  tax  and  package  audit  programs.  Under  the  package  audit  program,  examiners 
will  review  other  returns  filed  by  the  taxpayer,  including  employment  tax  and  information 
returns,  to  ensure  that  the  taxpayer  is  in  compliance  with  all  filing  requirements.  Also 
examinations  may  be  initiated  based  on  indicators  of  noncompliance  (employment  tax  leads) 
received  from  other  Service  functions  or  government  agencies.  Currently,  we  do  not  have 
a  specific  compliance  program  for  household  employers,  but  we  are  in  the  process  of 
developing  a  strategy  to  more  effectively  identify  and  deal  with  noncompliant  household 
employers  and  to  enhance  voluntary  compliance.  In  FY  1991,  we  examined  637  Form  942 
returns  and  recommended  $262,064  in  additional  assessments.  In  FY  1992,  we  examined 
840  Form  942  returns  and  recommended  $297,100  in  additional  taxes  and  penalties 
assessments.  In  FY  1993,  we  examined  642  Form  942  returns  and  recommended  $376,704 
in  additional  assessments. 

From  1966  until  1992,  filings  of  Form  942  have  slowly  and  consistency  declined.  This 
downward  trend  may  reflect  a  relatively  low  level  of  tax  compliance  among  household 
employers.  Other  possible  factors  include  an  increase  in  the  number  of  daycare  facilities 
and  other  companies  that  provide  household  services.  However,  half-year  data  suggested 
that  Form  942  return  counts  will  increase  by  approximately  five  percent  in  1993.  Given  the 
tremendous  amount  of  press  attention  given  this  matter,  it  seems  likely  that  the  increase  in 
1993  filings  of  Form  942  can  be  attributed  to  the  publicity.  Our  receipts  for  Tax  Year  1992 
were  approximately  $515  million.  Since  the  posting  cycle  for  Tax  Year  1993  is  not 
completed,  we  only  have  information  based  on  our  Fiscal  Year  receipt*.  For  FY  1993,  our 
receipts  were  $691  million  which  suggests  there  will  be  an  increase  in  receipts  for  Tax  Year 
1993. 
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Question:  What  percentage  of  child  care  providers  does  the  IRS  estimate  do  not 
properly  declare  their  income?  What  percentage  of  child  care  providers  is  "off  the  books"? 
How  large  do  you  estimate  the  underground  market  in  child  care? 

Answer:  According  to  IRS's  latest  compliance  study  (for  TY  1988),  about  21  percent 
of  taxpayers  who  should  have  reported  child  care  income  did  not  report  such  income. 
About  30  percent  reported  some  but  not  all  of  their  child  care  income.  Overall,  only  59% 
of  this  income  was  reported.  Moreover,  when  the  reporting  of  the  child  care  provider's 
name,  address,  and  SSN  or  employer  identification  number  was  required  by  the  Family 
Support  Act  of  1988,  there  was  a  31%  reduction  in  the  number  of  claimed  Child  Care 
Credits  and  a  61%  increase  in  the  number  of  Schedule  C  Filers  reporting  income  from  child 
care  in  the  subsequent  year.  It  is  speculated  that  the  marked  reduction  in  Child  Care 
Credits  claimed  was  due  to  (1)  taxpayers  dropping  erroneous  credits,  and  (2)  ta}q)ayers  who 
could  have  properly  claimed  such  credits  forgoing  them  to  "shield"  a  non-reporter  but 
otherwise  needed  provider  (perhaps  under  the  coercion  of  loss  of  services),  although  the 
extent  of  this  "underground  market"  is  not  documented.  The  marked  improvement  in 
Schedule  C  filing  compliance  is  undoubtedly  due  to  the  reporting  requirement,  as  has  been 
established  in  other  such  areas  (dependents,  etc.)  when  social  security  nimiber  reporting  was 
introduced. 
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Thursday,  March  3,  1994. 
BUREAU  OF  ALCOHOL,  TOBACCO  AND  FIREARMS 

witnesses 

ronald  k-  noble,  assistant  secretary,  enforcement 

edwin  a-  verburg,  acting  deputy  assistaist  secretary,  de- 
partmental finance  and  management 

john  w.  magaw,  director,  bureau  of  alcohol,  tobacco  and 
firearms 

daniel  r.  black,  deputy  director,  bureau  of  alcohol,  to- 
bacco  and  firearms 

arthur  j.  libertucci,  jr,  associate  director,  compliance  op- 
erations 

charles  r.  thomson,  acting  associate  director,  law  en- 
forcement 

richard  j.  watkins,  acting  assistant  director,  administra- 
tion, and  chief  financial  officer 

Introduction 

Mr.  HoYER.  The  Committee  on  Treasury,  Postal  Service  and  Gen- 
eral Gk)vernment  will  come  to  order. 

We  will  have  some  more  Members  here.  They  are  in  the  process 
of  voting,  as  you  know,  but  we  are  going  to  get  started. 

We  have  before  us  today  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms,  which  enforces  Federal  firearms  statutes,  helps  States 
and  Federal  agencies  combat  arson  and  the  illegal  use  of  explo- 
sives, ensures  public  safety  in  the  consumption  of  alcoholic  bev- 
erages and  collects  taxes  on  tobacco  and  alcohol. 

We  are  going  to  address  a  number  of  important  issues  today  with 
regard  to  law  enforcement.  The  President  has  introduced  a  new 
firearm  initiative  aimed  at  reducing  the  number  of  licensed  gun 
dealers.  The  committee  will  also  examine  the  Bureau's  progress  in 
focusing  its  enforcement  on  the  High  Intensity  Drug  Trafficking 
Areas,  using  as  an  example  the  new  HIDTA  in  the  Baltimore- 
Washington  region. 

The  Bureau  proposes  to  help  curb  the  demand  for  guns  with  its 
new  Stop  Armed  Violence  Everywhere  or  SAVE  initiative,  al- 
though, at  the  same  time,  the  Administration  proposes  reducing  ex- 
penditures on  a  similar  initiative,  the  Gang  Resistance  Education 
and  Training  program,  otherwise  known  as  G.R.E.A.T.,  which  this 
committee,  as  you  know,  has  supported  in  the  past.  More  questions 
on  that  later. 

With  regard  to  alcohol  and  tobacco  fees,  the  Administration  pro- 
poses the  imposition  of  charges  for  labels,  tests  and  permits.  Simi- 
lar legislation  has  been  proposed  by  the  Administration  and,  as  you 
know,  rejected  in  the  past. 

(807) 
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In  regard  to  the  management  of  BATF,  we  will  be  examining  the 
impact  of  government-wide  FTE  reductions  on  efficiency  and  oper- 
ations, focusing  on  the  need  for  buy-out  legislation. 

The  committee  will  also  examine  steps  the  Bureau  has  taken  to 
implement  the  Vice  President's  National  Performance  Review  rec- 
ommendations and  steps  to  stop  discrimination  £md  sexual  harass- 
ment. 

I  want  to  again  welcome  Secretary  Noble  to  our  hearing  and  wel- 
come, I  think  for  the  first  time,  Mr.  Magaw  in  his  capacity  as  direc- 
tor of  ATF;  is  that  correct? 

Mr.  Noble.  Before  you,  yes,  as  an  appropriator,  at  a  budget 
hearing. 

Mr.  HOYER.  Right.  The  Secret  Service's  loss  is  ATF's  gain.  As 
someone  who  has  been  close  to  the  Secret  Service  and  ATF  over  the 
years,  I  have  a  real  respect  and  affection  for  the  previous  director, 
Mr.  Higgins.  I  am  very  pleased  to  see  that  Secretary  Bentsen  sug- 
gested and  mr.  Magaw  the  responsibility  of  leading  ATF  at  a  time 
of  challenge. 

Obviously,  ATF  has  been  through  a  very  rough  12  to  14  months, 
and  we  just  last  week  marked  a  year  since  we  lost  four  agents  and 
numerous  others  were  injured. 

So  I  am  pleased  that  Mr.  Magaw  is  here.  I  thank  you  for  taking 
this  responsibility  at  a  critical  time  in  ATF's  history  and  look  for- 
ward to  hearing  from  you. 

Mr.  Secretary,  we  will  recognize  you  for  such  statement  as  you 
want  to  make  and  then  we  will  recognize  Mr.  Magaw. 

Noble  Opening  Remarks 

Mr.  Noble.  Thank  you,  sir.  Also  seated  with  me  at  the  table  is 
Ed  Verburg,  the  Acting  Deputy  Assistant  Secretary  for  the  Office 
of  the  Assistant  Secretary  for  Management. 

The  importance  of  ATF's  mission  has,  as  of  late,  taken  this  coun- 
try by  whole  to  remove  guns  from  the  hands  of  violent  criminals 
and  remove  their  lifeblood.  There  is  no  more  important  organiza- 
tion in  Federal  law  enforcement  than  ATF  in  that  area. 

The  Administration  and  Congress  have  combined  to  make  it  easi- 
er for  ATF  to  discharge  its  mission,  more  difficult  for  criminals  to 
get  access  to  weapons  through  the  passage  of  the  Brady  Law,  and 
we  thank  you  for  your  support  and  the  support  of  other  Members 
of  Congress  in  that  regard. 

I  have  for  you  one  copy — we  will  provide  others — of  what  steps 
ATF  has  taken  to  implement  Brady.  They  brought  a  special  agent 
in  charge  from  the  Miami  Division,  Robert  Creighton,  to  Washing- 
ton to  head  this  effort  which  is  very  comprehensive  in  educating 
Federal  firearms  dealers  and  law  enforcement  officers  as  to  how 
Brady  will  actually  work. 

federal  firearms  dealers 

The  other  area  that  you  already  have  touched  on,  Mr.  Chairman, 
involves  the  Secretar^s  efforts  to  help  the  compliance  side  of  ATF 
get  control  of  the  284,000  Federal  firearms  licensed  dealers  who  we 
have  out  there  right  now. 
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While  Charles  Thomson  was  the  special  agent  in  charge  of  the 
New  York  office,  ATF  instituted  a  pilot  project  where,  when  people 
applied  for  Federal  firearms  licenses,  they  asked  them  questions 
about  their  background  such  as,  are  you  in  compliance  with  State 
and  local  law?  Where  do  you  plan  to  operate  your  business?  And 
so  forth. 

In  a  four-month  period  ATF  experienced  really  shocking  results. 
Over  90  percent  of  the  people  who  applied  for  Federal  firearms  li- 
censes withdrew  their  applications  or  were  denied.  This  is  before 
the  fee  even  reached  the  current  $66  per  year,  or  references  to  the 
proposed  fee  increases  by  the  Secretary  to  $600  per  year. 

The  reason  for  the  fee  increase  is  it  will  cost  about  $585  per 
check.  We  believe  that  as  we  are  able  to  cull  through  these  people 
who  currently  have  Federal  firearms  licenses  for  what  we  believe 
is  simply  to  benefit  from  the  discount  one  receives  as  a  wholesaler 
or  to  be  able  to  purchase  weapons  interstate,  that  ATF  will  be  able 
to  get  a  better  hold  of  these  dealers  and  we  will  have  legitimate 
dealers  out  there  who  will,  in  fact,  keep  the  records. 

So  this  is  an  important  initiative  on  behalf  of  the  Administration 
and  on  behalf  of  the  Secretary. 

I  would  just  conclude,  before  I  turn  it  over  to  Director  Magaw, 
by  saying  that  the  Office  of  the  Assistant  Secretary  for  Enforce- 
ment and  Director  Magaw  are  working  very  closely  to  try  to  learn 
as  much  as  we  can  to  try  to  deal  with  the  problem  of  violent  crime 
and  the  problem  of  convicted  felons  being  in  possession  of  firearms. 

ATF  has  the  most  dangerous  mission  of  any  Federal  law  enforce- 
ment agency.  I  don't  need  to  tell  you  this,  but  when  ATF  goes  to 
execute  a  search  warrant  they  usually  want  there  to  be  weapons 
or  explosives  there  so  they  can  tie  the  weapons  to  the  people  who 
would  use  those  weapons.  ATF  has  had  tremendous  success  with 
their  Achilles  program.  Since  its  institution,  they  have  convicted 
over  5,000  armed  career  criminals  who  have  been  sent  away  for 
47,500  years,  and  these  are  people  who  have  had  two  previous  fel- 
ony convictions  and  with  a  third  they  are  sent  away  for  a  signifi- 
cant period  of  time. 

PROJECT  UPTOWN 

They  also  have  Project  Uptown,  which  targets  areas  that  usually 
aren't  serviced  well  by  law  enforcement,  the  projects,  inner  city 
housing  areas,  in  order  to  address  the  violent  crime  problem  they 
have  there  as  well. 

CEASE  FIRE 

In  D.C.,  ATF  has  an  innovative  approach  to  trying  to  trace  weap- 
ons used  in  crimes  of  violence  by  using  a  projectile  with  a  bullet. 
From  crime  scene  A  and  crime  scene  B  and  crime  scene  C  they  are 
able  to  see  whether  the  same  weapon  has  been  used.  Ordinarily, 
you  need  the  weapon  to  match  the  bullet  or  the  cartridge  to  a  par- 
ticular crime. 

ATF  has  gotten  access  to  new  technology  and  through  this 
project  CEASEFIRE  has  helped  to  tie  what  appears  to  be  random 
or  unrelated  incidents  into  patterns  in  the  D.C.  area  in  particular. 
We  hope  to  expand  this  program  into  other  areas  as  well. 
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G.R.E.A.T.  PROGRAM 

Finally,  a  very  important  preventive  measure  is  the  G.R.E.A.T. 
Program,  Gang  Resistance  through  Education  and  Training,  some- 
thing that  ATF  has  been  behind  for  some  time.  Throughout  our  ex- 
perience, we  have  found  the  program  to  be  quite  successful  at  get- 
ting to  high-risk  kids  and  juveniles  before  they  make  the  wrong 
turn. 

I  too  am  very  honored  and  proud  to  be  here  with  John  Magaw. 
We,  as  a  Federal  law  enforcement  agency,  are  fortunate  that  John 
Magaw  cared  enough  about  Treasury  law  enforcement  to  leave  a 
tremendous  career  at  Secret  Service  to  begin  a  tremendous  career 
at  ATF. 

Thank  you,  sir. 

Mr.  HOYER.  Good. 

[The  prepared  statement  and  budget  justifications  follow:] 
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Statement  of  Ronald  K.  Noble 


Assistant  Secretary 
(Enforcement) 


Appropriation  Hearing  with  the  Bureau  of  Alcohol,  Tobacco  &  Firearms 
Before  the  House  Committee  on  Appropriations 

Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 


Mr.  Chairman  and  Members  of  the  Subcommittee,  it  is  a  pleasure  to  appear  before 
you  today  to  discuss  FY  1995  budgetary  requirements  of  the  Bureau  of  Alcohol.  Tobacco 
and  Rrearms. 

Since  there  have  been  some  changes  in  ATF's  leadership,  I  would  like  to  take  the 
pleasure  of  introducing  those  who  are  here  today.  With  me  is  John  W.  Magaw,  the  Director 
of  the  Bureau  of  Alcohol,  Tobacco  and  Firearms.  Until  last  September,  Director  Magaw 
commanded  the  U.S.  Secret  Service.    Also  present  is  Mr.  Dan  Black,  the  new  Deputy 
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Director  for  the  Bureau,  who,  until  his  new  appointment  was  the  Associate  Director  for 
Compliance  Operations.  Next,  is  Mr.  Charles  Thomson,  (Acting)  Associate  Director  for  Law 
Enforcement.  Until  last  September,  Mr.  Thomson  was  the  Special  Agent  in  Charge  of  the 
Bureau's  New  York  Field  Division.  Art  Libertucci,  Associate  Director  for  Compliance 
Operations,  was  until  recently,  the  Bureau's  Assistant  Director  for  Administration.  And  lastly, 
Mr.  Richard  Watkins  is  our  new  (Acting)  Assistant  Director  for  Administration  and  Chief 
Financial  Officer.  Mr.  Watkins  previously  held  the  position  of  Deputy  Assistant  Director  for 
Administration.   Biographical  sketches  have  been  prepared  for  the  record. 

If  I  may,  I  would  like  to  take  a  few  minutes  to  talk  about  a  larger  picture,  of  which  ATF 
plays  an  integral  part.  The  larger  picture  being  the  rampant  rise  in  violent  gun-related  crime 
in  this  country.  This  kind  of  shooting  and  killing  is  no  longer  confined  to  certain  inner  cities. 
It  has  spread  to  even  the  remotest  rural  village  --  no  one  feels  safe  anymore.  This  is  an 
epidemic  of  the  worst  kind.  The  fear,  that  this  violence  breeds,  eats  away  at  the  very  fabric 
of  our  society.   Secretary  Bentsen,  recently  said,  "It  comes  down  to  one  word:   guns". 

As,  I  am  sure  you  are  aware.  Secretary  Bentsen  has  issued  a  series  of  Anti-Gun,  Anti- 
Violence  Initiatives.  These  proposals  seek  to  build  upon  the  close  cooperation  that  currently 
exists  between  the  ATF  and  State  and  local  law  enforcement  agencies  in  the  gun  control 
area. 

Let  me  briefly  run  through  the  initiatives.  The  recently  enacted  Brady  Law  mandates 
that  ATF  identify  all  federally  licensed  gun  dealers  who  are  obligated  to  contact  the  chief  law 
enforcement  officer  of  the  State  in  which  they  are  located  for  purposes  of  a  background 
check.  In  addition,  the  Secretary  recently  announced  an  ATF  program  that  identifies  areas 


813 


whose  patterns  of  illicit  gun  trafficking  exist.  ATF  also  has  been  active  in  the  inner  city 
housing  developments,  beginning  in  New  York  City  with  Project  Uptown.  Project  Uptown's 
goal  is  getting  guns  out  of  the  projects  and  reducing  the  threat  of  violent  crime  to  the  project 
residents.  Last  year  Project  Uptown  was  expanded  to  Baltimore;  we  would  like  to  expand 
it  further.  The  Achilles  program  is  another  ongoing  project  which  goes  after  armed  career 
criminals  -  criminals  who  commit,  on  average,  three  crimes  a  week  with  a  firearm. 

The  second  initiative  is  Federal  Firearms  License  reform.  The  Brady  Law  raised  the 
firearm  dealer  license  fee  to  $200  for  the  first  three  years.  This  is  a  good  start.  The  number 
of  gun  dealers  has  gone  down  some,  but  there  are  still  over  a  quarter  of  a  million  gun 
dealers,  more  than  one  for  every  thousand  persons  in  the  population.  By  increasing  the 
firearms  dealer  license  fee  to  $600  annually,  we  expect  to  restrict  acquisition  of  firearms 
licenses  to  those  persons  who  are  substantially  engaged  in  the  sale  of  firearms  as  a 
business.  Equally  important,  the  higher  fee  will  enable  ATF  to  recoup  the  overall  cost  of 
processing  the  licensing  fee. 

The  third  initiative  is  intelligence  --  cracking  down  on  the  illicit  gun  market. 
Gun  tracing  is  extremely  useful  not  only  for  guns,  but  also  explosives.  ATF  did  50,000  traces 
last  year.  To  enable  ATF  to  cut  down  on  tracing  time.  Secretary  Bentsen  is  asking  ATF  to 
beef  up  its  National  Tracing  Center  so  they  can  index  for  out-of-business  records  that  now 
sit  in  a  warehouse. 

ATF  is  testing  Project  CEASEFIRE  in  the  District  of  Columbia.  The  CEASEFIRE 
program  uses  high-tech  computer  systems  to  inventory,  identify,  and  match  bullets  with 
crime  guns. 
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Lastly,  a  measure  to  get  at  the  root  of  all  this  crime  is  crime  prevention.  We  want  to 
continue  the  G.R.E.A.T.  Program.  G.R.E.A.T.  stands  for  Gang  Resistance  Education  and 
Training.  ATF  agents  instruct  local  officers  on  how  to  convince  seventh,  fourth,  and  even 
third  graders  that  drugs,  gangs  and  guns  are  bad. 

Even  with  all  this,  as  Secretary  Bentsen  recently  said, "...  we  won't  stop  violence  until 
we  fix  some  societal  problems".  Project  Outreach  is  a  mentoring  program,  where  ATF  law 
enforcement  people  become  role  models  for  unfortunate  children  who  have  no  father  or 
mother  at  home.  ATF  knows  we  have  to  help  children,  one  child  at  a  time. 

In  short,  as  you  see  the  Secretary  has  set  in  motion  an  aggressive  program  in  the 
firm  hope  of  finding  some  answers  and  solutions  to  the  terrible  proliferation  of  violent  gun- 
related  crime:  some  of  his  initiatives  are  part  of  the  Brady  Law  which  ATF  is  busy 
implementing. 

Mr.  Chairman,  we  at  Treasury  are  all  very  proud  of  the  men  and  women  of  the  Bureau 
of  Alcohol,  Tobacco  and  Firearms  for  their  contributions  to  the  "War  on  Crime"  and  for  their 
efforts  ensuring  that  the  industries  which  they  regulate  are  in  compliance,  particularly  with 
respect  to  the  collection  of  excise  taxes. 

With  your  concurrence,  Mr.  Chairman,  may  I  ask  Director  Magaw  to  present  his 
prepared  statement  and  then  we  will  be  pleased  to  answer  any  questions  you  or  other 
members  of  the  subcommittee  may  have. 
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RONALD  K.  NOBLE 
ASSISTANT  SECRETARY  OF  THE  TREASURY  FOR  ENFORCEMENT 


Ronald  K.  Noble  was  swom  into  office  as  Assistant  Secretary  of  the  Treasury  for 
Enforcement  on  May  4,  1993. 

As  Assistant  Secretary  for  Enforcement,  Noble  oversees  all  Treasury  law  enforcement 
bureaus  and  offices,  including  the  Customs  Service,  the  Secret  Service,  the  Bureau  of 
Alcohol,  Tobacco  and  Firearms  ("ATF"),  the  Federal  Law  Enforcement  Training  Center 
("FLETC"),  the  Financial  Crimes  Enforcement  Network  ("FinCEN"),  the  Office  of  Financial 
Enforcement,  the  Office  of  Foreign  Asset  Control  ("OFAC*)  and  the  Office  of  Asset 
Forfeiture.    He  also  has  policy  oversight  responsibility  for  the  Criminal  Investigation 
Division  of  the  Internal  Revenue  Service.    He  is  responsible  for  Treasury  law  enforcement 
direction  and  policy  communication  with  other  U.S.  government  departments  on  these 
matters.   This  includes  the  suppression  of  narcotics  and  dangerous  drug  smuggling, 
monitoring  the  movement  of  large  amounts  of  currency  in  and  out  of  financial  institutions, 
implementing  U.S.  government  embargo  programs,  enforcing  tariff  and  trade  regulation, 
protecting  the  President,  the  Vice  President  and  visiting  heads  of  state  and  collecting  excise 
taxes  on  regulating  trade  in  tobacco,  alcohol  and  firearms. 

In  his  capacity  as  the  Assistant  Secretary  and  at  the  direction  of  Secretary  of  the 
Treasury  Lloyd  Bentsen,  Noble  already  has  conducted  a  comprehensive  review  of  ATF's 
investigation  of  Vernon  Howell,  a/k/a/  "David  Koresh,"  and  his  Branch  Davidian  followers, 
which  culminated  in  the  unsuccessful  raid  of  Koresh's  compound  near  vVaco,  Texas. 

From  1989  until  he  was  appointed  Assistant  Secretary,  Noble  was  associate  professor 
of  law  at  the  New  York  University  School  of  Law.    Noble  also  spent  a  year  as  a  Deputy 
Assistant  Attorney  General  and  Special  Counsel  in  the  U.S.  Department  of  Justice  in 
Washington. 

Noble  served  as  an  Assistant  United  States  Attorney  in  the  Eastern  District  of 
Pennsylvania   from  1984  to  1988.    In  this  position,  he  successfully  prosecuted  the  largest 
public  corruption  case  in  the  history  of  Philadelphia.    It  involved  the  Roofers  Union,  various 
judges,  police  officers  and  other  public  officials.    He  also  successfully  prosecuted  a  cocaine 
conspiracy  of  80  defendants  who  sold  $50  million  worth  of  cocaine  a  year.    In  1988,  he 
received  the  Superior  Performance  Award  from  the  Director  of  the  Executive  Office  for 
United  States  Attorneys. 

Prior  to  serving  as  an  Assistant  United  States  Attorney,  Noble  spent  two  years  as 
senior  law  clerk  for  the  Honorable  A.  Leon  Higginbotham,  Jr.,  United  States  Court  of 
Appeals  for  the  Third  Circuit  in  Philadelphia. 

Noble  received  a  J.D.  from  Stanford  Law  School  where  he  served  as  Articles  Editor 
of  the  Stanford  Law  Review  and  president  of  the  class  of  1982.  He  earned  a  B.  A.  from  the 
University  of  New  Hampshire.    Noble,  37,  was  bom  in  Ft.  Dix,  New  Jersey. 
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BIOGRAPHICAL  SKETCH 
Dr.  Edwin  A.  Verburg 


Dr.  Edwin  A.  Verburg  has  served  as  the  Director  of  the  Finandal  Services  Directorate 
and  Deputy  Chief  Finandal  Officer  at  the  Department  of  the  Trea.sury  since  July  of 
1991.  From  1988  to  the  most  recent  assignment,  he  was  the  Director,  Financial  Services 
Directorate.   He  joined  the  Department  as  Director  of  the  Office  of  Finance  in  1987. 
For  ten  years.  Dr.  Verburg  worked  at  the  Department  of  the  Interior,  U.S.  Fish  and 
Wildlife  Service.  He  served  for  five  years  as  the  Assistant  Director  for  Planning  and 
Budget 

Prior  to  joining  the  U.S.  Fish  and  W^dlife  Service,  Dr.  Verburg  worked  for  three  local 
governments  in  the  State  of  California,  the  Corps  of  Engineers,  and  the  Metropolitan 
Washington  Council  of  Governments.  During  his  career.he  has  received  a  number  of 
awards  for  spedal  achievements  including  the  Presidential  Rank  Award  for  Meritorious 
Service.   He  attended  California  Polytechnic  University  (B.S.,  1968),  University  of 
California  at  Berkeley  (M.C.P.  1970),  the  George  Washington  University 
(Dr.  PA.,  1975). 


\ 
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George  Munoz 

Assistant  Secretary  (Management) 

and  Chief  Financial  Officer 

U.S.  Treasury  Department 

George  Munoz  is  a  Certified  Public  Accountant  (CPA)  and  a 
licensed  attorney  with  strong  credentials  in  business, 
management,  law  and  public  policy.   That  is  one  reason  why  he  was 
appointed  by  President  Clinton  and  confirmed  by  the  U.S.  Senate 
to  be  one  of  the  Assistant  Secretaries  of  the  Treasury.   Mr. 
Munoz  is  both  an  Assistant  Secretary  of  the  Treasury  for 
Management  and  is  also  the  Chief  Financial  Officer  of  the  U.S. 
Treasury  Department.   He  reports  to  Treasury  Deputy  Secretary 
Roger  Altman  and  Secretary  Lloyd  Bentsen. 

Mr.  Munoz'  educational  background  is  quite  extensive  and  from 
some  of  the  country's  best  universities:   Mr.  Munoz  has  a  J.D. 
from  Harvard  Law  School  (1978);  a  Master's  in  Public  Policy  from 
Harvard's  Kennedy  School  of  Government  (1978);  a  B.B.A.  from  the 
University  of  Texas  (1974)  ;  and  a  Master's  in  Law  and  Taxation 
from  DePaul  University  (1984)  . 

Mr.  Munoz  believes  that  "Education  makes  for  a  fuller  life  and  a 
stronger  country.   It  is  knowledge  and  wisdom-not-guns  that  will 
assure  our  freedom  and  standard  of  living."   He  served  as  the 
President  of  the  Chicago  Board  of  Education  for  three  consecutive 
years  in  the  mid-1980s.   It  is  the  third  largest  school  system  in 
the  country  with  over  400,000  students,  over  42,000  employees  and 
an  annual  budget  in  excess  of  2  billion  dollars.   He  has  been  the 
youngest  president  of  that  institution,  and  he  fought  for 
education  reform  to  reverse  the  trend  of  poor  performance  and 
drop  outs  among  the  students. 

On  the  business  side,  Mr.  Munoz  has  been  a  successful  attorney. 
He  is  the  founder  of  a  law  firm  in  Chicago  that  specializes  in 
international  business  and  legal  transactions.   He  is  a  well 
known  authority  on  the  North  American  Free  Trade  Agreement 
(NAFTA) ;  and  has  given  many  speeches  and  written  presentations  on 
the  benefits  of  doing  business  with  Mexico  and  Latin  America. 

Mr.  Munoz  is  a  strong  believer  in  public  service,  and  is  the 
recipient  of  many  awards  for  distinguished  public  service.   That 
is  one  reason,  he  says,  that  he  sought  and  got  a  Masters  in 
Public  Policy  form  the  Kennedy  School  of  Government. 

Mr.  Munoz  comes  from  a  large  family.   He  was  born  in  Brownsville, 
Texas,  but  makes  his  home  in  Chicago,  Illinois.   He  is  one  of  12 
children  born  to  Mr.  and  Mrs.  Cipriano  Munoz.   He  is  42  year  old 
and  is  fluent  in  Spanish. 
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John  W.  Magaw 

Director 

Bureau  of  Alcohol,  Tobacco  and  Firearms 

U.S.  Treasury  Department 

John  W.  Magaw  is  Director  of  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms.   Director  Magaw  commanded  the  U.S.  Secret  Service  from 
February  2,  1992,  until  September  30,  1993,  when  he  was  appointed 
to  direct  ATF.   ATF  has  law  enforcement,  regulatory  and  tax 
collection  missions  for  alcohol,  tobacco,  explosives,  arson  and 
firearms. 

Director  Magaw  began  his  law  enforcement  career  by  serving  for 
seven  years  with  the  Ohio  State  Patrol.   He  became  a  Special 
Agent  with  the  U.S.  Secret  Service  in  1967  at  Columbus,  Ohio. 
Special  Agent  Magaw  quickly  assumed  positions  of  increasing 
responsibility  in  investigative  and  protective  assignments  within 
the  Secret  Service,  and  in  1973  was  promoted  to  Assistant  Special 
Agent  in  Charge  of  the  agency's  Technical  Security  Division. 

In  the  next  decade  Agent  Magaw  went  on  to  additional  assignments 
that  reflect  the  diverse  responsibilities  of  the  Secret  Service. 
He  served  as  Assistant  Special  Agent  in  Charge  of  the  Vice 
Presidential  Protective  Division,  and  as  Special  Agent  in  Charge 
of  the  Dignitary  Protective  Division.   In  1986  he  headed  the 
Washington  office  of  the  Secret  Service,  which  directs 
investigations  involving  the  nation's  financial  system.   Two 
years  later  Agent  Magaw  was  selected  as  Deputy  Assistant  Director 
of  the  Office  of  Protective  Research.   This  was  followed  by 
assignment  as  Deputy  Assistant  Director  for  the  Office  of 
Protective  Operations. 

Prior  to  his  appointment  as  Secret  Service  Director,  Agent  Magaw 
was  in  charge  of  all  protective  operations  for  the  President  of 
the  United  States  and  the  First  Lady.   Agent  Magaw  is  the 
recipient  of  numerous  commendations  including  the  1991 
Presidential  Rank  Meritorious  Award. 

Director  Magaw  is  a  member  of  the  International  Association  of 
Chiefs  of  Police  and  serves  on  the  Association's  Executive 
Committee  as  well  as  its  Advisory  Committee  for  International 
Policy.   The  Director  also  serves  on  the  National  Law  Enforcement 
Exploring  Committee. 

John  Magaw  is  a  native  of  Columbus,  Ohio.   He  attended  the 
University  of  Dayton  and  received  a  bachelor  of  science  degree  in 
education  in  1957  form  Otterbein  College.   He  later  studied 
police  administration  and  investigation  at  Case  Western  Reserve 
University. 

Agent  Magaw  and  his  wife  live  in  the  Washington  metropolitan 
area.   They  have  five  children  and  11  grandchildren. 
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Daniel  R.  Black 

Deputy  Director 

Bureau  of  Alcohol,  Tobacco  and  Firearms 

U.S.  Treasury  Department 

As  Deputy  Director,  Mr.  Black  is  responsible  for  overseeing  the 
operation  of  the  Bureau's  law  enforcement,  regulatory,  and 
support  functions.   In  1989,  Mr.  Black  was  appointed  Associate 
Director  (Compliance  Operations) .   In  this  position,  he 
supervised  the  regulation  of  four  major  industries — alcohol, 
tobacco,  firearms  and  explosives — and  oversaw  the  collection  of 
14  billion  'dollars  annually  in  Federal  excise  taxes  from  the 
alcohol  and  tobacco  industries. 

Mr.  Black  began  his  career  with  the  Internal  Revenue  Service, 
Alcohol  and  Tobacco  Tax  Division  in  1967.   Initially  assigned  to 
the  San  Francisco  Area  Office,  he  later  worked  as  an  inspector  in 
the  Santa  Rosa,  California,  area.   In  1971,  he  went  to  the 
National  Office  in  Washington,  D.C.,  as  a  participant  in  the 
Internal  Revenue  Service  Compliance  Intern  Program.   There  he  was 
assigned  to  the  Management  Staff  and  in  1972  he  became  a  member 
of  the  Bureau's  Office  of  Internal  Affairs.   During  1973, 
Mr.  Black  was  transferred  to  New  York  as  the  Chief  of  Field 
Operations  and  then  named  Regional  Director  of  the  North  Atlantic 
Region  in  1977.   He  transferred  to  Cincinnati,  Ohio,  as  the 
Regional  Director  in  the  Central  Region  in  1978.   In  1980, 
Mr.  Black  was  again  reassigned  to  Bureau  Headquarters  as  Chief, 
Industry  Compliance  Division,  and  later  as  Chief  of  the 
Compliance  Staff.   He  served  as  the  Deputy  Associate  Director  of 
Compliance  Operations  from  1986-1989. 

Mr.  Black  graduated  from  San  Francisco  State  University,  with  a 
B.A.  in  Political  Science.   He  has  completed  both  the 
Contemporary  Executive  Development  Program  at  George  Washington 
University  and  the  Senior  Managers  in  Government  program  at  the 
John  F.  Kennedy  School,  Harvard  University. 

A  native  of  Spokane,  Washington,  Mr.  Black  served  in  the  U.S. 
Navy  from  1955-1958.   He  and  his  wife,  Samantha,  presently  live 
in  Arlington,  Virginia. 
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Arthur  J.  Libertucci,  Jr. 

Associate  Director 

(Compliance  Operations) 

Bureau  of  Alcohol,  Tobacco  and  Firearms 

U.S.  Treasury  Department 

Arthur  J.  Libertucci  is  Associate  Director  for  Compliance 
Operations,  Bureau  of  Alcohol,  Tobacco  and  Firearms.   He 
supervises  the  regulation  of  four  major  industries  —  alcohol, 
tobacco,  firearms  and  explosives  —  and  the  annual  collection  of 
$14  billion  in  federal  alcohol,  tobacco  and  firearms  excise 
taxes. 

Mr.  Libertucci  is  a  career  ATF  employee  with  broad  experience  in 
the  management  of  programs,  resources  and  personnel.   Prior  to 
assuming  his  present  position,  he  served  at  ATF  as  Assistant 
Director  for  Administration  and  as  Deputy  Associate  Director  for 
Compliance  Operations. 

In  1970,  Mr.  Libertucci  joined  ATF  as  an  inspector  in  New  York 
City  and  quickly  assumed  positions  of  increasing  responsibility. 
He  was  promoted  to  Specialist  at  Bureau  Headquarters  in  1975, 
then  was  Area  Supervisor  in  New  York  and  New  Jersey.   He  served 
as  Chief  of  Technical  Services  in  1981  and  became  Chief  of  Field 
Operations  for  ATF's  North  Atlantic  Region  in  1982. 

Prior  1:0  his  appointment  as  Deputy  Associate  Director  for 
Compliance  Operations  in  1989,  Mr.  Libertucci  headed  the  Revenue 
Programs  Divisions  at  ATF  Headquarters  from  1987.   He  was 
selected  as  the  Assistant  Director  for  Administration  at  ATF  in 
1990.   In  1993,  Mr.  Libertucci  was  appointed  to  the  position  of 
Associate  Director  for  Compliance  Operations. 

Mr.  Libertucci  graduated  from  Providence  College  with  a 
bachelor's  degree  in  political  science  in  1969.   He  received  a 
master's  degree  in  business  administration  form  Monmouth  College 
in  1984.   Mr.  Libertucci,  a  native  of  Rhode  Island,  resides  in 
Virginia  with  his  wife  Linda  and  their  two  daughters. 
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Charles  R.  Thomson 

Acting  Associate  Director 

(Law  Enforcement) 

Bureau  of  Alcohol,  Tobacco  and  Firearms 

U.S.  Treasury  Department 

Charles  R.  Thomson  was  appointed  Acting  Associate  Director  for 
Law  Enforcement,  Bureau  of  Alcohol,  Tobacco  and  Firearms,  on 
September  30,  1993.   He  directs  ATF  law  enforcement  programs  and 
investigations  throughout  the  United  States  against  firearms 
criminals,  bombers,  arsonists,  cigarette  smugglers  and  alcohol 
violators. 

Prior  to  taking  charge  of  the  ATF  Law  Enforcement  directorate, 
Special  Agent  Thomson  commanded  the  Bureau's  New  York  Field 
Division.   This  is  the  Bureau's  most  densely  populated  field 
division,  and  includes  New  York,  northern  New  Jersey,  Puerto  Rico 
and  the  U.S.  Virgin  Islands.   As  Special  Agent  in  Charge  of  the 
New  York  Field  Division,  Thomson  directed  ATF  investigations 
against  armed  career  criminals  and  narcotics  traffickers  and 
persons  who  deal  illegally  in  firearms,  as  well  as  arsonists  and 
bombers.   Agent  Thomson  played  a  major  role  in  the  investigation 
into  the  bombing  at  New  York's  World  Trade  Center  in  1993. 
Within  a  few  days,  ATF  agents  under  Thomson's  supervision 
developed  evidence  that  resulted  in  the  arrest  of  suspects 
charged  in  the  World  Trade  Center  bombing. 

Charles  Thomson  joined  ATF  as  a  Special  Agent  at  the  Bureau's 
Providence,  Rhode  Island  post  of  duty  in  1971.   His 
professionalism  and  leadership  led  to  assignments  as  Resident 
Agent  in  Charge  in  Portland,  Maine  -  Group  Supervisor 
Philadelphia  -  Operations  Officer  in  Washington  -  Liaison  to  the 
Assistant  Treasury  Secretary  for  Enforcement  -  Assistant  Special 
Agent  in  Charge  in  Washington  and  in  Boston  -  and  Special  Agent 
in  Charge  of  ATF's  New  York  Field  Division  in  1988. 

Agent  Thomson  was  appointed  to  the  Senior  Executive  Service  in 
1991.   He  is  a  member  of  the  International  Association  of  Chiefs 
of  Police. 

Agent  Thomson  graduated  from  Dartmouth  College  with  a  bachelor  of 
arts  degree  in  history  in  1965.   He  served  on  active  duty  as  a 
commissioned  officer  and  helicopter  pilot  in  the  U.S.  Army  in 
Vietnam  and  Germany  from  1966  to  1970.   He  has  completed 
leadership  programs  and  executive  seminars  conducted  by  the 
Office  of  Personnel  Management. 

Agent  Thomson  resides  with  his  wife  and  son  in  the  Washington 
metropolitan  area. 


822 


Richard  J.  Watkins 

Acting  Assistant  Director 

(Administration) /Chief  Financial  Officer 

Bureau  of  Alcohol,  Tobacco  and  Firearms 

U.S.  Treasury  Department 

Richard  J.  Watkins  was  appointed  Acting  Assistant  Director 
(Administration) /Chief  Financial  Officer  for  ATF  in  November 
1993.   He  has  full  responsibility  for  the  managerial  direction 
and  control  over  the  personnel  and  operations  of  the 
administrative  and  laboratory  activities  of  the  Bureau.   In  this 
capacity,  he  manages  a  budget  of  approximately  $371  million.   His 
responsibilities  involve  directing  ATF's  budget  and  its  financial 
systems,  data  processing  and  communications,  human  resources 
management  and  security  management.   He  also  oversees  ATF's 
laboratories. 

In  1961,  Mr.  Watkins  joined  ATF  when  the  Bureau  was  a  division  of 
the  Internal  Revenue  Service.   He  has  served  in  numerous 
positions  of  increasing  responsibility  with  ATF  which  include 
Chief,  Management  Branch  in  1972;  Chief,  Management  Analysis 
Staff  in  1979;  Executive  Assistant  in  1983;  Deputy  Comptroller  in 
1985  and  Deputy  Assistant  Director  (Administration)  in  1990. 

From  1957  to  1960,  Mr.  Watkins  served  in  the  U.S.  Army  on  active 
duty.   He  attended  Virginia  State  University,  Norfolk  State 
College  and  the  District  of  Columbia,  Teachers  College  (U.D.C.). 

Mr.  Watkins  and  his  wife  reside  in  Arlington,  Virginia. 
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Mr.  HOYER.  Mr.  Magaw,  again,  we  welcome  you.  Thank  you  for 
undertaking  this  responsibility.  Look  forward  to  hearing  from  you. 

Magaw  Opening  Remarks 

Mr.  Magaw.  Thank  you,  sir. 

Mr.  Chairman,  Members  of  the  committee,  I  am  pleased  to  be 
here  to  discuss  the  fiscal  year  1995  appropriations  request  for  the 
Bureau  of  Alcohol,  Tobacco  and  Firearms. 

This  is  a  difficult  time  for  us  in  several  ways.  Not  only  is  it  nec- 
essary for  the  government  to  move  towards  fiscal  soundness,  but 
the  wave  of  violent  crime  presents  some  real  challenges  to  those  of 
us  who  are  in  the  business  of  enforcement,  prevention  and  tax  com- 
pliance. 

We  have  much  to  get  done.  We  have  been  busy  establishing  pri- 
orities with  the  major  issues  we  face  while  maintaining  our  com- 
mitment to  reducing  the  size  of  government  and  assimilating  var- 
ious costs. 

I  believe  our  budget  request  is  conservative,  sir,  especially  in 
light  of  the  needed  belt-tightening.  There  are  three  initiatives  in 
our  request  which  are  modest  and  in  line  with  the  President  and 
Secretary  Bentsen's  priorities  of  fiscal  integrity  and  combatting 
crime. 

The  first  initiative  is  the  President's  Firearms  Policy  which,  in 
conjunction  with  the  Brady  Law,  seeks  to  institute  stricter  require- 
ments when  purchasing  firearms.  The  second  initiative  is  aimed  at 
improving  agents'  safety,  and  the  third  will  improve  our  ability  to 
collect  taxes  and  monitor  the  compliance  of  those  taxes. 

Assistant  Secretary  Noble  has  succinctly  described  most  of  the 
Bureau's  ongoing  projects.  The  Achilles  project.  Project  Uptown, 
the  National  Tracing  Center  are  all  successful  activities  in  fighting 
crime  and  crime  prevention.  The  Assistant  Secretary  also  outlined 
where  ATF's  law  enforcement  is  focusing  the  majority  of  its  re- 
sources. 

Consistent  with  these  activities.  Secretary  Bentsen  has  an  ag- 
gressive vision  for  ATF,  and  we  will  do  our  best  to  realize  his  goals. 

President  Clinton  and  Vice  President  Gore  are  reinventing  gov- 
ernment. ATF  is  busy  doing  that  also.  The  Bureau  has  established 
focus  groups  and  strategic  planning  groups  who  are  looking  at 
every  function  that  we  perform  in  trying  to  find  the  best  way  to 
do  it,  streamlining  our  functions  where  possible  while  at  the  same 
time  improving  our  output  and  productivity  with  the  intended  re- 
sult of  serving  the  United  States  citizens  in  the  best  possible  man- 
ner. 

These  times  present  great  challenges  for  all  of  us,  but  I  am  con- 
fident that  ATF  can  meet  those  challenges.  I  am  convinced  that  we 
can  successfully  and  with  excellence  fulfill  our  three  important  mis- 
sions: That  of  law  enforcement,  that  of  industry  regulation,  and 
that  of  tax  collection. 

Before  we  respond  to  your  questions,  Mr.  Chairman,  let  me  brief- 
ly highlight  the  Bureau's  fiscal  year  1995  budget  request — our  re- 
quest of  $380,302,000  and  4,171  FTEs  includes  $9,085,000  in  three 
new  programs — and  to  talk  about  those  three  new  programs  just  a 
little  bit  more. 
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The  President's  Firearms  Policy.  This  request  of  $5.9  million  will 
assist  us  in  obtaining  more  information  from  the  dealer  license  ap- 
plicants. The  Secretary  mentioned  New  York  as  an  example  of  ex- 
panding information  requirements  for  the  purchasers  and  automat- 
ing multiple  handgun  sales  reports.  Up  until  now,  handgun  sales 
reports  have  not  been  automated. 

When  a  gun  dealer  goes  out  of  business,  they  must  forward  all 
their  records  to  us,  and  right  now  those  are  not  automated  and, 
therefore,  it  takes  us  a  little  longer  to  trace  a  weapon  when  it  in- 
volves an  out-of-business  dealer.  We  are  not  allowed  to  keep  those 
records  while  they  are  in  business.  They  keep  them. 

Special  agent  safety — $500,000  for  that  request.  What  we  are 
looking  for  there  is  some  upgraded  investigative  equipment,  such 
as  body  armor.  Some  of  the  body  armor  that  our  agents  wear  when 
conducting  raids  and  making  arrests  is  not  the  grade  that  it  should 
be,  and  we  would  like  to  upgrade  that.  Plus  we  want  to  use  that 
money  to  reduce  their  risks  in  undercover  operations. 

The  third  one  is  Bureau  systems  modernization.  Our  system  is 
to  the  point  where  it  needs  modernization.  There  was  some  money 
given  to  us  in  1994.  The  $2.7  million  would  create  a  single  tax  and 
fee  database  enabling  us  to  monitor  compliance  better. 

I  am  pleased  to  report  to  you,  though,  that  in  fiscal  year  1993 
ATF  was  able  to  collect  $13.7  billion  in  excise  taxes.  Our  overall 
request  for  1995  represents  an  increase  of  $7.8  million  from  fiscal 
year  1994  budget  authority.  That  is  primarily  because  of  increases 
in  costs.  On  the  other  hand,  our  budget  show  a  reduction  of  20 
FTEs. 

Additionally,  language  is  being  proposed  in  the  President's  Budg- 
et to  enhance  compliance  of  the  special  occupational  tax  with  esti- 
mated revenues  at  $13.6  million.  These  additional  revenues  would 
help  pay  for  a  portion  of  the  alcohol  compliance  program. 

I  am  submitting  for  the  record  a  much  more  detailed  description 
of  the  Bureau's  accomplishments  this  past  year.  Mr.  Chairman, 
that  concludes  my  statement. 

Mr.  HOYER.  Thank  you  very  much,  Mr.  Magaw. 

[The  prepared  statement  follows:] 
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STATEMENT  OF 

JOHN  W.  MAGAW 

DIRECTOR 

BUREAU  OF  ALCOHOL,  TOBACCO  AND  FIREARMS 

FY  1995  APPROPRIATIONS  HEARING 

BEFORE  THE  HOUSE  COMMITTEE  ON  APPROPRIATIONS 

SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE,  AND  GENERAL  GOVERNMENT 

March  3,  1994 


Mr.  Chairman  and  members  of  the  Committee,  I  am  pleased  to  be  here  today  to 
discuss  the  fiscal  year  1995  appropriation  request  of  the  Bureau  of  Alcohol,  Tobacco  and 
Rrearms. 

This  is  a  tough  time  in  several  ways.  Not  only  is  it  necessary  for  the  government  to 
move  toward  fiscal  soundness,  but  the  wave  of  violent  crime  presents  some  real  challenges 
to  those  of  us  in  the  business  of  enforcement,  prevention  and  tax  compliance.  We  have  much 
to  get  done.  We've  been  busy  establishing  priorities  with  the  major  issues  we  face  while 
maintaining  our  commitment  to  reducing  the  size  of  government  and  assimilating  various 
costs. 

I  believe  our  budget  request  is  conservative,  in  light  of  needed  belt-tightening.  The 
three  initiatives  in  our  request,  are  modest  and  in  line  with  the  President's  and  Secretary 
Bentsen's  priorities  --  fiscal  integrity  and  combatting  crime. 

The  President's  Firearms  Policy  initiative,  in  conjunction  with  the  Brady  Law,  seeks  to 
institute  stricter  requirements  when  purchasing  firearms.  The  second  initiative  is  aimed  at 
improving  agent  safety.  The  third  will  improve  our  ability  to  collect  taxes  and  monitor 
compliance. 
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Assistant  Secretary  Noble  has  succinctly  described  some  of  the  Bureau's  ongoing 
projects.  The  Achilles  program,  Project  Uptown,  the  National  Tracing  Center  are  all 
successful  activities  in  fighting  crime  and  crime  prevention.  The  Secretary  outlined  areas 
where  ATF's  law  enforcement  is  focussing  the  majority  of  it's  resources  on.  Secretary 
Bentsen's  initiatives  are  aggressive  in  their  vision  and  we  will  do  our  best  to  realize  his  goals. 

President  Clinton  and  Vice  President  Gore  are  reinventing  government.  ATF  is  busy 
doing  that.  Bureau  focus  and  strategic  planning  groups  are  looking  at  every  function,  and 
our  current  ways  of  doing  business.  Streamlining  our  functions  while  at  the  same  time 
improving  output  and  productivity  is  the  intended  outcome  of  our  efforts,  thus  serving  the 
customer  in  a  highly  effective  manner. 

These  times  present  great  challenges  for  all  of  us,  but  I  am  confident  ATF  can  meet 
those  challenges.  I  am  confident  we  can  successfully,  and  with  excellence,  fulfill  our  three 
important  missions  -  law  enforcement,  industry  regulation,  and  tax  collection. 

Before  responding  to  your  questions,  let  me  briefly  highlight  the  Bureau's  fiscal  year 
1995  budget  request.    Our  request  of  $380,302,CXX)  and  4,171  FTE  includes  $9,085,000  in 
new  program  initiatives. 
These  program  initiatives,  which  I  mentioned  earlier,  include; 

The  President's  Firearms  Policy  ($5,885,000).  This  request  will  assist  in: 

-  Obtaining  more  information  from  dealer  license  applicants; 

-  Expanding  information  requirements  from  purchasers; 

-  Automating  multiple  handgun  sales  reports;  and 

-  Creating  an  index  of  out-of-business  records. 
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Special  Agent  Safety  ($500,000).    This  request  is  for  purchasing  certain 
investigative  equipment  which  will  aid  in  minimizing  risks  associated  with  violent 
confrontations  and  avoid  the  loss  of  life  in  such  situations. 
Bureau  Systems  Modernization  Program  ($2,700,000). 
This  request  will  integrate  multiple  tax  and  fee  databases  into  a  single  collection 
system  and  increase  the  ability  to  monitor  tax  compliance.    With  the  funding 
provided  in  fiscal  year  1993  we  were  able  to  collect  $13.7  billion  in  excise  taxes. 
Language  is  being  proposed  in  the  President's  Budget  to  enhance  compliance 
with  Special  Occupational  Tax  (SOT)  with  estimated  revenues  of  $13,600,000. 
These  additional  revenues  would  help  pay  for  a  portion  of  the  Alcohol 
Compliance  Operations  program. 
The  Bureau's  request  is  an  increase  of  $7,854,000  from  fiscal  year  1994  budget 

authority,  and  a  reduction  of  20  FTEs. 

There  are  five  legislative  proposals  in  our  President's  Budget  which  either  increase  or 

propose  new  fees.  These  fees  will  enable  us  to  capture  processing  costs.  The  fees  are: 
Firearms  Dealer  License  Fee  ($25,200,000):  This  fee  would  be  increased  to 
$600  annually  and  would  achieve  an  estimated  $25.2  million  in  additional 
revenue; 

Firearms  Import  Processing  Fee  ($1,000,000):  This  new  fee  will  provide 
separate  fee  schedules  for  military  personnel  and  others  who  import  for 
personal  use  versus  commercial  importers. 
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Explosives  Permit/License  Fees  ($2,932,000):  This  will  increase  existing 
explosive  permit  and  license  fees  and  propose  a  new  intrastate  license  fee  to 
yield  an  estimated  $2.9  million  in  additional  revenues. 
Alcohol  and  Tobacco  Permit  Fees  ($5,989,000):  A  new  fee  would  be  created 
which  would  pay  for  the  costs  of  processing  original  applications  for  alcohol  and 
tobacco  permits. 

Alcohol  Label/Formula  Testing  Fee  ($5,000,000):  This  would  be  a  new  user 
fee  charged  for  processing  applications  for  Certificates  of  Label  Approval 
(COLA)  and  for  reviews  of  formulas  (and  statements  of  process)  and  laboratory 
tests  and  analyses. 
I   am   submitting,  for  the  record,   a   more  detailed  description   of  the   Bureau's 

accomplishments  this  past  year. 

Mr.  Chairman  this  concludes  my  statement.  I  will  be  pleased  to  answer  any  questions 

you  or  the  other  members  of  the  Committee  may  have. 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  it  is  a 
pleasure  to  appear  before  you  today  to  discuss  the  FY  1995 
budgetary  requirements  of  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms.   With  me  today  are  Mr.  Daniel  R.  Black,  Deputy 
Director,  Mr.  Charles  R.  Thomson,  (Acting)  Associate  Director 
(Law  Enforcement),  Mr.  Arthur  J.  Libertucci,  Associate  Director 
(Compliance  Operations) ,  and  Richard  J.  Watkins,  (Acting) 
Assistant  Director  (Administration) . 

Resource  requirements  for  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms  in  FY  1995  are  estimated  to  be  4,171  full-time 
equivalent  (FTE)  workyear  positions  and  $380,302,000.   This 
includes  program  increases  of  2  FTE  positions  and  $5,885,000  to 
support  the  President's  Firearms  Policy  Program;  $500,000  to 
support  Special  Agent  Safety  and  $2,700,000  in  support  of  the 
Bureau  Systems  Modernization  Program.   Other  increases  are  as 
follows:   $8,232,000  to  maintain  the  current  level  of  operations 
and  an  increase  of  $2,670,000  for  annualization  of  locality  pay 
and  Fair  Labor  Standards  Act  (FLSA)  changes.   These  increases  are 
offset  by  the  following  reductions:   $1,404,000  and  22  FTE  in 
accordance  with  Executive  Order  12839  (Government-wide  FTE 
reductions)  affecting  the  Bureau's  Compliance  Alcohol  Program 
area;  $8,487,000  associated  with  non-recurring  costs;  and 
$2,242,000  in  accordance  with  Executive  Order  12837 
(Administrative  Overhead  reductions)  affecting  both  Compliance 
and  Law  Enforcement  activities. 

Additionally,  legislative  language  is  being  proposed  to 
increase  revenue  by  an  estimated  $13,600,000  by  increasing 
Special  Occupational  Tax  (SOT)  compliance.   The  additional 
revenue  would  be  used  to  pay  a  portion  of  the  Alcohol  Compliance 
operations. 

Identified  in  the  FY  1995  President's  Budget  are  5  User 
Fees.   These  fees,  which  we  plan  to  introduce  sometime  this 
fiscal  year,  would  help  offset  the  Bureau's  compliance 
operations.   One  of  these  fees  would  increase  the  firearms  dealer 
license  fee  from  $200  to  $600.   By  increasing  the  firearms  dealer 
license  fee  we  expect  to  restrict  acquisition  of  firearms 
licenses  to  those  persons  who  are  substantially  engaged  in  the 
sale  of  firearms  as  a  business.   Equally  important,  the  higher 
fee  will  enable  ATF  to  recoup  the  overall  cost  of  processing  the 

licensing  fee. 

i 

ATF  conducts  operations  through  four  programs:   alcohol, 
tobacco,  firearms,  and  explosives  which  are  applicable  to  both 
Compliance  Operations  and  Law  Enforcement  Activities.   Our 
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discussion  today  focuses  on  achievements  in  these  programs  along 
with  other  operations  including  equal  opportunity,  management  and 
organizational  improvements. 

LAW  ENFORCEMENT  ACTIVITY 

The  Office  of  Law  Enforcement  (LE)  is  responsible  for 
enforcing  the  Federal  firearms  and  explosives  laws,  as  well  as 
criminal  violations  involving  alcohol  and  tobacco  regulations. 
ATF  maintains  an  excellent  working  relationship  with  State  and 
local  law  enforcement  officials.   In  FY  1995,  Law  Enforcement  is 
focusing  its  resources  to  investigate  narcotics  and  firearms 
traffickers;  violent  offenders,  including  violent  gangs  and 
career  criminals;  arson-for-prof it ;  bombings;  and  other  crimes  of 
violence. 


LE  FIREARMS  PROGRAM 

Investigative  priorities  within  the  Firearms  Program  are  on 
armed  violent  offenders  and  career  criminals,  narcotics 
traffickers,  traditional  and  nontraditional  organized  crime 
members,  violent  gangs,  domestic  and  international  arms 
traffickers,  and  international  and  domestic  narcotic  terrorists. 

In  FY  1993,  ATF  initiated  10,148  firearms  investigations, 
completed  6,467  criminal  cases,  and  recommended  9,709  defendants 
for  prosecution. 

Achilles  Program 

ATF  has  experienced  tremendous  success  with  the  enforcement 
of  the  firearms  laws  providing  for  mandatory  minimum  sentencing 
through  our  Achilles  Program.   The  Achilles  Program  increases 
State  and  local  awareness  of  the  advantages  of  Federal 
prosecution  under  18  U.S.C.  §  924(c)  and  (e)  ,  which  call  for 
mandatory  and  enhanced  penalties. 

Acbilles  Task  Forces 

ATF  has  established  21  Achilles  task  forces,  the  majority  of 
which  are  comprised  of  ATF  agents  and  State  and  local  law 
enforcement  officers.   The  task  forces  work  only  in  select 
portions  of  the  cities  and  concentrate  enforcement  efforts  on 
select  violent  criminals. 

Achilles  Violent  Offender  Program 

In  March  1992,  ATF  implemented  its  Achilles  Violent  Offender 
Program.   Data  on  the  most  violent  active  career  criminals  in  the 
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United  States  with  a  propensity  to  possess  and  use  firearms  in 
their  criminal  activities  are  entered  into  the  National  Crime 
Information  Center's  ATF  Violent  Felon  File. 

Since  the  beginning  of  the  program,  there  have  been  numerous 
"hits,"  in  which  ATF  violent  offenders  have  been  the  subject  of 
law  enforcement  contact.   Approximately  44  percent  of  the 
subjects  entered  in  NCIC's  Violent  Offender  File  have  had  an 
encounter  with  law  enforcement.   To  date,  there  have  been  1,044 
subjects  entered  into  the  system.   Of  those,  approximately  14 
percent  have  criminal  records  that  include  a  violation  which 
resulted  in  the  injury  of  a  police  officer. 

Achilles  Gang  Efforts 

During  FY  1993,  ATF  participated  in  numerous  violent  gang 
task  forces  with  other  Federal,  State,  and  local  law  enforcement 
agencies.   Although  most  of  these  task  forces  target  an 
individual  gang  or  group  such  as  Jamaican  posses.  Crips  and 
Bloods,  or  outlaw  motorcycle  gangs,  many  of  the  task  forces  are 
targeting  more  than  one  violent  group. 

Project  Uptown 

Project  Uptown,  was  launched  in  March  1990  by  ATF,  the  New 
York  City  Housing  Authority  Police  Department,  and  the  Office  of 
the  U.S.  Attorney  for  the  Southern  District  of  New  York.   Project 
Uptown  addresses  the  use  of  firearms  by  violent  criminals  and 
narcotics  dealers  in  area  housing  developments. 

A  report  issued  by  the  Statistics  and  Records  Section  of  the 
New  York  City  Housing  Authority  in  October  1992  released  crime 
comparison  statistics  between  1989  and  1992  for  the  area  in  which 
Project  Uptown  operates.   The  report  shows  a  decrease  in  total 
crime  of  almost  16  percent  with  an  increase  in  arrests  of  14 
percent.   Felonies  decreased  13  percent,  and  felony  arrests 
increased  34  percent.   It  was  also  reported  that  robberies 
decreased  46.5  percent,  and  burglaries  were  down  by  22  percent. 
Drug  arrests  were  up  49  percent  during  this  time  period. 

The  statistical  accomplishments  for  the  Uptown  Task  Force 
from  March  1990  to  November  1993  are: 

263  search  warrants  executed 

525  search  warrant-related  arrests 

807  street  arrests 

100  firearms  seized 

21.42  lbs.  and  61  packets  of  cocaine  recovered 

2.43  lbs.  and  23,669  vials  of  crack  cocaine 

recovered 
6.2   lbs.,  46  vials,  and  460  envelopes  of  heroin 

recovered 
3  0  lbs.  of  PCP  recovered 
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92  packets  of  LSD  recovered 
$276,403  in  U.S.  currency  recovered 
12  vehicles  recovered 

Project  Uptown  has  been  very  successful  since  its  inception. 
A  similar  task  force  approach  to  crime  within  housing 
developments  received  congressional  funding  and  became 
operational  in  Baltimore  in  August  1993. 

Other  Achilles  Efforts 

Each  field  division  office  has  personnel  who  concentrate  on 
enforcing  violations  of  Federal  minimum  sentence  statutes 
18  U.S.C.  §  924(c)  and  (e) .   Since  the  inception  of  the  Achilles 
Program  through  FY  1993,  the  Bureau  has  completed  8,273  criminal 
cases  with  13,600  defendants  under  18  U.S.C.  §  924(c).    Under 
S  924(e),  the  Bureau  has  completed  4,140  cases  with  4,828 
defendants.   As  the  result  of  ATF  investigations,  1,387 
defendants  have  been  sentenced  under  18  U.S.C.  §  924(e)  to  24,360 
years  in  prison.   This  is  an  average  sentence  of  18  years  in 
prison,  including  20  life  sentences.   Additionally,  4,006 
defendants  have  been  sentenced  to  23,765  years  in  prison  under 
18  U.S.C.  §  924(c).   This  is  an  average  of  6  years' 
incarceration. 

CEASEFIRE 

The  pilot  project  is  based  on  providing  focused 
investigative  assistance  to  cities  through  the  integration  of 
ATF's  Achilles  Program  expertise  and  new  forensic  technology. 
This  new  technology  involves  a  computerized  projectile  comparison 
system  through  which  firearms  technicians  can  digitize  and 
automatically  sort  bullet  signatures.   Matches  can  then  be 
provided  at  a  greatly  accelerated  rate.   This  project  is 
supported  by  $3,200,000  in  FY  1994  funding  from  Treasury  Asset 
Forfeiture. 

The  purpose  of  CEASEFIRE  is  to  provide  investigative  support 
to  cities  experiencing  a  series  of  organized  criminal  gang  and 
drug-related  shooting  incidents.   The  project  requires  joint 
investigations  of  repetitive  gang  and  drug-shooting  incidents. 
ATF  will  utilize  two  new  imaging  systems  along  with  investigative 
support  to  improve  the  efficiency  in  the  examination  of  ballistic 
evidence,  maintaining  a  computerized  ballistic  evidence  data 
base.   The  Bureau  will  work  directly  with  State  and  local 
agencies  in  the  investigation  of  firearms-related  violent  crime. 
ATF  expects  this  project  to  significantly  contribute  to  the 
identification  of  homicide  and  shooting  suspects  and  the  linking 
of  organized  criminal  gangland  shootings. 

In  1993,  ATF  reached  an  agreement  with  the  Washington,  DC, 
Metropolitan  Police  Department  to  run  a  1-year  pilot  CEASEFIRE 
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project.   The  Washington  Field  Division  assigned  one  agent  as  the 
CEASEFIRE  coordinator,  and  one  additional  agent  was  detailed  to 
the  Washington  Field  Division  to  work  on  CEASEFIRE.   ATF  has 
trained  firearms  examiners  on  the  use  of  the  computerized 
projectile  comparison  system,  and  they  have  performed  a  series  of 
tests  to  establish  protocols  for  the  use  of  the  equipment. 

Pending  the  outcome  of  the  pilot  project,  ATF  plans  to 
incorporate  the  CEASEFIRE  project  into  the  ATF  Achilles  Program, 
expanding  it  to  20  major  cities. 

ATF  will  provide  information  to  Federal,  State,  and  local 
police  departments  on  the  results  of  the  CEASEFIRE  pilot  and 
create  a  data  bank  of  projectile  identification  available  to  all 
Federal,  State,  and  local  police  departments. 

Domestic  Firearms  Trafficking  Program 

The  first  Federal  program  to  address  the  total  spectrum  of 
firearms  trafficking  was  initiated  in  FY  1992.   Amendments  to  the 
Crime  Control  Act  of  1990  and,  most  recently,  the  enactment  of 
the  Brady  Law  gave  ATF  additional  jurisdiction  regarding  stolen 
firearms.   The  fact  that  it  is  now  a  Federal  crime  to  steal  a 
firearm  from  a  Federal  firearms  licensee  will  be  beneficial  in 
the  investigation  and  prosecution  of  firearms  trafficking  cases. 

The  Firearms  Interstate  Theft  Program  has  been  the  primary 
means  by  which  carriers  voluntarily  report  to  ATF  the  theft  or 
loss  of  firearms  from  interstate  shipments.   From  1978  to  date, 
over  13,000  incidents  of  interstate  loss  or  theft  have  been 
reported  to  ATF.   The  program  has  recently  been  automated,  and 
ATF  plans  to  integrate  it  with  the  National  Tracing  Center's 
system  through  the  Firearms  Information  Networked  Database 
(FIND) . 

On  October  1,  1993,  ATF's  Firearms  Interstate  Theft  Program 
was  expanded  to  include  firearms  theft  reports  from  Federal 
firearms  licensees.   A  toll-free  telephone  number  has  been 
established  so  that  licensees  may  report  the  loss  or  theft  of 
firearms  from  their  inventory.   ATF  anticipates  impacting  on  the 
theft,  receipt,  concealment,  or  sale  of  stolen  firearms  through 
intensive,  consistent,  on-scene  investigations  immediately 
following  the  reports  of  such  significant  incidents. 

Violent  crime  and  illegal  firearms  trafficking  have 
historically  been  of  the  highest  priority  with  ATF.   We  have 
expanded  our  investigative  efforts  with  new  initiatives  and 
programs.   Regional  initiatives  will  include  development  of 
intelligence  information  such  as  the  current  Baltimore  task 
forces  working  with  law  enforcement  officials  from  eight  eastern 
seaboard  States.   The  firearms  trafficking  problem  along  the 
Eastern  seaboard  is  of  such  proportion  that  the  governors  of  the 
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respective  States  and  the  Mayor  of  the  District  of  Columbia 
mandated  that  a  meeting  be  held  to  devise  a  strategy  to  address 
illegal  firearms  trafficking.   It  was  resolved  that  cooperative 
investigative  efforts  would  be  launched  with  the  active 
participation  of  all  affected  law  enforcement  agencies. 

Intelligence  data  would  be  housed  and  analyzed  by  the 
National  Tracing  Center,  whose  data  base  will  serve  as  the 
central  repository  for  all  firearms  trafficking  information. 

Firearms  trace  studies  have  proven  to  be  an  excellent  tool 
in  identifying  firearms  trafficking  patterns,  illegal  purchasers, 
problem  firearms  dealers,  and  source  States  supplying  firearms. 
In  FY  1993  computerized  trace  study  programs  were  distributed  to 
all  of  ATF's  field  divisions.   This  enabled  ATF  to  work  with 
State  and  local  law  enforcement  in  conducting  trace  studies  for 
specific  targeted  areas. 

In  response  to  the  increasing  firearms  trafficking  problem, 
in  FY  1993,  ATF  initiated  a  course  on  firearms  trafficking 
techniques.   The  course  is  designed  to  familiarize  ATF  special 
agents,  compliance  inspectors,  intelligence  research  specialists, 
and  State  and  local  law  enforcement  officials  with  information 
and  investigative  techniques  to  conduct  successful  trafficking 
investigations.   Two  additional  training  sessions  are  scheduled 
for  FY  1994  in  Charlotte,  North  Carolina;  and  Phoenix,  Arizona; 
and  they  will  include  State  and  local  law  enforcement  officials. 
The  Charlotte  training  session  is  expected  to  coincide  with  the 
regional  trafficking  initiative  previously  mentioned. 

Restoration  of  Firearms  Privileges 

ATF's  FY  1993  appropriations  language  prohibited  the  Bureau 
from  acting  upon  applications  from  individuals  requesting 
restoration  of  their  firearms  privileges.   However,  FY  1994 
appropriations  language  allows  the  Bureau  to  act  upon  firearms 
restoration  applications  filed  by  corporations  only.   Restoration 
requests  continue  to  be  acted  upon  for  explosives  privileges. 

These  changes  in  the  appropriations  language  have  had  a 
positive  effect  in  that  ATF  is  able  to  devote  additional 
resources  to  fighting  violent  crime,  as  well  as  accommodate 
businesses  who  otherwise  would  have  been  unable  to  operate  under 
the  FY  1993  legislation. 

Firearms  Tracing 

ATF  is  congressionally  mandated  to  provide  support  to 
Federal,  State,  and  local  law  enforcement  officials  in  their 
fight  against  crime  and  violence.   The  National  Tracing  Center 
meets  this  mandate  by  providing  firearms  trace  information  to  all 
such  entities,  including  international  law  enforcement  authori- 
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ties.   The  center,  which  is  the  only  facility  of  its  kind  in  the 
world,  provides  assistance  24  hours  a  day. 

Firearms  tracing  has  become  an  integral  part  of  many  inves- 
tigations, aiding  in  the  identification  of  suspects  involved  in 
criminal  violations,  establishing  the  stolen  status  of  firearms, 
and  proving  ownership  of  firearms. 

ATF  processes  more  than  50,000  requests  for  firearms  traces 
per  year  from  various  law  enforcement  agencies.   Approximately  40 
to  50  percent  of  the  traces  required  the  use  of  the  Out-of- 
Business  Records  Section. 

In  response  to  the  ever-increasing  violent  crime  involving 
America's  youth,  ATF  has  begun  tracing  firearms  recovered  on 
school  property  and  from  juveniles  who  use  firearms  to  commit 
violent  crimes.   This  is  now  the  highest  priority  of  ATF's 
National  Tracing  Center.   The  purpose  of  this  initiative  is  to 
reduce  the  frequency  of  firearms  violence  involving  juveniles, 
identify  and  stem  the  illegal  flow  of  firearms  to  juveniles  and 
other  criminal  users,  and  apprehend  and  prosecute  adults  who 
violate  firearms  laws  by  trafficking  firearms  to  juveniles.   ATF 
has  notified  all  State  and  local  law  enforcement  of  this  initia- 
tive and  encouraged  them  to  join  ATF  in  an  effort  to  reduce 
juvenile  firearms  violence. 

Project  Outreach 

ATF  participates  with  other  Treasury  agencies  in  Project 
Outreach  by  providing  informative  presentations  to  schools, 
churches,  parent /teacher  associations,  community  groups,  civic 
organizations,  and  private  businesses.   These  presentations  are 
intended  to  discourage  street  gangs,  drug  trafficking,  and 
substance  abuse  within  individual  communities.   During  FY  1993, 
Bureau  personnel  gave  614  lectures  to  57,050  people. 

G.R.E.A.T.  Program 

In  addition  to  Project  Outreach,  ATF  continues  to  support 
the  Gang  Resistance  Education  and  Training  (G.R.E.A.T.)  Program, 
G.R.E.A.T.  began  in  FY  1992  when  ATF  received  Federal  funding  to 
develop  and  implement  a  gang  and  violence  prevention  program  in 
the  Phoenix,  Arizona,  metropolitan  area.   ATF  and  the  Phoenix 
Police  Department,  in  cooperation  with  other  surrounding  valley 
agencies,  developed  and  implemented  an  8~week  structured 
curriculum  that  targeted  middle  school  students.   The  objective 
of  this  program  is  to  enhance  enforcement  efforts  through  the  use 
of  a  prevention  program  to  reduce  gang  membership  and  senseless 
violence. 

In  FY  1993,  with  the  assistance  of  the  Federal  Law 
Enforcement  Training  Center,  ATF  and  the  Phoenix  Police 
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Department  initiated  officer  training  on  a  national  level. 
Participation  in  the  G.R.E.A.T.  Program  grew  from  3  States  to  32. 
A  total  of  337  police  officers/agents  were  trained  to  teach  the 
G.R.E.A.T.  curriculum  to  schoolchildren.   Since  the  inception  of 
the  program,  464  police  officers/agents  in  35  States  representing 
over  200  communities  have  chosen  to  join  in  the  fight  to  prevent 
youth  violence  and  gang  activity.   A  total  of  21  officer  training 
sessions  have  been  scheduled  for  FY  1994,  which  will  add  756 
officers  and  agents  to  the  program. 

In  FY  1994,  ATF  will  devote  $7.5  million  and  24  FTE's  to  the 
G.R.E.A.T.  Program. 

Operation  Alliance 

Operation  Alliance  is  an  ongoing,  multiagency  effort  to 
interdict  drugs  and  other  contraband  smuggled  across  the  South- 
west border.   Its  operations  take  place  roughly  within  158  miles 
of  the  U.S. /Mexican  border  and  in  the  coastal  waters  adjacent  to 
the  Texas  and  California  borders  with  Mexico.   During  FY  1993, 
ATF  initiated  181  Operation  Alliance  investigations,  recommending 
196  defendants  for  prosecution  and  seizing  248  firearms. 

The  following  case  exemplifies  some  of  the  significant 
results  achieved  throughout  FY  1993: 

San   Antonio.    Texas.      ATF   received  information   that   a   suspected 
gun   trafficker  was  purchasing  30  handguns  with   the   intention  of 
STuuggling  them  into  Mexico.      Surveillance  agents  observed  him 
board  a   commercial   bus   for  Laredo,    Texas.      In   Laredo,    the   suspect 
placed  a  package  in  a  bus   terminal   locker  and  left    the   terminal 
carrying  a  second  bag.      ATF  alerted  Customs  at   the  international 
bridge.      The   suspect   failed   to  declare   the   firearms   and  a 
subsequent   search  revealed  that    the  bag  contained   15   handguns. 
Fifteen   additional   handguns   were   recovered   from   the   locker  at    the 
bus   terminal.      Subsequent   investigation   revealed   that    the 
suspect,    in   the  previous  year,    had  purchased  approximately  200 
firearms  and  smuggled   them  into  Mexico. 

International  Traffic  in  Arms  (ITAR)  Program 

The  ITAR  Program  is  a  continuing  endeavor  by  ATF  to  combat 
the  illegal  movement  of  firearms,  explosives,  and  ammunition  in 
international  traffic.   The  ITAR  Program  uses  ATF's  regulatory 
and  enforcement  authorities  to  identify  the  sources  of  firearms 
and  explosives  that  are  illegally  trafficked  from  the  United 
States  to  foreign  countries  and  to  stop  the  unlawful  purchase  and 
trafficking  of  the  firearms  and  explosives. 

ATF  currently  operates  foreign  country  offices  in  Bogota, 
Colombia,  and  Mexico  City,  Mexico.   In  FY  1993,  ATF  foreign 
offices  trained  over  2,700  foreign  military  and  law  enforcement 
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personnel  in  the  identification  and  tracing  of  U.S.-sourced 
firearms  and  explosives. 

During  FY  1993,  ATF  received  1,566  firearms  trace  requests 
from  42  different  countries.   These  traces  resulted  in  the 
referral  of  166  collateral  leads  to  ATF  field  offices  of 
suspected  ITAR  violations.   Also  during  FY  1993,  ATF  completed 
164  ITAR  criminal  cases  involving  369  defendants.   ATF 
continuously  monitors  the  international  arms  trafficking 
situation  and  attempts  to  identify  certain  countries  that, 
because  of  their  current  position  with  regard  to  world  affairs, 
would  be  most  receptive  to  ATF's  efforts  to  help  stem  the  flow  of 
firearms  and  the  resulting  violence  to  those  countries.   During 
FY  1993,  ATF  conducted  details  in  Canada  and  Great  Britain  to 
assess  the  level  of  U.S.-sourced  firearms  trafficking  and  explore 
other  reciprocal  interests  with  law  enforcement  authorities  in 
those  areas. 

Firearms  Technology 

The  staff  of  the  Firearms  Technology  branch  provides  technical 
assistance  involving  the  testing  and  evaluation  of  firearms, 
ammunition,  and  implements  of  war  for  proper  classification  under 
Federal  law  and  advises  State,  local  and  other  Federal  agencies 
on  the  technical  aspects  of  firearms.   The  staff  conducts 
firearms  tests,  classifications,  and  technical  determinations  in 
support  of  ATF  investigative  and  compliance  programs,  the 
firearms  industry,  and  the  general  public.   During  FY  1993, 
approximately  2,102  formal  technical  examinations  of  firearms 
were  conducted  by  the  Firearms  Technology  Branch  staff  for 
evidentiary  purposes  or  for  suitability  for  Government  use. 
Additionally,  numerous  determinations  were  made  for  importers  and 
manufacturers  of  firearms. 

LE  EXPLOSIVES  PROGRAM 

Through  its  Explosives  Program,  ATF  strives  to  make  the 
maximum  use  of  available  resources  in  order  to  impact  and 
facilitate  the  investigation  of  criminal  explosives  incidents, 
arson-for-prof it  crimes,  and  other  arson-related  crimes  having  a 
significant  community  impact,  as  well  as  to  promote  an  advanced 
level  of  expertise  through  specialized  training. 

In  FY  1993,  ATF  initiated  2,326  cases  involving  869  suspects 
who  violated  the  Federal  explosives  laws.   The  cases  that  follow 
are  examples  of  ATF's  work  in  these  areas: 

New  York .    New  York .  It  was   the  efforts  of  a  member  of  ATF's 
National   Response  Team  at   the  scene  of  the  World  Trade  Center 
bombing  in  March   1993    that  resulted  in   the  recovery  of   the  key 
piece  of  evidence:      a   vehicle  identification  number  from  a   van 
that  ultimately  led  to  the  identification  and  arrests  of  the  six 
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conspirators.      They  are  all   currently  standing  trial. 

Seattle.    Washington.      In   May   1993,    a   serial    arsonist   was 
sentenced   to   75  years'    imprisonment   on   32    counts   of  arson.      The 
sentencing  was    the   result   of  an   ATF   task   force   investigation   of 
more   than   110   incendiary   fires    that   occurred   in    the   greater 
Seattle   area   between   August    6,    1992,    and  February   6,    1993. 

Boston.    Massachusetts .      In  July   1993,    a   defendant   was   convicted 
of  Federal    explosives   and   conspiracy   violations   for  a   bombing 
that   resulted   in    the   death   of  a   Boston   Police   Department   bomb 
technician   and  serious  injury  to  his  partner.      He  was 
subsequently  sentenced   to   188   months'    imprisonment .      His 
codefendant  was   also   tried  and  convicted,    and  is  awaiting 
sentencing .      Vital    to   the  prosecution's   case  was  evidence  derived 
from  ATF's   Explosives   Incidents   System  relative    to   the   device 
used  and  its   construction . 

Explosives  Investigative  Assistance 

ATF's  relationship  with  other  Federal,  State,  and  local  law 
enforcement  agencies  has  helped  shape  many  of  its  support  initia- 
tives.  One  such  initiative  is  the  National  Response  Team  (NRT) , 
which  is  made  up  of  four  specialized  teams  organized  geographi- 
cally to  respond  within  24  hours  to  any  scene  of  a  major  explo- 
sion or  fire.   In  FY  1993,  there  were  13  activations  nationwide. 
Since  their  inception  in  1979,  they  have  been  activated  277 
times. 

An  offshoot  of  the  NRT  is  the  International  Response  Team, 
through  which  ATF  provides  investigative  assistance  at  select 
fire  and  postblast  scenes  on  U.S.  property  where  the  Diplomatic 
Security  Service,  Department  of  State,  has  investigative 
responsibility.   ATF  also  provides  technical/forensic  assistance 
and  oversight  to  foreign  governments  on  foreign  territory.   Thus 
far,  there  have  been  responses  to  five  international  incidents. 

Another  such  initiative  is  the  arson  task  force  concept. 
This  concept,  which  provides  maximum  efficiency  through  the 
pooling  of  ATF  and  State  and  local  talents  and  resources,  has 
proved  vital  in  the  swift  identification  and  prosecution  of  those 
responsible  for  perpetrating  arson  fires.   ATF  currently  has  task 
forces  in  15  major  cities  throughout  the  United  States. 

ATF's  representation  at  the  FBI's  National  Center  for  the 
Analysis  of  Violent  Crime  allows  the  Bureau  to  provide  criminal 
investigative  analyses  (profiles)  to  Federal,  State,  local,  and 
foreign  law  enforcement  agencies  to  assist  them  in  their  arson 
and  explosives  enforcement  efforts.   Assistance  is  also  provided 
through  the  establishment  of  informal  task  forces  across  the 
United  States  to  disrupt  the  illegal  and/or  unsafe  practices  of 
the  manufacturers  and  distributors  of  M-80's  and  similar  devices. 
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Efforts  are  also  directed  at  educating  the  public  on  the  hazards 
associated  with  the  devices. 

In  FY  1993,  ATF  initiated  a  research  project  on  vehicle 
bombs  involving  large  quantities  of  explosives  (1,000  pounds  or 
more) .   From  this  project,  law  enforcement  will  derive  much 
needed  information  relative  to  postblast  effect,  residue 
retrieval,  and  explosives  signatures.   The  analysis  of  such 
characteristics  will  aid  in  the  development  of  investigative 
leads. 

Explosives  Technical  Assistance 

The  Explosives  Incidents  System  and  the  International 
Explosives  Incidents  System  are  computerized  sources  of 
information  pertinent  to  national  and  international  explosives 
incidents.  Through  these  data  bases,  ATF  is  able  to  provide 
investigators  with  analyses  of  explosives  incidents  relative  to 
trends,  patterns,  bomb  components,  and  modus  operandi. 

ATF  is  also  the  focal  point  for  other  Federal,  State,  and 
local  law  enforcement  agencies  to  initiate  traces  of  explosives, 
whether  commercial  or  military,  stolen  or  recovered.   In  FY  1993, 
ATF  conducted  279  explosives  traces. 

A  unique  technical  capability  is  offered  through  a  small 
cadre  of  experts  who  provide  on-site  support  and  render  technical 
assistance  to  field  personnel  and  other  law  enforcement 
authorities  throughout  all  phases  of  arson  and  explosives 
investigations.   In  FY  1993,  these  officers  provided  technical 
assistance  on  756  occasions. 

Explosives  Training 

In  FY  1993,  ATF  instituted  training  for  ATF  agents  in 
advanced  aspects  of  arson  and  explosives  crime  scene  investiga- 
tion.  Additional  training  is  provided  to  special  agents  to 
certify  them  as  explosives  specialists  in  all  aspects  of  explo- 
sives handling,  destruction,  and  instruction.   To  maintain  their 
certification,  the  specialists  must  attend  a  recertif ication 
program,  the  only  such  program  offered  by  a  Federal  law  enforce- 
ment agency.   Similarly,  ATF  provides  training  in  advanced 
aspects  of  postblast  scene  investigation  to  State  and  local 
officers.   Approximately  1,100  officers  have  attended  this 
course.   Comparable  training  is  provided  to  State  Department 
embassy  officials  worldwide,  as  well  as  to  foreign  security 
officials  and  investigators. 

Selected  special  agents  also  undergo  intensive  training  in  a 
2-year  program  to  certify  them  as  certified  fire  investigators 
(CFI's).   This  program  is  designed  to  educate  them  in  advanced 
fire  scene  examination,  with  emphasis  on  modern  principles  of 
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fire  dynamics,  as  well  as  to  prepare  them  to  testify  in  court  as 
expert  witnesses  and  limit  the  effects  of  counter-expert 
witnesses.   The  CFI  training  received  and  the  expertise  attained 
have  placed  ATF  well  ahead  of  any  other  fire  investigative  agency 
in  the  United  States. 

Additional  training  programs  are  designed  to  educate  State 
and  local  officers.  Federal  and  State  prosecutors,  and  insurance 
industry  personnel  regarding  arson  crimes.   ATF  also  offers  a 
more  advanced  training  program  on  cause  and  origin  determination 
and  courtroom  performance  to  State  and  local  officers. 
Approximately  2,000  individuals  have  attended  these  programs. 
The  audience  for  these  training  programs  will  be  expanded  in  FY 
1994  through  courses  conducted  by  ATF  field  divisions  for  State 
and  local  officers,  insurance  industry  personnel,  and  prosecutors 
in  their  locale. 

ATF  oversees  the  training  of  canines  in  accelerant  and 
explosives  detection.   This  training  is  a  product  of  a  joint 
ATF/Connecticut  State  Police  endeavor  that  resulted  in  the 
development  and  standardization  of  training  methodologies  to  hone 
the  identification/discrimination  capabilities  of  canines  for 
accelerants  and  explosives.   Currently,  32  trained  accelerant- 
detecting  canines  have  been  placed  with  State  and  local  agencies 
to  support  their  arson  investigation  activities.   These  canines 
also  support  the  efforts  of  the  NRT.   The  explosives-detecting 
canines  are  deployed  worldwide  by  the  State  Department  and  are 
trained  as  part  of  a  3-year  agreement  instituted  in  1992. 
Training  of  canines  for  Cyprus  and  Greece  has  been  completed. 

In  furtherance  of  the  canine  explosives  detection  training 
initiative,  ATF  entered  into  an  agreement  with  the  Port  Authority 
Police  of  New  York  to  train  two  canines.   This  is  the  first  time 
canines  will  be  trained  in  explosives  detection  by  ATF  for 
domestic  use. 

LE  ALCOHOL  PROGRAM 

ATF  has  conducted  several  joint  investigations  over  the  past 
year,  identifying  organized  alcohol  smuggling  networks  operating 
between  the  United  States  and  Canada.   We  have  continued  to  work 
closely  with  Canadian  authorities  and  our  intelligence  sharing 
has  resulted  in  a  number  of  significant  joint  seizures  of 
internationally  smuggled  liquor.   The  Bureau  continues  to  assist 
State  agencies  with  their  respective  investigations  as  well. 
During  FY  1993,  ATF  initiated  16  alcohol-related  investigations 
and  recommended  a  total  of  13  defendants  for  Federal  prosecution. 

LE  TOBACCO  PROGRAM 

ATF  coordinates  intelligence  collection  and  provides 
investigative  assistance  to  State  and  local  officials  when 
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jurisdictional  limits  are  exceeded.   The  Bureau  also  provides 
investigative  training  and  laboratory  support  to  State  and  local 
agencies  as  needed.   We  have  also  assisted  Canadian  authorities 
in  the  interdiction  of  smuggled  cigarettes  into  Canada,  whose 
international  cigarette  smuggling  problem  exists  mainly  in  our 
northernmost  States.   In  FY  1993,  ATF  initiated  13  tobacco- 
related  investigations  and  recommended  25  defendants  for 
prosecution. 

Communications 

In  order  to  meet  the  growing  needs  of  the  law  enforcement 
community,  ATF  developed  a  Headquarters  national  command  center 
on  March  2,  1992.   The  center,  which  is  staffed  by  experienced 
special  agents,  is  operational  24  hours  a  day.   All  ATF-GUNS 
hotline  calls  and  Violent  Offender  Program  calls  are  received  by 
the  center  and  referred  to  ATF  field  divisions  for  immediate 
action. 

other  Federal,  State,  and  local  law  enforcement  agencies 
contact  the  command  center  to  verify  the  status  of  felons;  to  ask 
questions  about  the  firearms,  explosives,  and  arson  laws;  and  to 
discuss  investigative  leads  and  other  information. 

In  the  event  of  a  national  crisis,  the  command  center's 
crisis  mobilization  plan  is  activated,  and  a  special  team  of 
investigators  and  supervisors  oversees  field  operations  from  this 
central  location. 

DRUG-RELATED  EFFORTS 

Based  on  the  Bureau's  evaluation  of  direct  resources  devoted 
to  the  antidrug  effort,  ATF's  drug  control  program  is  computed  as 
$378.5  million  or  41  percent  of  the  FY  1995  budget  request.   We 
have  several  drug-related  initiatives,  which  are  discussed  below. 

Organized  Crime  Drug  Enforcement  Task  Force  (OCDETF) 

ATF  participates  in  OCDETF  with  other  Federal,  State,  and 
local  law  enforcement  agencies.   OCDETF  targets  high-level  drug 
dealers  and  organizations,  and  works  closely  with  the  U.S. 
attorneys  in  the  13  task  force  regions.   In  FY  1993,  ATF 
initiated  282  OCDETF-sponsored  investigations  through  the  13 
regional  task  forces.   ATF  recommended  238  cases  and  1,089 
defendants  for  criminal  prosecution. 

The  following  cases  exemplify  some  of  the  significant 
results  achieved  during  FY  1993: 

Detroit.    Michiaan.      In  March   1993,    ATF  culminated  a  major 
investigation  of  the  violent  Clifford  Jones  organization,    which 
had  terrorized  Detroit   for  the  past  decade   through  widespread 
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heroin  distribution  and  contract  murder.      During  the  searches,    a 
large  quantity  of  high-quality  heroin  was  seized  along  with   fully 
automatic  and  semiautomatic  firearms .      A  major  figure   in    the 
organization   was   arrested   in   a   buy/bust   operation,    after  firing  a 
handgun   at   an  ATF  agent   while   attempting   to   escape. 

San   Dieao.    California.      In   August   1993,    a   Federal    search   warrant 
was   executed  on    the  residence   of  a   suspected   supplier  of   weapons 
to  Mexican   Mafia   gang  members   in    the  San   Diego  area .      The   search 
warrant   uncovered   18   firearms,    including  a   fully  automatic  M-II 
carbine,    and  bomb  components.      Agents  developed  additional 
information   on  a  principal   member  of   the  organization  wanted  in  a 
home  invasion  homicide .      At   the   time  of  his   arrest,    he  was  armed 
with    two  handgrenades,    a   loaded  AK-47   rifle,    and   a    9mm   pistol.      A 
search   of  his   residence  revealed  20   additional    firearms, 
including  the  suspected  murder  weapon. 

Asset  Forfeiture 

On  October  1,  1993,  ATF  became  a  full  participant  in  the 
Treasury  Asset  Forfeiture  Fund.   This  fund,  which  was  established 
in  FY  1993,  replaces  the  Customs  Service  Forfeiture  Fund.   The 
fund's  creation  has  allowed  the  Secretary  to  establish  uniform 
forfeiture  procedures  and  policies  for  all  Treasury  law 
enforcement  agencies. 

Prior  to  the  Treasury  fund,  ATF  contributed  to  Justice 
Department's  Asset  Forfeiture  Fund  (JAFF) .   ATF  received  an 
annual  allocation  ($3.9  million  in  FY  1993)  from  JAFF  for 
reimbursements  and  funding  of  some  of  our  forfeiture-related 
expenses.   However,  beginning  with  FY  1994,  ATF  no  longer 
receives  an  allocation  from  JAFF,  but  is  fully  funded  by  the 
Treasury  fund.   Furthermore,  as  a  full  participant  in  the  fund, 
any  proceeds  from  ATF  forfeitures  (including  judicial)  are  now 
deposited  into  the  Treasury  fund. 

ATF  has  more  seizure  authority  under  26  U.S.C.  7608(a)  and 
other  laws  than  it  has  forfeiture  authority  to  allow  for 
disposing  of  assets  to  generate  monies  for  the  fund.   The  vast 
majority  of  property  seized  by  ATF  under  Title  18  (i.e.,  firearms 
and  ammunition)  cannot  legally  be  sold  and  must  be  destroyed  if 
no  official  use  is  identified.   In  addition,  property  forfeited 
under  Title  26  (e.g.,  machineguns,  silencers,  and  sawed-off 
shotguns)  is  classified  as  contraband  and  must  be  destroyed. 

In  the  coming  years,  ATF  will  continue  to  define  and 
structure  its  forfeiture  program  to  ensure  its  use  as  an 
effective  tool  in  the  fight  against  violent  crime. 

Jamaican  Posses 

Posse  members  in  the  United  States  have  committed  more  than 
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4,915  narcotics-related  homicides  since  1985,  and  their 
proclivity  toward  firearms  have  made  them  vulnerable  to  the 
firearms  statutes  enforced  by  ATF. 

In  FY  1993,  ATF  cosponsored  the  Second  Annual  International 
Gang  Information  Sharing  Conference  for  foreign,  Federal,  State, 
and  local  law  enforcement  officers.   A  portion  of  this  conference 
was  dedicated  to  addressing  the  threat  posed  by  Jamaican  posses. 
In  FY  1993,  ATF  initiated  103  investigations  directed  toward 
posse  members  and  associates  and  recommended  253  defendants  for 
prosecution. 

The  following  case  exemplifies  the  investigative  results 
achieved  by  the  Bureau  during  FY  1993: 

Baltimore,    Maryland .      ATF  played   a   significant   role   in   a   recently 
completed  OCDETF  investigation    targeting   the    "Banton   Posse",    a 
group  responsible  for  the  importation  and     distribution   of 
cocaine   from  Jamaica    to  a    tricounty  area   in   Maryland .      Firearms 
were   routinely  used   to  protect    the   crack   cocaine   distribution. 
An   undercover  investigation    targeted   the   various   distribution 
points.      A  ranking  member  of  the  posse  who  had  previously  been 
convicted  of  murder,    firearms,    and  narcotics   violations, 
delivered  a  kilogram  of  crack  cocaine   to  an   undercover  agent.      At 
the   time  of  arrest,    he  was  wearing  a  ballistic  vest   and  was  armed 
with   a   semiautomatic  pistol.      He   was   wanted   in   New   York   for  eight 
counts  of  bank  robbery,    one  in  which  a  police  officer  was 
wounded.      Search   warrants   executed   in   this   case   resulted   in    the 
seizure  of  $200,000,    numerous  firearms,    and  a   large  quantity  of 
narcotics.      The  investigation  uncovered  a   corrupt  Jamaican  police 
officer  who  was   a   key  player  in   the   smuggling  of   cocaine   into   the 
United  States.      Additional    corruption   was   revealed   in    the 
Department  of  Motor  Vehicles  for  the  District  of  Columbia  and  the 
State   of  Ohio.      Members   of   the  posse   who  were   illegal   Jamaican 
aliens  were  obtaining  fraudulent  drivers   licenses  and  vehicle 
registrations  from  contacts  in   the  Departments. 

Sixty-eight  defendants  were  prosecuted  in   this  case  for  firearms 
and  narcotics   violations. 

Crips  and  Bloods 

During  FY  1993,  ATF  initiated  176  investigations  directed  at 
Crips  and  Bloods  members  and  associates  and  recommended  196 
defendants  for  prosecution. 

The  criminal  activities  of  the  Crips  and  Bloods  street 
gangs,  once  confined  to  the  Los  Angeles  area,  are  now  felt 
throughout  the  country.   The  following  investigations  exemplify 
ATF's  effort  to  curb  the  firearms  violence  associated  with  the 
Crips  and  Bloods  street  gangs: 
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St.  Paul.    Minnesota.      On   December   18,    1992,    five   members   of   the 
Crips   were   convicted   after  a   10-day   trial    on   charges   of 
conspiracy   to   distribute  heroin,    use   of   firearms   during   a   drug 
trafficking  crime,    and  felons   in  possession   of  firearms  resulting 
from  an  ATF  investigation. 

Los   Angeles.    California.      On   February   1,    1993,    ATF  and   other 
State   and  Federal    officers   executed   a   State   search   warrant   at    the 
residence   of   a   Crip  gang  member.      Evidence  recovered   included 
three   firearms    (including  an   NFA  firearm) ,    12   ounces   of   crack 
cocaine,    and  $10,000   in   cash.      The  suspect  was  arrested  by  ATF 
and   charged  with   distribution   of   cocaine,    use   of   a   firearm   during 
a  drug  trafficking  crime,    and  possession  of  an   unregistered  NFA 
firearm. 

St.    Louis.    Missouri.      On   November   10,    1993,    ATF  initiated  an 
investigation   of  members  of   the  Crips  street   gang,    after 
receiving  information   via    the  ATF   toll    free   hotline, 
1-800-ATF-GUNS .      ATF,    working   in   conjunction   with    the   St.    Louis 
Metropolitan   Police   Department,    conducted   a   search   on    the 
residence  of  a  gang  member  who  had  been   involved  in   the  burglary 
of  a  gun   store,    in  which   63   firearms  were  stolen.      Fifteen 
firearms   were   recovered,    and  six   gang  members   and  one   juvenile 
were   arrested  and   charged  with   violations   of  State   firearms   laws 
and  possession  of  stolen  property . 

Outlaw  Motorcycle  Organizations  (OMO's) 

There  are  approximately  500  active  outlaw  motorcycle 
organizations  in  the  United  States,  consisting  of  approximately 
50,000  patch-wearing  members  and  criminal  associates.   The 
largest  and  most  active  gangs  are  the  Hells  Angels,  Bandidos, 
Sons  of  Silence,  Outlaws,  and  Pagans.   Thirty-four  States  have 
chapters  of  one  or  more  of  the  top  five  gangs.   The  criminal 
activities  associated  with  these  gangs  include  narcotics 
trafficking,  firearms  violations,  bombings,  arson,  prostitution, . 
extortion,  burglary,  money  laundering,  and  contract  killings. 

The  principle  source  of  income  of  these  gangs  is  the 
manufacture  and  distribution  of  methamphetamine.   During  FY  1993, 
ATF  initiated  223  investigations  directed  at  OMO  members  and 
recommended  215  defendants  for  prosecution. 

The  following  cases  exemplify  some  of  the  significant 
results  during  FY  1993: 

Phoenix.    Arizona.      In   October   1992,    ATF  culminated  a 
14-month   investigation  of   the  Dirty  Dozen  Outlaw  Motorcycle  Gang. 
ATF  and   the   Arizona   Department   of   Public  Safety  participated   in 
the   service   of   69   search   warrants   on   a   variety  of   locations 
connected  with   the   club.      Title  Iir  electronic  interceptions  were 
utilized   at   numerous   Dirty  Dozen   locations,    gathering  evidence   of 
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firearms,    narcotics,    and  conspiracy  violations .      During  the 
searches,    four  military-type   destructive   devices,    machineguns, 
short-barreled  shotguns,    silencers,    and  more   than   100  other  types 
of  firearms   were   seized.      Additionally,    an   operating 
methamphetamine   lab  was   shut   down.      Thirteen   members   and 
associates   were   arrested  at    the   time   of   the   warrants,    with 
several    dozen   additional    indictments   currently  pending. 

New   York   City.    New   York.      In   August   1993,    a   federally   licensed 
firearms   dealer  and   associate   of   the   Hells   Angels   was   arrested 
after  he   delivered  20   short-barreled  MAC-10   firearms   with   oblit- 
erated serial   numbers   to  an  ATF  undercover  agent.      A  search 
warrant   obtained   for   the   dealer's   premises   uncovered   falsified 
firearms   records,    covering   the   diversion   of  numerous   firearms,    as 
well   as  narcotics  distribution  records,    a   sawed-off  shotgun,    and 
35   additional    illegal    firearms .      The   dealer  was   heavily   involved 
in  narcotics  and  firearms   trafficking  in  New  York  and 
Pennsylvania . 

Joliet.    Illinois .      In   August   1993,    an   undercover   investigation   of 
the  Outlaws  motorcycle  gang  led  to   the  seizure  of   the   local 
chapter  clubhouse .      ATF  undercover  agents  made  several   purchases 
of  narcotics  directly  out   of   the   clubhouse.      A  buy-bust   for  6 
kilos  of  cocaine  led   to  additional   search  warrants  and  seizures 
of  firearms,    narcotics,    and   currency.      A  Colombian   national   who 
imported  cocaine  for  distribution  by   the  Outlaws  was  also 
arrested . 

Asian  Gangs 

The  criminal  activities  of  Asian  organized  crime  groups  have 
increased  dramatically  in  recent  years.   ATF's  enforcement 
efforts  directed  against  firearms,  explosives,  and  arson 
violators  have  resulted  in  investigations  targeting  Chinese 
organized  crime,  Vietnamese  gangs,  Korean  criminal  activity, 
Japanese  organized  crime,  and  Filipino  organized  crime.   Asian 
gangs  are  notorious  for  their  violent  nature,  especially  in  their 
use  of  high-powered  firearms  for  self-protection  and  protection 
of  their  drug  trafficking  enterprises.   They  procure  a  large 
proportion  of  their  firearms  through  home  invasion  robberies, 
where  victims  are  commonly  tortured,  raped,  and  brutalized.   In 
FY  1993,  38  criminal  cases  involving  54  defendants  were 
recommended  for  prosecution. 

The  following  exemplifies  the  investigative  results  achieved 
by  the  Bureau  during  FY  1993: 

New  York   City.    New   York.      In  July  1993,    ATF,    DEA,    Nassau   County 
Police  Department  and  NYPD  Major  Case  Squad  initiated  an 
investigation   into   the  Tong  On  Tong,    following  a  series  of 
racketeering  activities   committed  by  gang  members  since   1986. 
These  activities   include  murder,    kidnaping,    arson,    assault, 
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extortion,    gambling,    robbery,    and  firearms   charges.      The  Tang  On 
Tong  operate  and  control    criminal    interests,    specifically 
gambling  halls,    massage  parlors,    and  extortion   collections   of  Sew 
York's   Chinatown   merchants.      On   December   9,    1993,    this 
investigation   culminated   in   the   indictment   of   15   Tong  members 
alleging  25   violations   of   the   RICO  statute.      The   charges   include 
six  murders,    two  attempted  murders,    and  a   series   of   firebombings 
and  assaults   directed  against  rival    gangs.      The  gang  realized 
$10,000   to   $15,000   a  month   in  extortion  payments   from  each  of  40 
businesses   in   Chinatown,    Brooklyn,    and  Queens. 

High  Intensity  Drug  Trafficking  Areas  (HIDTA's) 

The  Office  of  National  Drug  Control  Policy  has  designated 
six  areas  of  the  United  States  as  HIDTA's,  qualifying  them  for 
additional  Federal  monetary  and  law  enforcement  assistance. 

In  FY  1993,  ATF  participated  in  each  of  the  following 
HIDTA's:   New  York  City,  Los  Angeles,  Miami,  Houston,  and  the 
Southwest  border.   The  Washington-Baltimore  metropolitan  area  has 
been  designated  as  a  HIDTA  in  FY  1994.   ATF  will  continue  in  FY 
1994  to  target  gangs  and  other  criminal  organizations  involved  in 
drug  trafficking  crimes  and  firearms  related  violence  in  these 
areas. 

Operation  Alliance 

Operation  Alliance  is  described  in  detail  under  the  Law 
Enforcement  Firearms  Program.   It  is  noted  here  to  indicate  its 
drug-related  application. 

Achilles  Program 

Our  Achilles  Program  is  described  in  detail  under  the  Law 
Enforcement  Firearms  Program.   It  is  noted  here  to  indicate  its 
drug-related  application. 

Drug-related  Explosives  Investigations 

An  added  dimension  to  the  efforts  of  State  and  local  law 
enforcement  in  combating  drug-related  violence  is  provided 
through  ATF's  enforcement  of  the  arson  and  explosives  laws.   The 
propensity  of  drug  traffickers  and  gang  members  to  use 
explosives,  pipe  bombs,  molotov  cocktails,  and  fire  is  evidenced 
by  the  number  of  incidents  reported  to  or  investigated  by  ATF  in 
FY  1993.   Fifty-seven  bombings  and  attempted  bombings  resulted  in 
4  deaths,  4  injuries,  and  $794,450  in  property  damage.   Eleven 
arson  fires  resulted  in  one  death,  nine  injuries,  and 
$1.5  million  damage.   ATF  also  made  129  recoveries  of  explosives 
during  drug-related  cases,  and  investigated  an  explosives  theft 
by  an  individual  involved  in  drug  trafficking. 
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Also  in  FY  1993,  ATF  joined  with  the  U.S.  Fire 
Administration  and  the  International  Association  of  Chiefs  of 
Police  to  sponsor  a  survey  to  document  the  extent  of  drug-related 
fires  or  f irebombings.   The  results  of  the  survey  are  to  be 
released  in  the  spring  of  FY  1994. 

Provided  below  are  recent  drug-related  investigations: 

Tucson.    Arizona.      ATF  has  been   involved  in  an   undercover 
investigation    targeting  an   organization   using   Title   I   and  Title 
II  firearms,    destructive  devices,    and  fraudulent   schemes   to 
assist  a  narcotics   trafficking  network  between  Mexico,    Tucson, 
Phoenix,    Los   Angeles,    and  Denver.      To   date,    67   improvised 
explosive   devices   and   5   Title   I   and  Title   II   firearms   have  been 
purchased  from  28   individuals  under  investigation. 

Joliet,    Illinois .      A  search  warrant  executed  as  part   of  an 
ongoing  investigation  of  a  street  gang  resulted  in   the  recovery 
of  several    firearms,    narcotics,    gang  paraphernalia,    and  residue 
from  incendiary  devices   that  had  been   tested.      The  gang  allegedly 
used  an   incendiary  device   during  a   gang  confrontation    that 
resulted  in   the   death   of  a   91-year-old  woman.      It   is   also 
believed  that   two  of  the  firearms  recovered  during   the  search 
were   used   in   several   homicides  with   rival    gang  members.      Four 
gang  members  were  arrested  during  the  search. 

LEGISLATIVE  CHANGES 

On  November  30,  1993,  the  President  signed  Public 
Law  103-159,  which  included  Title  I,  The  Brady  Handgun  Violence 
Prevention  Act.   The  Act  provides  for  a  5-day  waiting  period  when 
purchasing  a  handgun  from  a  Federal  firearms  licensed  dealer. 
The  waiting  period  provisions  of  this  new  law  become  effective  on 
February  28,  1994. 

Other  provisions  of  the  Public  Law  cover  the  reporting  of 
multiple  sales  of  firearms,  thefts  of  firearms  from  Federal 
licensees,  labeling  restrictions  and  written  receipts  for  common 
carriers  of  firearms,  and  an  increase  in  the  firearms  dealer 
license  fee  to  $200. 

Currently,  there  are  approximately  284,000  Federal  firearms 
licensees. 

INTELLIGENCE  SUPPORT 

The  Bureau  provides  law  enforcement  intelligence  and 
analytical  support  for  ATF  special  agents  and  other  Federal, 
State,  and  local  law  enforcement  agencies  that  have  sought 
assistance.   Much  of  the  information  provided  to  other  agencies 
has  involved  violent  criminal  gangs. 
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During  FY  1993,  the  Intelligence  Division  supplied  each  ATF 
field  division  with  the  Los  Angeles  County  Sheriff  Office's 
General  Reporting  Evaluation  and  Tracking  System  (GREAT)  computer 
software  package. 

All  field  divisions  and  ATF  Headquarters  now  have  access  to 
the  one  hundred  thousand  plus  gang  member  personal  histories  in 
GREAT.   Additionally,  ATF  has  employed  a  software  program  that 
will  enhance  the  ability  of  intelligence  research  specialists  to 
perform  telephone  toll  analyses,  link  analyses,  and  visual 
investigative  analysis. 

During  FY  1993,  the  Intelligence  Division  prepared  and 
distributed  publications  on  Caribbean  organized  crime  and  outlaw 
motorcycle  organizations.   During  FY  1994,  several  other 
publications  are  planned  on  street  gangs,  Asian  organized  crime, 
Vietnamese  traveling  gangs,  and  armed  deviant  social  groups. 
These  publications  provide  authoritative  information  that  is 
distributed  throughout  the  Federal,  State,  and  local  law 
enforcement  communities. 

COMPLIAMCE  OPERATIONS  ACTIVITY 

ATF  regulates  several  industries  which  market  products 
sensitive  in  nature  and  subject  to  continued  public  interest. 
Our  policy  has  been  to  regulate  only  to  the  extent  necessary  to 
achieve  the  intent  of  law.   A  balance  is  sought  between  effective 
administration  of  statutory  requirements,  the  protection  of  the 
public,  and  the  legitimate  needs  of  industries  under  ATF's 
jurisdiction. 

The  Bureau  is  extremely  selective  in  establishing  goals  to 
assure  effective  resource  use.   Compliance  Operations  (CO)  field 
offices  continually  assess  and  report  on  the  levels  of  compliance 
in  their  geographical  jurisdictions.   Field  inspections  are  then 
concentrated  in  those  areas  which  present  the  greatest  risk  to 
the  revenue  or  which  pose  the  greatest  threat  to  public  safety. 
In  the  firearms  program,  we  take  a  hard  look  at  a  proposed 
business's  eligibility  to  obtain  a  license.   Compliance 
Operations  field  supervisors  and  their  Law  Enforcement 
counterparts  work  side  by  side  to  develop  and  evaluate  methods  to 
identify  those  dealers  involved  in  the  illegal  transfer  of 
firearms,  or  those  dealers  whose  improper  or  fraudulent 
recordkeeping  impede  the  ability  of  ATF  to  successfully  trace 
firearms  recovered  from  crime  scenes. 

In  FY  1993,  tax  collections  totaled  $13.7  billion. 
Compliance  Operations  personnel  continue  to  ensure  that  tax 
liabilities  are  being  paid,  through  office  audits  by  technical 
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services  and  field  examinations  by  inspectors.   In  1993,  $6.6 
million  in  additional  tax  liabilities  was  identified  through 
these  combined  efforts. 

CO  FIREARMS  PROGRAM 

FY  1993  was  a  record  year  in  our  firearms  program.   National 
media  focus  on  the  apparent  ease  with  which  individuals  could 
obtain  a  Federal  firearms  dealer  license  precipitated  an  increase 
in  the  number  of  applications  filed  with  the  licensing  center  to 
over  108,000.   At  one  point  during  1993,  the  number  of  Federal 
firearms  licensees  (FFLs)  reached  a  new  high  of  over  287,000. 

Operation  Snapshot 

In  our  firearms  compliance  activities  we  have  made 
significant  progress.   Early  in  the  year  we  completed  a 
statistical  survey  about  federal  firearms  dealers  through 
"Operation  Snapshot."   The  survey  provided  a  dealer  profile 
previously  unavailable,  and  was  invaluable  in  formulating  a 
revised  National  Firearms  Program,  initiated  in  February  1993. 
Strategies  include  targeting  dealers  and  pawnbrokers  in 
identified  high  crime  areas  for  application  and  compliance 
inspections  and  enhanced  coordination  with  State  and  local 
officials.   These  initiatives  resulted  in  the  first  reduction  in 
the  end-of-year  number  of  FFLs  since  1989,  to  283,925.   Among  the 
initiatives  responsible  were  the  following: 

New  York.    New  York.      ATF  has  been  jointly  participating  in  a 
project  with   the  New  York  City  Police  Department.      A   total   of  165 
firearms  application   inspections  have  been   conducted,    with   the 
following  results:      98  withdrawals,    55  abandonments,    3   denials, 
and  only  9  licenses  issued.      Compared  to  the  past  where  most 
applicants  received  licenses,    emphasizing  compliance  with  State 
and  local   requirements  in   this  way  determined  that   95  per  cent  of 
applicants  were  in  fact   ineligible . 

Chicago.    Illinois .      In  Chicago,    ATF,    the  Chicago  Police 
Department,    and  the  State  Department  of  Revenue  jointly  conducted 
compliance   inspections   of  FFLs   on   a   door   to  door  basis.      Those 
not  in  compliance  with  local   ordinances  were  asked  by  the  local 
agencies   to  surrender   their  licenses   to  ATF.      If   they  refused, 
ATF  initiated  efforts   to  revoke   the  license.      Of  a   total   212  FFLs 
inspected,    197  were  found  not   to  be  in   compliance .      Only  15  FFLs 
remain;    the  others  have  either  surrendered   their  licenses  or  have 
found  themselves   the  subject  of  revocation  proceedings .      This 
project  was  undertaken   to  reduce   the  availability  of  firearms   to 
street  gang  members. 

New  Initiatives 

In  August,  the  President  announced  a  new  policy  direction 
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which  included  taking  steps  within  current  law  and  resources  to 
enhance  the  effectiveness  of  Federal  gun  dealer  licensing.   An 
FY  1995  budget  initiative  seeks  a  total  of  $5.9  million  which 
includes  resources  to  tighten  up  on  licensing  by  requiring  a 
fingerprint  check  of  persons  responsible  for  each  license. 

With  the  enactment  of  the  Brady  Law  last  November,  firearms 
took  on  an  even  higher  priority  for  the  Bureau  as  implementation 
required  new  regulations,  forms  and  procedures  to  be  in  place  and 
operating  within  90  days.   In  addition,  higher  license  fees  took 
effect  immediately  on  enactment,  requiring  our  licensing  center 
to  do  more  processing  as  many  applications  were  received  with 
insufficient  fees  and  thus  had  to  be  returned. 

Although  we  had  planned  for  22,000  firearms  inspections  in 
FY  1993,  more  than  27,000  were  actually  conducted.   They  resulted 
in  11,149  violations  cited,  and  17,783  referrals  to  Law 
Enforcement  and  other  agencies  -  13,030  more  than  the  previous 
year.   This  large  increase  in  referrals  follows  our  efforts  to 
more  closely  coordinate  license  applicants  with  State  and  local 
authorities.   In  addition,  almost  26,000  preliminary 
investigations  were  conducted  on  selected  original  and  renewal 
applications.   Of  the  7,217  applications  withdrawn  and  2,527 
abandoned  during  the  year,  a  substantial  portion  was  a  direct 
result  of  this  new  and  innovative  initiative. 

While  our  FY  1993  program  increased  emphasis  on  the 
qualification  of  new  applicants  and  existing  licensees,  we  also 
continued  to  check  dealers  for  compliance.   Dealers  were  targeted 
for  inspection  based  on  analysis  of  tracing  data,  referrals  from 
law  enforcement,  location  in  high  crime  or  trafficking  source 
areas,  and  other  factors.   In  the  course  of  compliance 
inspections,  inspectors  verify  records  and  inventories  to 
maintain  trace  capability  and  examine  transaction  records  to 
identify  likely  violators  (e.g.,  convicted  felons,  "straw  man" 
purchasers,  gang  members,  illegal  traffickers,  etc.).   The 
following  are  some  results  of  our  inspections: 

St.    Paul,    Minnesota.      An   inspector  phoned  a   female  Federal 
firearms   licensee   applicant    to   schedule   an   application 
inspection .      During   the   phone   conversation,    the   applicant   seemed 
very  surprised,    stating   that   she   thought   the   license  would  simply 
be   issued.      She   appeared   to  have   virtually  no  knowledge   about 
firearms,    even    though   she   maintained   that    the  business   would  be 
operated  solely  by  herself.      She  was  reluctant   to  schedule  an 
inspection.      TECS/NCIC/NLETS   checks   made   on    the   applicant's 
husband  disclosed  numerous   arrests.      Several   hours   after   the 
initial   phone  call,    the  applicant   called  to  request   information 
on  how   to  withdraw  her  application. 

Jersey  City.    New  Jersey-      A  licensee   told  an   inspector  that  he 
had  only  acquired  2   guns   with   his   Federal    firearms   license   and 
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showed  records   to  document   these   transactions.      However,    local 
police   received   information    that    the   licensee   was   receiving 
numerous  firearms.      Checks  of  United  Parcel   Service  records  by 
the   inspector  disclosed  over   400   guns,    the  majority   of   them 
Saturday  night   specials,    shipped   to   the  licensee .      State,    local 
and  ATF  law  enforcement   were   notified,    and   shortly   thereafter   the 
suspect   was   arrested  along  with   a   convicted  felon   associate .      The 
felon  would  sell    the  firearms  on   the  street  after  first  removing 
the  serial   numbers.      Both   face  hundreds  of   thousands   of  dollars 
in  fines  and  lengthy  prison   terms. 

Toledo.    Ohio.      It  is  often   claimed  that   criminals   do  not  purchase 
firearms   used  in   crimes   from   legitimate   dealers.      The   facts   in 
this   case   show  otherwise .      The   inspector  ran   TECS/NCIC  checks   of 
selected  purchasers  at   a  Toledo  gun   shop  and   turned  up  one 
purchaser  who  had   used   the   gun   he   bought   in   a   bank   robbery   the 
very  next   day.      Another  purchaser  is   also  presently   in   prison   for 
bank  robbery.      Three   others   had  been   arrested  shortly  after   their 
purchases . 

Warren .    Michigan.      Warren   police  requested  an   inspector ' s 
assistance   in   tracing  a   firearm   used   in   an   aggravated  assault . 
The  firearm  was   traced  to  an  Ohio  dealer  who  reported   that  he  had 
sold  a   total   of  thirty  handguns,    including   the  one   in  question, 
to   the  same  individual   at  an  Ohio  gun  show.      On   checking   the 
details   of   the   identification   recorded  by   the   dealer   the 
purchaser   turned  out   to  be   a   Michigan   resident   using   fraudulent 
Ohio  ID.      ATF  Law  Enforcement   was   informed  and  subsequently 
arrested   the   suspected   trafficker. 

Greensboro.    NC .      A   compliance   inspection  was   scheduled  due   to 
reports    that   a   residence   dealer  who  was   employed   as   a   county 
school   bus  driver  was  purchasing  large  quantities  of  firearms 
with   cash.      When  advised  of  the  nature  of  the  inspection,    i.e. 
that   all  records  and  inventory  would  be  examined,    the  licensee 
said  that  his  records  had  been  destroyed .      In   the  course  of   the 
interview  several   inconsistencies  were  noted  in  his  story. 
Checking  with   likely  suppliers  disclosed  one  purchase  of  352 
handguns  for  over  $22,000  and  another  of  67  handguns   for  over 
$4,900.      ATF  law  enforcement  investigation  subsequently  disclosed 
a  drug  and  firearms  ring  that  had  put  more   than   1,200   guns   into 
the  hands  of  criminals  along  the  East  Coast.      Eight  persons  were 
charged  in  a   96-count   indictment  with  drug  conspiracy,    firearms 
violations  and  wire  fraud. 

A  $600  firearms  dealer  license  fee  is  being  proposed  in  the 
FY  1995  budget.   Increasing  this  fee  will  help  recoup  costs 
associated  with  the  firearms  program.   This  proposal  is  also  a 
National  Performance  Review  (NPR)  recommendation.   Another  fee 
proposed  is  the  firearms  import  processing  fee,  which  is  a  new 
fee  and  another  mechanism  for  recouping  costs  of  processing.   An 
estimated  $1.0  million  is  expected  to  be  collected  annually. 

23 


891 


In  FY  1993,  ATF  collected  $170.4  million  in  firearms  and 
ammunition  excise  taxes,  a  21  percent  increase  over  the  previous 
year.   Our  firearms  and  ammunition  excise  tax  inspection  program, 
with  105  inspections  conducted,  identified  more  than  $2  million 
in  additional  liabilities.   The  collection  function  for  firearms 
and  ammunition  excise  tax  was  fully  implemented  in  1992.   Two 
major  firearms  tax  cases  are  worthy  of  note. 

An   ammunition   manufacturer  paid   $529,565   in   additional    tax   and 
interest  as  result   of  an  ATF  excise   tax  examination.      Violations 
leading   to   the   tax  adjustments   included  various  non-allowable 
deductions  and  offsets,    unlawful    "tax-free"   sales,    and  improper 
export   transactions.      The   licensee  corrected  all    the  violations 
and  implemented  procedures   to  prohibit  any  further  occurrences. 

We  continue  to  conduct  firearms  seminars  in  selected  cities 
to  provide  licensees  and  other  interested  parties  necessary 
information  concerning  legal  and  other  regulatory  developments, 
and  to  maintain  a  visible  presence  in  the  industry.   More  than 
5,600  individuals  attended  116  firearms  dealer  seminars  held 
nationwide  in  1993. 

In  addition  to  increased  coordination  with  State  and  local 
agencies,  ATF  has  also  pursued  cooperation  with  other  Federal 
agencies  in  various  areas.   For  example,  ATF  has  executed  a 
Memorandum  of  Understanding  with  U.S.  Customs  for  initial 
development  of  an  automated  interface  whereby  Customs  now 
provides  us  with  weekly  data  on  importations  of  firearms  and 
explosives. 

CO  ALCOHOL  PROGRAM 

This  program  ensures  the  collection  of  excise  taxes  on 
alcoholic  beverages;  provides  for  the  prompt  deposit  and  accurate 
accounting  for  excise  tax  receipts;  prevents  entry  into  the 
industry  by  criminals  and  persons  who  pose  a  risk  to  the  tax; 
protects  public  safety  by  investigating  deceptive  or  contaminated 
alcoholic  beverage  products;  and,  suppresses  commercial  bribery 
and  other  unlawful  practices  in  the  marketplace. 

Qualification 

ATF  is  responsible  for  keeping  the  alcoholic  beverage 
industry  free  of  criminals  and  those  persons  who  are  likely  to 
commit  tax  fraud,  commercial  bribery,  or  to  launder  money  from 
drug  trafficking  or  other  illicit  activities.   This  is 
accomplished  in  two  ways: 

1.    Through  financial  and  criminal  background  investigations, 

ATF  ensures  that  permits  are  not  issued  to  convicted  felons 
or  persons  whose  business  experience  or  associations 
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indicate  a  propensity  toward  fraud  or  illegal  activities. 

2.    ATF  ensures  that  entities  already  qualified  and  possessing 
permits  remain  in  compliance  by  conducting  selective 
investigations  to  determine  that  no  hidden  ownership,  unre- 
ported changes  in  control  or  ownership,  or  illegal  funding 
is  present. 

Tax  Compliance 

Historically,  ATF  has  encouraged  the  alcohol  industry  to  pay 
the  proper  amount  of  excise  taxes  through  a  strong  revenue 
examination  program.   Tax  compliance  is  achieved  by  focusing  on 
production  facilities  that  pose  the  greatest  risk  to  revenue 
based  on  the  volume  of  operations,  past  history  of  violations, 
poor  internal  controls,  or  questionable  financial  condition. 
Compliance  Operations  conducts  office  audits  of  the  tax  returns 
and  conducts  field  inspections  at  production  facilities  to  ensure 
that  these  taxes  are  paid  timely,  and  in  full.   During  FY  1993, 
net  alcohol  excise  tax  collections  amounted  to  $7.6  billion. 
During  this  same  period,  tax  liability  on  inventories  held  by 
permittees  exceeded  $27  billion. 

ATF  continues  to  upgrade  the  skills  of  its  tax  specialists 
and  other  employees  by  providing  them  with  modern  equipment  and 
advanced  training.   Phase  I  of  the  Integrated  Collection  System 
(ICS)  was  successfully  implemented.   This  data  base  will  track 
all  excise  and  special  taxpayer  accounts.   Employees  will  be 
trained  in  recently  revised  procedures  and  processing  techniques. 
An  improved  taxpayer  assistance  program  is  being  developed. 

The  budget  includes  a  proposal  to  increase  Special 
Occupational  Tax  (SOT)  compliance  that  would  realize  $13.6 
million  in  new  revenue  by  increasing  the  compliance  level  among 
retailers  of  alcoholic  beverages  liable  for  SOT.   Wholesalers  and 
other  suppliers  would  only  be  allowed  to  sell  to  retailers  who 
were  current  in  paying  their  SOT.   For  suppliers,  this  would 
involve  their  building  in  a  procedure  to  verify  payment  by  new 
customers  and  to  check  once  yearly  on  existing  businesses.   The 
requirement  is  not  unlike  what  already  goes  on  in  most  states 
where  retail  establishments  are  licensed  and  wholesalers  may  sell 
only  to  licensees. 

ATF  collected  $112.4  million  in  special  occupational  tax, 
(SOT),  from  over  400,000  manufacturers,  wholesalers  and  retail 
dealers  during  FY  1993.  Cross  checks  between  the  floor  stocks 
tax  and  special  tax  databases  were  conducted  to  test  the  level  of 
compliance  by  wholesalers  and  other  permittees  and  to  identify 
delinquencies.  Significant  floor  stocks  tax  delinquencies 
include  the  following: 

Vie  determined  that  a  distilled  spirits  plant  had  an  outstanding 
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floor  stocks   tax  liability  from  1991.      Due   to  an   internal 
communications  problem   the  proprietor  incorrectly  submitted   the 
actual   return   for  much   less    than   what   was   owed.      Additional    tax, 
penalty  and  interest   collected  totaled   $99,105. 

A  wholesaler  of  wine   and  malt   beverages   was   identified  as   a   floor 
stocks   tax  non-filer.      A  conference  was  held  with    the  president 
of  the  company  and  $65,305   in   tax,    penalties  and  interest  was 
collected . 

In  support  of  examinations  conducted  at  the  premises  of 
revenue  producing  plants,  specialists  in  regional  offices  review 
tax  returns  and  other  documents  submitted  by  revenue  producers. 
These  office  reviews  are  an  important  part  of  ensuring  that 
excise  taxes  are  collected  and  that  proper  payments  of  claims  are 
made.   Results  of  these  office  and  field  audits  of  excise  taxes 
include  the  following: 

A  California  brewery  was   found   to  have  exceeded   the  overfill 
tolerance   on   packaged  beer   for  almost   a   year  without   paying   the 
additional    tax  due   on   the   amount   of   the   overfills .      This   finding 
resulted  in    the  collection  of  $171,565  in  beer  tax  and  additions. 

A  revenue  inspection   of  a  major  importer  disclosed   that    the 
importer  had   used   incorrect    tax  rates   on   2   of   its   major  products, 
relative   to  the  allowance  of  credit   for  wine  and  flavors   under  26 
U.S.C.    5010.      Corrective  action  was   taken   immediately  resulting 
in  payment  of  $172,981   on   the  next  return. 

A  New  York  winery  was   cited  for  not  paying   tax  on  overfills  over 
a  seven  month  period  and  for  failing   to  pay  on   unexplained 
inventory  shortages   of  bottled  wine.      Subsequently,    the    tax 
liability  of  $58,928    (including  applicable  penalties  and 
interest)    which  resulted  from  both  violations  has  been  paid. 

Smuggling  of  alcoholic  beverages  and  tobacco  products  into 
Canada  has  become  very  prevalent  due  to  the  much  higher  taxes 
north  of  the  border.   We  are  also  concerned  that  untaxpaid  goods 
could  be  diverted  back  into  the  U.S.  market. 

In   November,    1993,    ATF  agents   seized   7,600   cases   of  distilled 
spirits  outside  Buffalo,    New  York.      Combined  Federal    and  state 
tax  value  was  over  $750,000.      The  spirits  were   in   transit   from 
Kentucky,    ostensibly  for  export .      The  seizure  occurred  when   the 
spirits  were  being  off-loaded  from   the  original    trucks   into  an 
unbonded  warehouse  facility. 

Examination   of   a   bonded  wine  warehouse   disclosed   undocumented  and 
overreported  export  removals   from  1989   through   1990.      We 
collected  an   additional    $20,675   in   tax  and  additions   on    these 
shipments . 
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Training,  such  as  Advanced  Examination  Techniques,  is  being 
given  to  field  employees  so  that  they  are  better  able  to  detect 
tax  payment  deficiencies.   To  support  field  operations, 
professional  ATF  auditors  are  called  on  to  assist  with  the  most 
complex  and  sophisticated  records  of  taxpayers,  and  also  serve  as 
a  technical  resource  for  other  segments  of  the  Bureau. 

Alcohol  Product  Integrity 

The  Bureau  has  uncovered  and  taken  corrective  action  on  a 
number  of  imported  products  contaminated  with  hazardous 
ingredients.   In  the  recent  past  we  have  dealt  with  domestic  and 
foreign  adulterations  involving  a  wide  assortment  of  toxic 
substances:   diethylene  glycol,  ethyl  carbamate,  lead,  methyl 
isothiocyanate,  mercury  and  even  radioactive  contamination  from 
the  Chernobyl  disaster.   This  work  requires  us  to  work  closely 
with  the  Food  and  Drug  Administration  (FDA)  and  with  trade 
representatives  from  nations  throughout  the  world. 

In  FY  1993  we  investigated  the  levels  of  the  pesticide 
dibutyl  phthalate  (DBP)  in  Russian  vodkas.   We  collected  vodka 
samples  nationwide  and  lab  analysis  did  detect  the  presence  of 
the  chemical.   Levels  of  DBP  found  in  the  products  were  well 
below  FDA  tolerances,  so  we  concluded  the  products  presented  no 
health  risk.   However,  the  project  also  detected  persistent 
irregularities  in  proof  as  well  as  use  of  excess  sugar  added  by 
producers  to  some  products,  so  we  had  tax  and  labeling  issues  to 
resolve. 

We  also  learned  that  some  Argentine  wines  had  been  laced  with 
methanol.   We  determined  that  none  of  the  contaminated  wines  were 
shipped  into  this  country,  but  only  after  making  a  thorough 
investigation  and  conducting  a  sampling  program  of  Argentine 
wines  offered  for  U.S.  sale.   We  issued  guidance  to  importers  and 
wholesalers  of  wines  from  Argentina  requiring  that  future 
shipments  be  tested  for  methanol,  and  that  any  levels  of  methanol 
above  the  safety  standard  set  by  the  FDA  be  reported  to  ATF 
immediately.   We  will  be  conducting  follow-up  testing  of  these 
wines. 

We  also  sampled  tequilas  for  formaldehyde  following  an 
anonymous  tip  that  producers  were  adding  formaldehyde  to  their 
products.   While  formaldehyde  was  present  in  more  than  90  per 
cent  of  the  samples,  FDA  informs  us  that  it  is  believed  to  be  a 
natural  by-product  of  fermentation  of  the  agave  plant,  and  that 
naturally  occurring  levels  pose  no  health  hazard.   We  are 
continuing  to  look  into  whether  the  formaldehyde  occurs  naturally 
or  may  in  fact  have  been  added  during  production  in  Mexico. 

In  our  ongoing  Market  Basket  sampling  program,  samples  of 
alcoholic  beverages  are  picked  up  in  the  field,  usually  through 
normal  retail  channels,  and  are  then  analyzed  at  the  ATF  National 
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Laboratory.   Due  to  changing  viticultural  practices,  industry 
materials  costs  and  market  conditions,  potential  contaminants  and 
fraud  opportunities  can  change  over  time.   Accordingly,  the 
Bureau  continually  adjusts  targeting  of  trouble  spots,  selection 
criteria,  and  analytical  techniques.   Rather  than  waiting  for 
outside  tips  or  some  incident  to  disclose  labeling,  revenue  or 
health  hazard  problems,  this  approach  provides  us  with  a  means  to 
develop  intelligence  and  get  a  jump  on  potential  violations. 

Certificates  of  Label  Approval  (COLA)  are  required  before 
alcoholic  beverages  may  be  bottled  or,  in  the  case  of  foreign 
products,  imported.   In  FY  1993,  the  Bureau  processed 
58,826  applications  for  label  approval.   Each  application  is 
reviewed  for  compliance  with  regulatory  provisions  designed  to 
prevent  consumer  deception  and  protect  public  safety.   For 
example,  the  sulfite  warning.  Government  health  warning,  varietal 
and  vintage  labeling  on  wine,  and  proper  disclosure  of  alcohol 
content  are  reviewed.   There  are  currently  1.3  million  approved 
labels  on  file. 

Label  approval  is  also  an  important  aspect  in  our  program  to 
ensure  that  hazardous  and/or  deceptive  products  do  not  enter  the 
market  and  that  taxes  are  paid  at  the  proper  rate.   With  a 
shrinking  market,  incentives  for  label  fraud  and  tax  evasion 
schemes  are  increasing. 

In  FY  1993,  we  continued  to  find  significant  instances  of 
label  problems  by  which  the  public  is  deceived  about  the  contents 
of  alcoholic  beverages.   These  problems  included  the  alteration 
of  Certificates  of  Label  Approval  (COLA's),  the  use  of  terminated 
or  another  importer's  COLA's,  and  labels  that  didn't  contain  the 
mandatory  Health  Warning  Statement  or  declaration  of  sulfites. 
In  1993,  17  label  fraud  cases  were  resolved  by  offers  in 
compromise  totalling  $84,500,  and  11  permits  were  suspended  for  a 
total  of  69  days.   The  following  are  some  results  of  our  label 
fraud  program: 

In  a  new  approach,    inspectors  participated  in   the  BLITZ  program, 
which   consisted  of  working  with  U.S.    Custojns   inspectors   for  a 
full   month,    examining  entries   of   imported  alcoholic  beverage 
products.      The   examinations   resulted   in   five   instances   in   which 
fraudulent   Certificates  of  Label   Approval   were   used   to  import 
products ,    resulting  in   19   entry  detentions,    and  2  entry  seizures 
by  Customs. 

In   one   recently  resolved   case,    a   California   winery  and   its 
president  were   indicted  by   the  U.S.    Attorney's  office   for 
conspiracy  in   defrauding   the  wine   industry  and   the  wine   consuming 
public.      In   a   plea   agreement,    the   winery  will    pay   a   fine   of   $2.5 
million   and   the   officer  a   fine   of   $500, 000 .      This   action 
concludes   a   five-year  ATF  investigation   of   the   California   wine 
and  grape  growing  industry  involving  the  misrepresentation  of   the 
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varietal   composition  of  wine. 

Imported  alcoholic  beverages   can   pose   tax  as   well    as   labeling 
issues.      One   case   involved  a   shipment   from  Portugal,    ostensibly 
Portuguese  wines.      The  shipper  had  hidden   undocumented  distilled 
spirits   in    the  middle   of   the  wine   container .      The   distilled 
spirits   were  not   covered  by  a   certificate   of   label    approval,    and 
thus   could  not   legitimately  enter   the   U.S.,    regardless   of   the   tax 
and  duty  ramifications .      This  case  was  successfully  prosecuted  by 
the  cognizant   U.S.    Attorney. 

Market  Integrity 

To  enforce  comroercial  bribery  provisions  of  the  Federal 
Alcohol  Administration  (FAA)  Act,  ATF  aggressively  investigates 
allegations  of  significant  violations.   Bureau  efforts 
concentrate  on  those  industry  members  engaged  in  commercial 
bribery  and  intimidation  tactics  or  inducements  designed  to 
restrain  free  trade. 

In  October  of  1992,  the  U.S.  Court  of  Appeals  for  the 
District  of  Columbia  ruled  against  ATF  in  the  Fedway  case.   The 
decision  narrowed  the  scope  for  action  in  this  area  by  ruling 
that  a  proper  definition  of  "exclusion",  generally  the  key 
element  of  proof  required  for  a  violation  of  FAA  Act  trade 
practices  provisions,  needed  to  be  much  more  restrictive  than 
longstanding  ATF  practice.   Accordingly,  as  we  formally  announced 
to  the  industry  in  July  of  1993,  we  will  soon  undertake  a 
rulemaking  proceeding  to  redefine  the  term  "exclusion".   We 
anticipate  very  active  participation  by  the  industry,  consumer 
groups,  and  others  since  the  result  is  likely  to  be  a  significant 
departure  from  previous  ATF  policies  which  dated  back  to  the 
1930's. 

Enforcement  of  the  advertising  provisions  of  the  FAA  Act 
focused  on  the  health  claims  issue.   In  1992  the  television 
program  "Sixty  Minutes"  did  an  item  on  the  so-called  French 
paradox,  i.e.  the  belief  that  red  wine  was  beneficial  in 
counteracting  the  rich  French  diet,  resulting  in  a  lower  rate  of 
coronary  disease.   Some  wineries  and  organizations  rushed  to  make 
this  claim  in  various  advertising  materials.   This  is  contrary  to 
the  longstanding  prohibition  against  "curative  and  therapeutic 
effects"  in  labeling  and  advertising  of  alcoholic  beverages.   In 
July  1993,  ATF  published  an  industry  circular  announcing  an 
upcoming  rulemaking  on  adopting  FDA  procedures  for  approving 
health  claims.   ATF's  position  is  that  health  claims  for 
alcoholic  beverages,  even  if  backed  by  scientific  studies,  would 
be  misleading  to  the  consumer  (and  therefore  unlawful)  if  not 
presented  as  part  of  a  "balanced  picture",  including  discussion 
of  the  risks  of  consuming  alcohol  and  not  only  the  benefits. 
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International  Activities 

ATF  personnel  met  with  foreign  government  representatives  as 
the  U.S.  hosted  for  the  first  time  the  General  Assembly  of  the 
International  Office  of  Vine  and  Wine  (OIV) .   The  conference  also 
offered  an  opportunity  for  those  in  the  American  wine  and  grape 
industry  to  meet  and  exchange  information  with  government  and 
industry  leaders  in  the  wine  and  grape  trade  sectors  of  4  3  other 
countries.   The  consensus  was  that  this  was  one  of  the  best 
General  Assemblies  ATF  personnel  have  ever  attended. 

ATF  has  continued  to  verify  that  imported  products  comply 
with  U.S.  requirements,  and  to  reduce  technical  barriers  that 
impede  access  of  this  country's  alcoholic  beverages  to  foreign 
markets. 

ATF  convinced  the  OIV  to  develop  an  international  agreement 
for  the  timely  sharing  of  information  on  such  subjects  as 
contamination  and  wine  fraud.   We  successfully  tested  the 
procedure  when  we  learned  that  methanol  was  found  in  Argentine 
wines. 

Chile  prohibited  the  importation  of  a  particular  brand  of 
American  whisky  because  Chile's  regulations  set  a  certain  limit 
on  impurities.   The  whisky's  producer  stated  that  the  product 
derives  its  character  from  a  higher  level  of  fusel  oils  that 
occur  naturally  in  the  production  process.   With  information 
provided  by  ATF,  the  U.S.  negotiator  was  able  to  convince  the 
Chilean  government  to  eliminate  the  impurities  limitation,  and 
the  whisky  product  now  has  access  to  the  Chilean  market. 

CO  TOBACCO  PROGRAM 

In  FY  1993  tobacco  excise  tax  collections  exceeded  $5.8 
billion.   FY  1994  and  1995  excise  tax  collections  are  projected 
to  increase  to  $6.2  billion  due  to  a  tax  increase  that  was 
effective  January  1,  1993.   In  1993,  for  the  second  time  in  three 
years,  an  excise  tax  increase  on  tobacco  products  went  into 
effect.   Our  floor  stocks  tax  program  collected  $185  million  this 
year;  in  comparison,  $168  million  was  collected  for  the  1991  tax. 

The  tobacco  program  is  similar  to  the  qualification  and  tax 
compliance  aspects  of  our  alcohol  program.   Applicants  for 
permits  are  screened  and  qualification  inspections  are  conducted 
to  keep  out  those  likely  to  commit  tax  fraud  or  to  launder  money 
obtained  from  illicit  sources  such  as  drug  trafficking.   Recent 
market  and  legislative  changes  are  altering  the  once  stable 
environment  surrounding  the  industry.   With  declining  consumption 
and  increased  tax  rates,  field  inspections  and  office  review  of 
tax  returns  and  other  documents  are  essential  to  ensure  that 
taxes  are  timely  and  accurate. 
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An  examination  of  a   tobacco  products  factory  disclosed  a   shortage 
of  over   16   million   cigarettes.      The   shortage   was   believed   to  be 
the  result  of  an   accounting  error  between   cases   and  cartons.      As 
a  result  of  the  examination,    the  manufacturer  paid  an  additional 
$200,037 . 

A  floor  stocks   post-inventory  verification   was   conducted  at   a 
public  warehouse   facility  serving  as   a   storage   and   distribution 
center   for  six   cigarette   manufacturers .      The   warehouse   does   not 
take   ownership  of   the   cigarettes   at   any  point   in    time.      During 
the  inspection   it  was   learned   that  a  number  of  shipments  had  been 
in   transit  during  the   time  period  12/29/92    to   1/6/93.      These 
shipments   included  goods  moving  back  and  forth  between   this 
facility  and  other  public  warehouses  as  well   as   shipment   from 
manufacturers   to   this  warehouse.      Nineteen  shipments  with  a   total 
tax  value   of   $58,228   are   at   issue   and  will   be   further   verified  as 
to  who  had  ownership/ liability  and  whether  the   tax  was  paid. 

The  Bureau  is  developing  new  inspection  procedures  and 
techniques  to  address  the  increased  risk  of  diversion  of  export 
cigarettes  to  the  domestic  market.   Smuggling  of  alcohol  and 
tobacco  products  across  the  Canadian  border  has  been  a  serious 
problem  for  Canadian  authorities  for  some  time  due  to  the  much 
higher  tax  rates  north  of  the  border.   We  continue  to  work 
cooperatively  with  the  Canadians  on  this  matter.   As  we 
suspected,  we  are  also  finding  evidence  of  diversion  of  shipments 
designated  for  export  back  to  the  U.S.  market.   Since  export 
shipments  are  removed  without  payment  of  tax,  profits  from 
diversion  can  be  substantial,  especially  in  the  higher  tax 
states. 

CO  EXPLOSIVES  PROGRAM 

ATF's  explosives  program  ensures  that  licenses  and  permits 
are  issued  only  to  eligible  persons,  that  records  are  maintained 
in  order  to  permit  traces  of  explosives  used  illegally,  and  that 
explosive  materials  are  stored  safely  and  securely. 

The  Bureau's  Licensing  Center  personnel  review  all 
applications  for  accuracy  and  initiate  criminal  records  checks  to 
prevent  convicted  felons  and  other  prohibited  persons  from 
receiving  a  license  or  permit.   During  FY  1992,  4,443 
applications  were  received  and  processed.   Inspectors  examine 
explosives  storage  facilities  before  license  or  permit  issuance 
to  ensure  that  the  facilities  meet  Federal  standards  for  magazine 
construction  and  separation  distance  (from  occupied  buildings, 
highways,  etc.).   Enforcement  of  these  requirements  protects 
public  safety. 

After  a  person  is  issued  an  explosives  license  or  permit,  ATF 
inspectors  conduct  periodic  compliance  inspections.   During 
FY  1992  a  total  of  4 , 356  .inspections  were  conducted  which 
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disclosed  1,793  violations  and  resulted  in  96  referrals  to  law 
enforcement  agencies.   These  inspections  ensure  that  the  storage 
facilities  continue  to  meet  ATF  safety  and  anti-theft 
requirements,  and  that  sufficient  records  are  maintained  to 
enable  law  enforcement  officers  to  trace  the  movement  of 
explosives. 

Compliance  Operations  auditors  assist  ATF  Law  Enforcement  and 
other  Compliance  Operations  offices  in  bombing,  arson-f or-prof it, 
firearms  and  label  fraud  cases.   Auditors  assisted  on  225  such 
cases  in  1993.   Most  of  the  significant  cases  involved  analyzing 
financial  documents  to  determine  if  a  financial  motive  existed 
for  the  owners  to  have  property  destroyed,  asset  forfeiture, 
hidden  ownership  and  money  laundering.   Other  cases  involved 
investigations  which  were  worked  with  U.S.  Customs,  IRS,  U.S. 
Postal  Service,  and  state  and  local  agencies. 

Examples  of  explosives  inspections  and  arson  investigation 
assistance  include: 

An  Illinois  licensed  user  of  low  explosives  received  a  visit   from 
an   inspector/agent   team  when   it   was   alleged   that   he  was   selling 
Class   B   fireworks   and   storing   them   in   his   house   and   garage.      The 
permittee   was   in    the   middle   of  making  a   sale   from   the   garage   when 
the   ATF   team   arrived.      The   garage   was   90   percent   full    of 
fireworks,    including  about   10   percent   Class   B.      The   permittee 
admitted   there  were   more   fireworks   in    the   house   and   several 
hundred   aerial    shells   measuring  2    to   5   inches   in   diameter  were 
found  in    the   front   bedroom.      The   county  Bomb  and  Arson   Unit   was 
called   to  remove   about   40,000   pounds   of   fireworks .      Charges   were 
filed  against   the  permittee  and  his  permit  has  been   revoked. 

A  licensed  manufacturer  and  importer  of  fireworks   in   Pennsylvania 
pled  guilty   to  a   felony  charge   following  ATF  inspection  and 
investigations.      An   inspector  examining  drop  trailers   containing 
fireworks   found   600   cases  of  Class  B   fireworks   that  were   labeled 
as   Class   C  or  had  Class   B   labels   cut   off.      Another   inspector  in. 
New  Jersey  read   a   report   of   this   incident   and   thought    there   might 
be  a   link   to  an   individual    arrested   in   New  Jersey  en   route   to  New 
York  with   a   van   load  of  fireworks .      On   referral    of   this 
information,    ATF  law  enforcement   initiated   a   criminal 
investigation   of   the   licensee.      He   now   faces   a   possible   5   years 
imprisonment   and   $250,000   fine.      The   licensee   and   close   relatives 
control    three  explosives   licenses  all    tied  to   this   case.      We  have 
initiated  revocation  action  against   all    three   licenses . 

Auditors  assisted  and  testified  in  an  arson  and  hazardous  waste 
export   case  worked  jointly  with   U.S.    Customs.      Two   defendants 
were   found  guilty   and   sentenced   to   97   months   and   60   months, 
respectively .      In   addition,    almost    $500,000   in   restitution   and 
asset   forfeiture  was  ordered.      The   case  was  one  of   the  first   uses 
by  ATF  of  asset   forfeiture   in  an  ^rson   case. 
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EQUAL  OPPORTOMITY  PROGRAM 

ATF's  work  force  has  increasingly  become  reflective  of  the 
nation's  diversity  over  the  span  of  the  last  two  decades.   The 
Bureau  continues  to  achieve  cultural  diversity  in  its  work  force. 
ATF  is  proud  of  the  accomplishments  that  have  been  reported  annually 
to  the  Department,  to  the  Equal  Employment  Opportunity  Commission 
(EEOC) ,  and  to  your  committee.   These  accomplishments  were  made  with 
much  effort  and  our  reports  were  accompanied  by  a  sense  of  pride. 

Sexual  Harassment 

As  a  result  of  investigations  in  two  sexual  harassment 
complaints,  two  male  supervisors  have  been  removed  from  employment 
with  the  Bureau. 

Current  Equal  Opportunity  Initiatives 

In  an  effort  to  move  the  Bureau's  EO  program  to  a  more  positive 
posture  a  Special  Equal  Opportunity  Task  Force  was  convened  in 
January  1993.   The  Task  Force  consisted  of  eleven  highly  experienced 
and  well  qualified  individuals  both  from  within  ATF  and  outside  ATF, 
who  were  asked  to  make  recommendations  to  help  develop  the  most 
progressive,  state-of-the-art  program  in  Government  for  combatting 
discrimination,  sexual  harassment,  and  reprisal.   The  task  force 
addressed  (1)  the  degree  to  which  our  present  system  discourages  or 
encourages  employee  participation;  (2)  the  comprehensiveness  of  our 
existing  training  programs;  (3)  the  uniformity  and  seriousness  of 
actions  taken  in  response  to  findings  of  discrimination;  and,  (4) 
the  degree  to  which  current  EEOC  and  Departmental  policies  and 
guidelines  contribute  to  any  weaknesses  disclosed.   The  Task  Force 
submitted  its  final  report  in  July  1993  outlining  the  following 
recommendations : 

1.  Design  an  Ombudsman  Program,  which  will  give  the  agency  an 
opportunity  to  negotiate  the  issues  and  resolve  many  of  the 
concerns  at  the  lowest  level.   This  will  also  reduce  the  number 
of  formal  complaints  being  filed  in  the  Bureau. 

2.  Develop  a  Table  of  Penalties  that  can  be  utilized  as  a 
guideline  for  disciplinary  actions  to  ensure  that  every 
employee,  from  the  lowest  grade  through  the  highest,  will  face 
identical  penalties  for  identical  misconduct. 

3.  Initiate  training  courses  that  are  interactive,  reflect  ATF 
policy,  provide  concrete  examples,  and  utilize  the  team  teach 
approach. 

4.  Treat  sexual  harassment  as  a  conduct  problem  and  stress 
accountability  of  employees  and  supervisors  for  their  own 
behavior  as  well  as  for  the  behavior  of  those  whom  they 
supervise. 
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5.   Expand  the  Office  of  Law  Enforcement's  Minority  Impact  Program 
to  all  directorates  with  strong  visible  support  by  the  Director 
and  managers  at  all  levels. 

All  of  the  recommendations  have  been  adopted  by  the  Bureau  and 
are  currently  in  the  implementation  stage. 

Former  Director,  Stephen  E.  Higgins  asked  the  Treasury 
Department's  Office  of  the  Inspector  General  to  examine  our  handling 
of  the  cases  reported  on  "60  Minutes"  the  final  report  and  the 
results  of  that  review  have  not  been  issued. 

EO  Training 

Regional  EO  Managers  are  currently  providing  EO  Training  to  all 
Bureau  employees.   The  EO  Training  is  a  3  1/2  hour  training  module, 
which  covers,  complaint  processing,  sexual  harassment.  Affirmative 
Employment,  discrimination,  and  special  emphasis.   Over  90%  of  all 
Bureau  employees  have  received  Certificates  for  their  participation 
in  the  training.   A  committee  was  established  to  develop  a  Uniform 
EO  Training  Program,  which  will  be  implemented  throughout  the  Bureau 
during  FY  1994. 

Multicultural  Leadership  and  Sexual  Harassment  Training 

The  Defense  Equal  Opportunity  Management  Institute  (DEOMI)  has 
conducted  three  2-day  workshops  at  the  Bureau  of  ATF.   A  total  of 
155  managers,  supervisors,  and  employees  attended  the  sessions  which 
focused  on  Executive  Leadership  and  Sexual  Harassment.   The 
workshops  were  held  in  Washington,  D.C.,  Houston,  TX  and 
Chicago,  II. 

Equal  Opportunity  Advisory  Committee 

All  Regional  EO  Managers  are  in  the  process  of  establishing  an 
EEO  Advisory  Committee.   The  purpose  of  the  committee  is  to  assure 
all  employees  that  they  have  a  forum  to  address  EEO  concerns  or 
perceived  barriers  to  EEO  within  the  Bureau.   EO  Regional  Managers 
will  provide  committee  bylaws  and  guidance  as  necessary. 

Mentoring  Program 

In  September  1992,  the  Office  of  Equal  Opportunity  spear-headed 
a  Headquarters  Pilot  Mentoring  Program  for  all  employees.   A 
successful  six-month  evaluation  of  the  program  was  conducted  in 
early  June.   Since  the  implementation  of  the  Mentoring  Program,  the 
Office  of  Equal  Opportunity  continues  to  receive  positive  feedback 
from  interested  employees.   On  September  27,  1993  the  Pilot  Program 
was  officially  terminated  with  a  meeting  of  all  participants  and 
discussion  of  the  6  month  and  1  year  evaluations  prepared  by  the 
participants  .   The  Mentoring  Program  is  scheduled  for 
implementation  in  ATF  Field  Offices  in  March  1994. 
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Sexual  Harassment  Prevention  Techniques 

In  an  attempt  to  reaffirm  the  Bureau's  commitment  to  eliminate 
sexual  harassment  in  the  work  place,  we're  taking  every  possible 
measure  to  curtail  the  occurrence  of  sexual  harassment.   The 
Bureau's  Sexual  Harassment  Hotline  is  currently  operating  in  the 
Office  of  Equal  Opportunity.   Employees  can  reach  the  hotline  by 
dialing  1-800-ATF-2EEO  between  the  hours  of  8:30  a.m.  -  5:00  p.m. 
EST.   In  addition  to  the  hotline,  the  Office  of  Equal  Opportunity 
has  distributed  ATF  Zero  Tolerance  Sexual  Harassment  Posters  to  all 
field  offices  for  display  in  every  post-of-duty .   An  Official  ATF 
Order  on  Sexual  Harassment  is  now  in  the  review  stage.   As  soon  as 
the  order  is  completed  it  will  be  immediately  distributed  to  all  ATF 
employees. 

It  is  the  policy  of  the  Bureau  of  Alcohol,  Tobacco  and  Firearms 
(ATF)  that  all  employees  are  afforded  the  opportunity  to  work  in  an 
environment  that  is  free  of  discrimination,  harassment  and 
retaliation. 

This  Bureau  is  committed  to  Equal  Opportunity  for  all  employees 
and  it  will  continue  to  be  an  integral  part  of  the  Bureau's  mission. 

MANAGEMENT.  ORGANIZATIONAL  AND  PRODUCTIVITY  IMPROVEMENTS 

Strategic  Planning  and  Organizational  Assessment 

A  Strategic  Planning  Group  tasked  with  leading  the  development 
of  an  enhanced  multi-year  strategic  planning  process  for  the  Bureau 
has  been  established.   The  plans  will  identify  the  most  critical 
long  range  program  goals  for  the  Bureau  and  outline  strategies  for 
ensuring  that  the  goals  are  effectively  met,  and  form  a  basis  for 
the  shorter-term  operating  plans.   In  tangent  with  this  process  is 
the  establishment  of  a  Bureau  Focus  Group  to  recommend  means  to 
streamline  and  improve  ATF's  organizational  structure.   This  group 
will  recommend  how  the  Bureau  can  best  meet  Administration 
initiatives  impacting  overall  staffing  levels,  reductions  in  senior 
level,  and  supervisory/managerial  positions.   The  group  will  also 
present  recommendations  concerning  organizational  structure  changes 
that  will  best  meet  the  needs  of  the  Bureau  for  the  next  five  to  ten 
years. 

Accounting  Svstems 

Phase  I  of  the  Integrated  Collection  System  (ICS) /Financial 
Management  Information  System  (FMIS)  Project  had  the  goal  of 
integrating  Compliance  Operations  revenue  collections  systems  with 
the  ATF  core  financial  system.   Along  with  this  effort,  ATF  chose  to 
modernize  its  core  financial  system  with  American  Management 
Systems'  off-the-shelf  accounting  package.   Integration  of  the 
revenue  and  administrative  accounting  functions  was  achieved  in 
October,  1993. 
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The  second  phase  of  the  ICS/FMIS  project  will  integrate 
additional  financial  functions  with  the  basic  core  accounting 
system.   Examples  include  the  integration  of  acquisitions,  fixed 
assets,  travel  and  travel  relocation  services.   In  addition, 
Phase  II  will  provide  a  greatly  enhanced  ability  to  monitor  the 
performance  of  taxpayers  and  target  those  accounts  where  additional 
revenues  might  be  owed. 

In  FY  1995,  the  Bureau  is  requesting  $2,700,000  to  continue 
Phase  II  modernization  efforts  of  its  revenue  collections  systems 
and  financial  management  systems.   A  large  part  of  this  funding  will 
be  used  to  initiate  a  full  scale  conversion  of  the  Bureau's  current 
multiple  tax  and  fee  databases  into  a  single  Integrated  Collections 
System.   This  effort  will  result  in  increased  revenue  protection, 
accelerated  processing  of  taxpayer  applications,  returns,  and 
reports.   Also,  we  will  dedicate  resources  to  customizing  core 
accounting  reports  and  upgrading  to  a  new  software  release. 

Organizational  and  Productivity  Improvements 

During  FY  1992,  an  extensive  review  and  analysis  of  the 
Bureau's  inventory  process  was  conducted.   This  was  done  with  a  view 
towards  finding  ways  to  improve/simplify  a  traditionally  burdensome 
process.   This  is  a  dramatic  change  to  the  wall-to-wall  inventory 
approach  which  the  Bureau  had  employed  for  over  20  years.   This  new 
inventory  strategy  is  less  disruptive  to  the  work  place,  requires 
less  staff  hours  to  complete,  and  allows  designated  custodial 
officers  the  necessary  time  to  concentrate  on  a  certain  commodity  or 
commodities  and  not  the  entire  65,000  item  database  at  one  time. 

Procedures  were  developed  for  the  submission,  processing,  and 
approval  of  requests  for  exchange  of  Bureau-owned  motor  vehicles. 
The  exchange  process  involves  the  replacement  of  nonexcess  vehicles 
by  trade  or  trade-in  with  a  supplier  (generally  an  automobile 
dealership) .   The  value  of  the  replaced  item  is  used  to  acquire  a 
similar  vehicle  with  an  equitable  value.   Significant  savings  can  be 
realized  by  obtaining  replacement  vehicles  through  these  procedures. 

In  FY  1993,  the  Bureau  implemented  the  Financial  Management 
Service's  "Electronic  Certification  System,"  an  electronic  payment 
and  certification  system.   This  system  allows  the  electronic 
transfer  of  Bureau  payments  directly  to  the  payees'  bank  accounts. 
The  system  has  been  in  effect  since  May  1993  and  has  substantially 
improved  the  quality,  timeliness  and  efficiency  of  large  dollar 
transactions  and  emergency  payments  to  vendors. 

The  Bureau  continued  its  aggressive  Prompt  Payment  Act  program, 
further  reducing  violations  from  0.075%  in  FY  92  to  0.050%  in 
FY  1993.   This  rate  will  increase  in  FY  1994  due  to  the  conversion 
to  a  new,  more  complex  accounting  system.   However,  the  Bureau  is 
dedicated  to  continuous  reduction  of  payment  violations  and 
remaining  competitive  with  other  bureaus. 
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Relocations 

The  relocation  of  the  Bureau  Computer  Center  and  National  Fire- 
arms Tracing  Center  to  Falling  Waters,  West  Virginia,  is  scheduled 
to  be  completed  by  March  22,  1994.   The  General  Services 
Administration  has  advised  that  construction  of  the  new  facility 
should  be  completed  by  March  1,  1994.   The  Computer  Center  move  is 
tentatively  scheduled  to  take  place  March  19,  1994.   The  National 
Firearms  Tracing  Center  move  is  tentatively  set  for  March  7-11, 
1994. 

National  Treasury  Employees  Union  Contract 

The  President's  Executive  Order  on  Labor-Management 
Partnerships,  issued  in  November  1993,  is  expected  to  cause 
significant  changes  in  the  relationships.   The  bureau  is  developing 
options  for  how  to  best  approach  the  issues  outlined  in  the 
executive  order.   These  options  involve  the  nature  and  parameters  of 
specific,  formalized  partnership  activities  with  NTEU,  training  in 
alternative  dispute  resolution  techniques,  and  strategies  for 
bargaining  in  the  "permissive"  areas.   The  NTEU  Agreement  between 
ATF  and  the  NTEU  expired  in  November  1993,  NTEU  has  requested  that 
negotiations  be  opened  in  1994,  and  we  have  agreed  that  proposals 
will  be  exchanged  in  June,  with  formal  negotiations  to  follow  until 
a  new  agreement  is  reached. 

Mr.  Chairman,  as  you  see,  the  Bureau  has  had  a  busy  and 
productive  year.   I  am  very  proud  of  the  men  and  women  of  the  Bureau 
for  their  contributions  to  the   "War  on  Crime"  and  ensuring  that  the 
industries  which  they  regulate  are  in  compliance,  particularly  with 
respect  to  the  collection  of  excise  taxes. 
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Mr.  HOYER.  Mr.  Lightfoot,  did  you  want  to  make  any  statement 
before  I  ask  questions? 

Mr.  Lightfoot.  Just  to  reflect  on  a  pretty  tough  year  that  you 
have  all  gone  through,  and  it  is  time  to  move  ahead,  which  I  think 
it  is  what  you  all  are  trying  to  do. 

I  have  some  concern  with  some  of  the  proposals  coming  down 
from  the  Administration  and,  quite  frankly,  disagree  with  some  of 
them,  but  at  the  same  time  we  will  work  to  see  that  you  folks  have 
the  resources  to  do  the  task  you  are  assigned  to  do,  and  we  can 
maybe  discuss  some  of  those  a  little  bit  later. 

But  I  appreciate  everybody  coming  here  today,  and,  obviously,  we 
will  do  whatever  we  can  to  make  the  agency  and  the  people  in- 
volved as  effective  as  they  can  be. 

Director  Magaw  has  taken  on  a  great  challenge  here,  but  I  can't 
think  of  anybody  else  in  government  that  could  do  it  any  better. 
I  appreciate  the  good  work  you  are  all  doing. 

Mr.  Magaw.  Thank  you,  sir. 

FULL-TIME  EQUIVALENT  LEVELS 

Mr.  HOYER.  Mr.  Magaw,  let  me  first  deal  with  the  FTEs.  You 
have  4,191  in  fiscal  year  1994  and  4,171  for  1995,  a  net  reduction 
of  20  FTEs.  You  gain  FTEs  in  one  area  and  lose  a  greater  number 
in  another  area? 

Mr.  Magaw.  Yes,  the  Compliance  Firearms  Program  has  a  gain 
of  2  FTEs.  The  Compliance  Alcohol  Program  is  losing  22  FTE. 

Mr.  HOYER.  Twenty-two? 

Mr.  Magaw.  Yes,  a  twenty-two  FTE  recduction  to  the  Alcohol 
Program. 

Mr.  HoYER.  Now,  those  FTEs,  as  I  understand  it,  are  from  regu- 
latory, not  from  law  enforcement. 

Mr.  Magaw.  They  are  from  regulatory,  yes,  sir,  not  from  law  en- 
forcement. 

Mr.  HOYER.  Will  the  net  remaining  still  give  you  sufficient  per- 
sonnel to  accomplish  the  objectives  set  forth  for  you? 

Mr.  Magaw.  I  don't  think  any  Director  ever  feels  they  have 
enough.  We  understand  the  Administration's  and  Congress'  intent, 
and  we  will  work  very  hard  to  make  it  work. 

The  20  FTE  are  coming  from  the  compliance  side. 

We  are  going  to  reduce  in  the  FAA  area  and  sampling. 

Mr.  HoYER.  What  is  the  FAA  area? 

Mr.  Magaw.  The  Federal  Alcohol  Administration  Act  and  the 
sampling  that  is  done,  some  of  the  compliance  practices  and  busi- 
ness practices  that  we  oversee. 

Mr.  HoYER.  The  4,191  is  authorized  FTEs,  is  it  not? 

Mr.  Magaw.  Yes,  our  direct  funded  FTE  level  is  4,191  and  our 
reimbursable  funded  FTE  is  139— a  total  of  4,330  for  FY  1994. 

Mr.  HOYER.  How  many  FTEs  or  how  many  people  do  you  actually 
have  on  board? 

Mr.  Watkins.  We  have  4,337  on  board,  of  which  123  are 
reimburseable. 

Mr.  HoYER.  So  you  are  authorized  4,191  but  you  have  4,337  on 
board. 

Mr.  Magaw.  Turnover  has  been  low  over  the  past  two  years. 
Over  300  employees  are  at  the  age  or  have  sufficient  years  of  serv- 
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ice  where  they  could  leave  but  as  long  as  that  buyout  is  out  there 
they  are  not  going  to  leave. 

In  addition,  over  300  employees  qualify  under  early-out  provi- 
sions but  they  don't  view  early  retirement  as  being  beneficisil  to 
them. 

We  have  had  30  people  retire  in  January  and  two  that  we  are 
in  the  process  of  firing. 

Mr.  HOYER.  How  are  we  paying  those  folks? 

Mr.  Magaw.  We  are  paying  them  by  taking  funds  from  other 
areas  which  is  getting  to  be  a  serious  problem  for  us.  We  have  to 
transfer  funds  from,  for  example,  equipment  and  supplies. 

Mr.  HOYER.  Let  me  ask  you  something,  Director.  I  am  presuming 
that  we  will  hit  4,171  as  of  1995  if  that  is  where  we  leave  you.  Let 
me  tell  you  why.  This  Administration  has  set  a  target  reduction  of 
252,000  folks.  We  have  talked  about  exempting  law  enforcement. 
The  problem  with  exempting  law  enforcement,  of  course,  is  that 
makes  the  percentage  decrease  that  other  agencies  have  to  take 
higher.  So  it  is  going  to  be  very  difficult  to  exempt  anybody. 

We  want  to  try  to  minimize  it,  and  I  am  pleased  to  hear  that  the 
reduction  here  that  is  planned  is  on  the  regulatory  side.  Hopefully, 
by  efficiencies  in  information  handling  we  can  accomplish  more 
with  fewer  FTEs. 

But  in  order  for  you  to  reach  the  4,171,  you  are  going  to  have 
to  reduce  170  people. 

Mr.  Magaw.  We  have  almost  700  employees  who  are  either  eligi- 
ble to  retire  or  early  outs. 

BUY-OUT  LEGISLATION 

Mr.  HoYER.  The  early-out  bill  is  on  the  Floor  next  Tuesday  on 
the  suspension  calendar.  We  tried  to  pass  it,  as  you  know.  It  was 
objected  to,  frankly,  by  Senator  Roth  who  wanted  some  additional 
provisions  in  the  bill  that  passed  the  House  391  to  17. 

I  am  going  to  try  to  get  that  through  next  week,  but  we  have  to 
address  this  because  I  don't  want  to  see  involuntary  separations 
because  of  budget  constraints.  If  we  manage  this  correctly,  we  can 
do  it  without  RIFs.  Do  you  contemplate  any  RIFs? 

Mr.  Magaw.  No,  sir,  we  don't.  We  project  that  the  Bureau  will 
meet  this  number  without  RIFs.  If  the  buy-out  program  passes,  we 
expect  those  eligible  will  leave. 

CONTRACT  AND  REIMBURSABLE  PERSONNEL 

Mr.  HoYER.  Let  me  make  it  clear  to  those  in  the  room  who  may 
want  to  report  back  to  employees  and  others,  we  are  going  to  meet 
these  numbers.  I  don't  agree  with  the  252,000,  as  the  Administra- 
tion knows,  but  that  is  the  number  we  have  agreed  to.  It  has 
passed  the  House  on  a  number  of  occasions,  and,  therefore,  we  are 
going  to  meet  it. 

We  don't  do  the  252  next  year,  but  we  are  going  to  do  it  over  the 
next  five  years — actually,  six  years — and  that  is  mandated  in  this 
legislation. 

Let  me  ask  you  one  additional  question  on  the  employees'  side. 
Do  you  have  any  contract  personnel? 

Mr.  Magaw.  We  do  have  some  contract  personnel. 

Mr.  HOYER.  How  many  of  them? 
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Mr.  Watkins.  Yes,  sir.  In  our  information  systems  area,  we  have 
between  60  and  80  contract  personnel  on  board. 
Mr.  HOYER.  And  that  is  in  addition  to  the  4,300? 
Mr.     Watkins.     Yes,     sir.     The     4,330     FTE     level     includes 
reimbursables  not  contract  personnel. 

Mr.  HOYER.  One  hundred  and  thirty-six  would  get  you  down  to — 
reimbursables,  that  is,  folks  who  are  assigned  to  you  from  other 
agencies? 

Mr.  Magaw.  Their  salary  and  benefit  costs  are  reimbursed  by  the 
Department  of  Justice  and  other  sources. 

Mr.  HOYER.  But  they  are  included  in  the  FTE  level? 
Mr.  LiBERTUCCl.  The  reimbursable  budget  is  a  separate  budget 
from  the  direct  budget. 

Mr.  Mahaffie.  They  are  included  in  the  budget  levels  that  are 
reported  to  the  Justice  Committee. 
Mr.  Noble.  They  are  reported  somewhere. 

Mr.  HOYER.  Let  me  tell  you  the  trouble  that  we  have  in  Con- 
gress. We  passed  a  bill — passed  a  number  of  bills  using  different 
levels,  2,155,000,  2,134,000  and  2,043,000.  Now,  the  base  you  use 
is  very  important  because  we  are  going  to  take  252,000  from  some- 
thing. The  lower  it  is,  the  lower  number  you  to  have  to  get  to. 

The  number  we  are  trying  to  now  is  1,883,000  wherever  they  are 
reported,  and  somebody  has  tried  to  get  a  handle  on  this  for  13 
years  and  failed.  I  don't  want  the  Members  of  the  House  or  the 
Country  to  believe  that  we  flimflammed  them  on  these  numbers. 
So  we  need  to  focus  on  that. 

So  you  have  got  130  of  the  4,171.  How  many  contract  employees 
or  reimbursables,  as  you  refer  to  them,  do  you  expect  to  have? 

Mr.  Verburg.  In  contract  personnel  referred  to  earlier,  should  be 
outside  of  the  4,171. 

Mr.  HoYER.  I  understand  that.  There  are  4,171  plus  what  num- 
ber? 

Mr.  Verburg.  Should  be  the  137  plus  the  60,  if  you  want  to 
count  the  60  as  personnel  and  resource  available. 

Mr.  HOYER.  Does  that  get  me  to  196  in  addition  to  the  4,171 — 
136  plus  60,  196? 
Mr.  Verburg.  Yes. 

Mr.  HOYER.  And  you  add  that  to  the  4,171.  Would  I  be  correct 
in  presuming  that  you  have  4,367  personnel  working  for  ATF? 

Mr.  Black.  Mr.  Chairman,  the  contract  personnel  do  not  work 
for  ATF.  We  just  pay  a  contractor  who  pays  their  salaries.  They  are 
not  a  part  of  our  staffing. 

Mr.  HoYER.  I  understand  what  you  just  said.  The  American  pub- 
lic, when  you  tell  them  you  have  got  4,171  people  working  for  you 
and  then  you  say,  oh,  well,  yes,  we  have  60  contract  personnel,  we 
are  paying  them,  but  they  are  not  our  employees,  may  not  under- 
stand. 

Let  me  tell  you  what  we  did  at  NIH  because  of  the  salary  cap. 
We  didn't  pay  doctors  $122,000,  so  we  contracted  with  George 
Washington  University.  You  know  what  we  paid  for  each  one  of  the 
doctors?  $148,000.  Why?  Because  we  had  a  salary  cap  over  here. 
We  couldn't  hire  the  doctors  so  we  contracted  for  them  so  it  cost 
us  approximately  $35,000  to  $40,000  extra  dollars. 
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Now,  you  could  maybe  set  that  off  because  we  didn't  pay  FICA 
on  them.  The  contractor  paid  them,  all  that  stuff,  so  maybe  it  was 
a  wash. 

In  the  Department  of  Agriculture,  Chairman  Durbin  indicates 
that  fully  a  third  of  the  National  Library  of  Medicine's  people  are 
contract  people.  So  you  are  clearly  accurate.  They  are  not  our  em- 
ployees to  the  extent  they  are  not  in  FEHBP,  they  are  not  in  FERS 
or  CRS  but  we  need  to  keep  a  handle  on  it. 

So  I  am  correct,  though,  in  terms  of  bodies  we  have  working  in 
ATF?  4,367 — 4171  plus  the  196— are  contemplated  to  be  available 
for  fiscal  year  1995  to  work  at  ATF? 

Mr.  Magaw.  Yes,  if  contract  personnel  were  to  be  included  but 
contractor  saff  is  usually  not  considered  part  of  our  paid  workforce. 

Mr.  HOYER.  But  understand  that  if  we  say  we  are  going  to  oper- 
ate with  1,883,000  people  to  accomplish  our  objectives  and  then  we 
contract  out  and  hire  another  300,000  people,  the  American  public 
are  going  to  think  we  flimflammed  them.  I  don't  think  it  is  a  prob- 
lem telling  them  that  we  have  these  extra  300,000  people.  If  that 
is  what  we  need  to  do  to  get  the  job  done,  let's  tell  them. 

What  let's  not  do  is  have  some  of  my  friends — not  Mr.  Lightfoot, 
but  particularly  on  the  Republican  side — say,  aha,  we  caught  you. 
You  said  we  were  going  to  have  1.8  million  employees  or  1.9  million 
employees.  Sure  you  do,  but  you  got  these  extra  300,000. 

Mr.  Noble.  It  is  also  important,  Mr.  Chairman,  to  correct — to 
fmd  out  whether  this  2,155,000  or  2,043,000,  whether  that  includes 
contract  employees. 

Mr.  HOYER.  It  probably  doesn't,  because  CBO  got  that  figure — 
well,  there  are  three  different  figures.  CBO's  is  the  last  figure. 

Mr.  Magaw.  All  these  categories,  Mr.  Chairman,  could  be  in- 
cluded in  our  numbers  in  the  future. 

Mr.  HOYER.  Good.  And  I  want  to  make  it  clear  I  don't  think  you 
are  doing  anything  in  this  presentation  that  is  incorrect.  I  just 
want  to  make  sure,  as  one  of  the  people  in  the  House  with  some 
credibility  on  these  Federal  employee  numbers,  I  want  to  be  able 
to  tell  them  the  truth.  And  I  will  argue  the  truth,  whatever  it  is, 
because  I  think  we  are  doing  the  right  thing,  but  we  need  to  tell 
them. 

I  have  got  a  lot  of  other  questions,  but  I  have  taken  a  long  time 
already.  Let  me  recognize  Mr.  Lightfoot  and  then  I  will  go  on  the 
second  round.  Mr.  Lightfoot. 

LAW  ENFORCEMENT  PERSONNEL  EXEMPTION 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman.  Don't  want  to  ride 
that  horse  to  death,  but  since  you  have  already  let  it  out  of  the  sta- 
ble, I  am  going  to  pursue  it  just  a  short  distance  down  the  road. 

As  the  Chairman  mentioned,  there  wasn't  any  effort  made  to  ex- 
empt law  enforcement  from  any  of  the  cuts.  What  drove  that  deci- 
sion? Why  did  we  not  look  at  exempting  law  enforcement? 

Because  I  guess  the  role  that  law  enforcement  has  to  play — and 
particularly  with  the  emphasis  on  increased  crime,  and  if  you  can 
believe  what  you  see  on  television  that  appears  to  be  an  area  where 
we  certainly  need  to  be  concentrating  more  effort.  If  there  was  ever 
a  justification  for  exempting  anybody  in  the  Federal  service,  it 
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would  seem  that  the  law  enforcement  side  would  be  one  we  should 
do  that  for. 

Could  you  give  us  a  little  background  of  why  it  wasn't?  I  don't 
know.  Maybe  you  know,  Mr.  Noble.  You  have  been  in  the  position 
or  whoever.  I  don't  care. 

Mr.  Noble.  I  will  just  field  part  of  the  question  and  ask  Mr. 
Verburg  to  take  the  hard  part. 

Mr.  LiGHTFOOT.  That  is  your  prerogative. 

Mr.  Noble.  I  think  the  Chairman  is  correct.  As  a  department, 
we  have  dual  responsibility.  We  have  law  enforcement  responsibil- 
ity and  non-law  enforcement  responsibility.  As  a  department,  to  the 
extent  we  exempt  law  enforcement  across  the  board,  then  to  the  ex- 
tent we  are  going  to  stay  true  to  the  cuts  that  are  being  borne  on 
a  proportional  basis  by  each  department,  the  other  side  of  the  de- 
partment has  to  bear  a  significant  part  of  the  cut. 

Within  Treasury  we  decided  to  do  our  darndest  not  take  cuts 
from  law  enforcement  and  that  is  why  you  have  people  like  Direc- 
tor Magaw  and  his  staff  coming  to  grips  with  ways  on  the  compli- 
ance side  that  they  can  address  those  issues  in  a  meaningful  way. 

As  an  Administration,  I  think  we  have  to  come  to  grips  with  the 
question  of  whether  we  are  going  to  do  everything  across  the  board. 
Everyone  has  to  look  at  cutting  a  baby  in  half  or  whether  we  are 
going  to  make  the  tough  decisions  and  say  maybe  we  are  going  to 
have  to  exempt  law  enforcement  and  maybe  other  departments  are 
going  to  have  to  make  do  with  less.  And  I  think  as  an  Administra- 
tion we  are  trying  to  work  through  that  now. 

Mr.  Verburg.  In  Treasury,  we  did  look  very  hard  at  what  areas 
we  could  exempt.  We  did  find  three  areas  that  are  enforcement  re- 
lated that  we  thought  should  be  exempted,  and  if  you  look  closely 
at  the  1995  budget  indeed  are  exempted. 

The  enforcement  part  of  the  programs  in  ATF  is  fully  exempted 
in  the  1995  budget.  The  Criminal  Investigation  Division  at  the  In- 
ternal Revenue  Service  is  also  exempt,  and  the  trade  enforcement 
programs  and  the  Customs  Service  are  also  exempt.  We  did  look 
at  other  areas.  These  are  the  three  we  ended  up  being  successful. 

Mr.  Hoyer.  Criminal  division,  IRS? 

Mr.  Verburg.  Yes,  sir. 

Mr.  HOYER.  What  was  the  third? 

Mr.  Verburg.  It  was  trade  enforcement  in  customs. 

OFFICE  OF  ENFORCEMENT  PERSONNEL  LEVELS 

Mr.  LiGHTFOOT.  So  we  are  going  to  make  the  cuts  across  the 
board.  If  I  understand  it  correctly,  we  are  cutting  the  management 
side  as  well  as  the  staff  side,  and  I  don't  like  fat  any  better  than 
anybody  else,  but  it  seems  like  a  lot  of  times  you  end  up  cutting 
into  some  agencies  or  divisions  that  are  already  pretty  lean  and 
mean  and  doing  a  good  job,  which  I  guess  is  a  problem  with  across- 
the-board  cuts  however  you  handle  it. 

But  it  looks  like  the  Office  of  Enforcement's  staff  has  grown  quite 
a  little  bit.  Could  you  explain  that  or  did  I  misread  the  figures? 

Mr.  Noble.  No.  You  are  absolutely  correct.  And  if  you  look  at  my 
Office  of  Enforcement  staff,  the  two  or  three  people  we  have  here, 
you  will  see  bags  under  their  eyes.  Despite  the  increase  in  size, 


910 

there  is  still  so  much  work  to  be  done,  but  let  me  explain  to  you 
why. 

I  came  in  as  a  consultant  when  Waco  confronted  me,  and  when 
we  looked  at  the  Office  of  Assistant  Secretary  for  Enforcement,  we 
saw  there  was  no  staff  to  speak  of  to  act  as  a  buffer  to  give  the 
civilian  oversight,  if  you  will,  as  between  what  a  bureau  rec- 
ommends and  what  the  Office  of  the  Assistant  Secretary  independ- 
ently comes  up  with. 

So  what  we  did  was,  we  went  to  the  Deputy  Secretary  and  told 
him  of  our  problem,  and  he  committed  that  he  would  allow  us  to 
hire  a  total  of  10  people,  including  secretaries  and  nonmanagement 
staff. 

For  example,  the  Office  of  Foreign  Asset  Control,  we  had  a  man- 
datory 48-person  limitation.  We  couldn't  go  below  it.  There  were 
limitations  like  that  placed  on  us  by  Congress,  and  we  were  hoping 
we  would  be  able  to  work  through  a  way  to  consolidate  the  efforts, 
but  in  the  short  term  we  had  oversight  responsibilities  that  had  to 
occur. 

So  right  now  I  think,  on  board,  since  the  request  for  10  people, 
I  have  actually  added  either  four  or  five  people  to  a  staff  that  was 
small  to  begin  with. 

Thank  you. 

COMPLIANCE  EFFECTIVENESS 

Mr.  LiGHTFOOT.  This  is  probably  more  personal  opinion  than  a 
question,  but  the  earlier  discussion  about  cutting  back  on  the  regu- 
latory FTEs,  and  that  is  where  the  compliance  side  of  it  comes 
from,  the  thing  that  concerns  me  is  that  the  agency  is  being  set  up 
in  kind  of  a  catch-22  thing,  that  your  detractors  are  going  to  come 
back  and  say,  aha,  they  are  not  doing  the  job  because  compliance 
is  down.  And  they  are  basically  asking  you  to  use  less  people  to  do 
a  higher  compliance.  I  think  that  is  the  perception  that  is  out 
there,  if  I  am  reading  the  tea  leaves  correctly. 

Is  that  accurate?  Or  do  you  think  that  that  is  an  area  that  has 
a  great  potential  to  happen? 

Mr.  Noble.  I  think  your  analysis  is  right.  Wherever  the  cuts  are 
made,  it  leaves  you  open  for  criticism  in  that  area. 

I  would  point  out  in  the  area  of  Federal  firearms  licensed  deal- 
ers, we  have  about  250,000  licensed  dealers  now,  and  we  have 
about  240  people  trying  to  regulate  that  group.  That  is  why  we  tar- 
geted New  York  City  for  a  pilot  project  to  see  whether  there  was 
another  way  to  go  about  it  to  reduce  it  without  just  increasing  the 
cost  on  all  dealers. 

We  found  out  that  there  are  a  lot  of  people  there  who  really 
weren't  intent  on  being  legitimate  dealers,  where  they  would  keep 
the  kind  of  records  we  would  want  them  to  keep  or  store  the  weap- 
ons in  a  fashion  that  they  wouldn't  be  so  susceptible  to  theft,  where 
they  would  comply  to  requests  from  ATF. 

We  believe  by  doing  this  kind  of  investigative  work,  ultimately, 
we  will  be  able  to  reduce  it  by  70  percent  which  means  the  legiti- 
mate dealers  will  be  able  to  make  the  profit  they  would  ordinarily 
make  if  people  weren't  paying  for  licenses  simply  to  get  the  benefit 
of  buying  weapons  wholesale. 
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So,  yes,  there  will  be  criticism,  no  doubt,  but  John  Magaw  and 
his  folks  are  trying  to  make  certain  that  the  effort,  the  reductions, 
occur  in  areas  where  compliance  is  high  and  quite  good.  So  that, 
overall,  the  receipt  of  a  product  by  the  American  people  will  be  as 
good  as  it  was  beforehand. 

FEDERAL  FIREARMS  LICENSEES 

Mr.  LiGHTFOOT.  I  was  just  looking  here.  I  think,  if  I  have  got  this 
correct,  you  said  90  percent  of  the  applicants  during  a  four-month 
period — increased  investigative  efforts  caused  90  percent  of  the  ap- 
plicants to  withdraw  their  applications. 

Mr.  Noble.  Ninety  percent  were  withdrawn.  I  think  only  three 
people  were  denied.  So  the  bulk,  88,  89  percent  were  withdrawn 
applications.  That  is  correct. 

Mr.  LiGHTFOOT.  I  have  never  seen  a  chart  of  where  your  licenses 
are  concentrated  across  the  country,  but  I  would  suspect  that  out 
where  we  live  in  the  Midwest  you  have  probably  got  a  fairly  high 
concentration  there.  Maybe  it  is  equivalent  to  population  in  other 
parts  of  the  country. 

Now,  the  questions  that  we  get  most  often  are  from  the  mom  and 
pops  that  have  little  grocery  stores.  They  sell  hunting  licenses. 
They  sell  a  few  shotguns,  shotgun  shells.  I  think  you  will  fmd  there 
is  a  large  number  of  those  kind  of  folks  particularly,  I  am  very  pa- 
rochial on  this,  in  our  part  of  the  country.  They,  obviously,  are  very 
concerned  with  the  proposal  to  kick  the  fee  up  to  $600  or  whatever 
has  been  talked  about. 

In  light  of  the  success  I  would  say  you  have  had  with  this  experi- 
ment with  the  investigative  effort,  would  that  be  a  better  proposal 
than  to  kick  the  license  fees  up? 

Mr.  Noble.  That  is  exactly  our  problem.  By  doing  better  inves- 
tigative work,  we  can  reduce  the  number  of  Federal  firearms  li- 
censed dealers,  but  the  investigative  work  costs  ATF  about  $580 
per  background  investigation.  So  where  is  that  $580  coming  from 
to  investigate  each  applicant  for  a  license? 

Mr.  LiGHTFOOT.  Shift  that  off  onto  the  legitimate  guys,  right? 

Mr.  Noble.  No.  Actually,  we  shift  it  onto  all  dealers.  And  what 
will  happen,  sir,  we  believe  is,  if  we  reduce  it  by  80  percent,  then 
all  those  weapons  that  are  currently  being  bought  from  not  small 
mom-and-pop  dealerships  but  from  nonlegitimate  dealerships  will 
be  bought  from  the  mom-and-pop  dealerships.  So  the  benefit,  the 
weapons  that  are  being  purchased  now  will  be  purchased  from  le- 
gitimate dealers,  so  there  will  be  an  increase  in  revenue  across  the 
board  and  a  bearing  of  cost  by  the  people  actually  engaged  in  the 
business  of  selling  firearms. 

But  it  is  going  to  hurt  some  people,  and  I  understand  that,  and 
that  is  the  tough  part  about  it. 

Mr.  LiGHTFOOT.  I  guess  my  basic  overall  concern  is — and  if  you 
look  at  statistics — yours,  the  FBI  and  others — firearms  that  are 
used  usually  in  the  commission  of  a  crime  were  not  bought  from 
a  legitimate  dealer.  They  were  picked  up  on  the  black  market  or 
however. 

It  seems  to  me  those  are  the  people  we  really  need  to  get  to — 
and  I  don't  know  that  there  is  a  good  answer  to  the  question  of  how 
we  do  it,  but  I  think  that  is  a  sentiment  that  I  am  hearing  from 
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folks  in  our  part  of  the  country.  One  more  time,  the  good  guy  is 
getting  penalized,  and  the  guys  that  are  being  abusive  basically  are 
still  running  scott  free.  They  are  going  to  get  their  weapons  from 
illegal  sources,  and  all  you  are  going  to  do  is  drive  up  my  cost  of 
doing  business.  And  I  think  it  is  a  legitimate  argument  people 
make  out  there. 

I  don't  know  what  the  answer  to  it  is,  or  how  you  get  to  it.  I 
think  what  we  all  want  to  do  is  get  to  the  folks  who  are  illegally 
obtaining  and  illegally  using  firearms.  Those  are  the  people  we  are 
after.  We  are  not  after  the  good  hunters  and  target  shooters  and 
the  folks  doing  that  sort  of  thing.  I  just  question  the  methods  that 
we  are  using  to  try  to  get  there. 

Mr.  Magaw.  Twenty-seven  percent  of  convicted  felons  get  their 
weapons  from  bona  fide  dealers  that  have  dealer's  licenses.  I  think 
we  can  eliminate  that  part  of  it. 

What  also  is  happening  around  the  country,  for  instance  is,  for 
a  number  of  months,  in  fact  a  couple  of  years,  most  of  the  weapons 
being  filtered  into  a  State  that  has  very  tight  laws  such  as.  New 
York,  were  coming  out  of  Virginia.  As  soon  as  Virginia  tightened 
those  laws,  then  they  started  coming  out  of  Georgia  and  Ohio,  and 
that  is  where  they  are  coming  from  now.  And  I  believe  if  we  can 
find  some  way  to  get  a  balance  that  is  acceptable  to  the  Congress 
and  the  Administration  so  they  can't  just  jump  from  one  State  to 
another.  I  think  we  will  stop  a  lot  of  that. 

So  I  don't  think  it  is  any  one  part  of  these  things  that  will  get 
the  job  done.  It  is  the  combination  of  all.  The  number  of  firearms 
dealers  would  be  reduced  because  those  buying  licenses  are  bona 
fide  dealers  and  not  those  that  buy  one  or  two  weapons  a  year. 
They  are  able  to  buy  a  license  by  saving  the  money.  This  will  get 
the  number  down  to  where  we,  without  a  huge  number  of  addi- 
tional FTEs,  can  closely  monitor. 

What  happens  now  is  that  when  we  trace  these  weapons  we  find 
out  about  two  or  three  dealers  only  and  by  the  time  we  get  back 
to  them  and  are  able  to  make  the  arrest  and  put  them  out  of  busi- 
ness, they  have  already  put  3,000  or  4,000  weapons  on  the  street. 

It  is  a  combination  of  these  things  that  we  are  trying  to  work  to- 
wards. I  would,  as  Director  of  ATF,  be  the  last  one  to  interfere  with 
the  collector  or  the  hunter  or  the  person  who  wants  to  keep  a 
weapon  in  their  home. 

You  have,  by  and  large,  legitimate  dealers  out  there,  but  you 
have  the  others  who  will  abuse  the  system.  Currently,  we  get  to 
285,000  dealers  once  every  10  or  11  years,  so  it  is  a  fairly  good  risk 
for  them. 

FIREARMS  ENFORCEMENT 

Mr.  LiGHTFOOT.  If  we  had  the  capability  to  enforce  the  current 
laws  to  the  letter  and  had  the  capability  of  doing  the  background 
check  like  they  do  in  Virginia,  what  do  you  think  that  would  do  in 
terms  of  helping  with  this  illegal  problem? 

Mr.  Magaw.  I  think  it  is  a  little  early  to  tell,  but  the  first  few 
days  of  the  Brady  Law  are  a  pretty  good  indicator.  As  of  yesterday 
in  three  or  four  States  throughout  the  country  there  were  seven  or 
eight  felons  that  had  applied  for  weapons  that  were  noticed  right 
away,  and  that  purchase  was  stopped. 
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In  States  like  California,  Florida,  Maryland  and  Virginia,  in  ap- 
proximately a  two-year  period,  47,000  felons  were  denied  weapons. 

Now,  you  are  right.  They  go  out  on  the  black  market  and  get  it. 
In  fact  that  is,  what  they  are  doing  now  at  these  weekend  gun 
turn-ins  now  the  police  department  has  to  come  in  and  police  that 
line  because  the  felons  are  coming  to  that  line  and  seeing  what 
kind  of  weapons  are  being  turned  in.  If  they  like  it,  they  will  offer 
you  three  times  what  they  are  going  to  give  you  inside. 

So  all  of  those  kind  of  things  have  to  be  attacked.  But  the  flow 
in  each  State  is  different  and  a  problem. 

Mr.  LiGHTFOOT.  I  have  got  some  other  questions,  and  I  have  gone 
on  long  enough.  I  will  catch  you  on  the  second  round. 

TAX  REVENUE 

Mr.  HOYER.  Mr.  Olver. 

Mr.  Olver.  Thank  you,  Mr.  Chairman.  Good  day. 

What  is  the  total  revenue  that  the  ATF  brings  in? 

Mr.  Magaw.  $13.7  billion. 

Mr.  Olver.  Billion. 

Mr.  Magaw.  Billion,  last  year,  yes,  sir,  on  alcohol,  tobacco,  fire- 
arms, and  ammunition. 

Mr.  Olver.  So  the  numbers  then  are  in  billions.  Total  revenue 
on  alcohol  and  tobacco,  $13.7  billion.  So  would  it  be  $195  million 
revenue  in  relation  to  firearms?  Is  that  correct? 

Mr.  Magaw.  That  is  correct. 

firerms  licenses  and  licensees 

Mr.  Olver.  The  number  of  licensees,  is  211,000.  How  does  that 
relate  to  the  number  of  licensees  that  would  be  Federal  dealer  li- 
censes? What  kind  of  license  does  this  represent? 

Mr.  Magaw.  We  have  eleven  different  types  of  licencees  included 
in  the  285,000  number  as  of  the  end  of  FY  1993.  It  is  not  only  deal- 
ers licensed  but  importers,  manufacturers,  collectors,  pawnbrokers 
and  several  others  that  require  licenses. 

Can  you  tell  us  what  page  you  are  on  there,  sir? 

Mr.  Olver.  I  am  on  page  24  of  your  budget  submission,  I  think, 
in  fiscal  1993.  We  are  now  talking  about  fiscal  year  1995.  We  are 
in  fiscal  1994  so  that  can't  be  complete  but  the  last  complete  year 
speaks  of  283,000  licenses,  I  think. 

Mr.  Black.  That  is  correct. 

Mr.  Olver.  What  are  those  breakdowns?  What  kind  of  licenses 
are  those? 

Mr.  Black.  I  can  answer  that  if  you  want.  When  talking  about 
the  firearms  industry,  the  majority  are  dealers. 

Mr.  Olver.  280,000  dealers? 

Mr.  Black.  Right,  that  is  correct.  But  the  manufacturers  are  the 
ones  where  we  are  getting  that  170  million  in  tax  revenue.  That 
is  from  the  firearms  manufacturers,  those  who  make  the  guns  pay 
the  excise  tax. 

Mr.  Olver.  So  the  major  amount  of  money  there,  the  $170  mil- 
lion in  fiscal  1993  is  from  tax  of  manufacturers? 

Mr.  Black.  That  is  excise  tax  on  the  sale  of  rifies  handguns  and 
ammunition. 
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NUMBER  OF  FIREARMS  DEALERS 

Mr.  Olver.  How  many  dealers  are  there? 

Mr.  Black.  When  you  say  Federal  firearms  licensee,  we  take  the 
whole  field,  there  is  about  285,000.  Then  you  start  breaking  that 
down  into  retail  dealers,  manufacturers,  importers,  pawnbrokers, 
collectors.  So  all  of  those  compose  the  285,000.  Approximately  250 
thousand  you  could  say  are  just  a  retail  store. 

Mr.  Olver.  The  250,000  would  be  retail  stores? 

Mr.  Magaw.  The  majority. 

Mr.  Olver.  Or  something  like  that, 

Mr.  Magaw.  Yes.  Some  dealers  do  sell  out  of  their  house. 

Mr.  Olver.  What  is  the  size  of  the  manufacturer's  license  fee? 

Mr.  Black.  The  license  fee  for  being  a  manufacturer? 

Mr.  Olver.  Yes. 

Mr.  Black.  $50  as  a  manufacturer. 

Mr.  Olver.  $50  as  a  manufacturer.  And  the  retail  store  fee  is 
$60. 

Mr.  Black.  Currently  $66  or  $30  if  it  is  a  renewal  of  an  existing 
license. 

Mr.  Noble.  Up  until  last  year,  sir,  it  was  $10  a  year? 

Mr.  Olver.  Up  to  $10  a  year. 

Mr.  Noble.  Up  until  last  year,  it  was  $10  a  year,  a  one-time, 
three-year  fee  of  $30. 

Mr.  Olver.  I  see.  So  the  amount  of  revenue  was  only  $2.5  million 
or  something  like  that,  almost  nominal. 

Mr.  Noble.  Almost  a  nominal  amount.  What  happened,  sir,  is 
when  you  would  advertise,  you  would  get  a  Federal  firearm  license 
for  $10  a  year  with  a  $30  fee.  People  would  say,  why  should  I  go 
to  a  store  to  buy  a  gun  when  I  can  become  a  dealer  and  buy  weap- 
ons, both  interstate  and  at  wholesale  price. 

So  it  was  increased  last  year  to  $200  for  the  first  three  years 
which  breaks  out  to  about  $66  per  year  and  after  the  third  year 
it  would  go  down  to  $30  a  year.  That  is  the  current  state  of  the 
law. 

Mr.  Olver.  Well,  I  am  trying  to  figure  out  how  you  get  170  mil- 
lion out  of  anything  that  I  am  hearing  on  licensing  for  whatever 
number  there  were.  If  the  largest  fee  for  the  280,000  was  of  the 
order  of  the  manufacturer's 

Mr.  Noble.  But  there  is  an  excise  tax  for  the  manufacturer  to 
manufacture  weapons.  So  that  generates  about  $171  million 
through  excise  tax. 

Mr.  Olver.  So  the  licenses  are  actually  minor  compared  with 
the 

Mr.  Noble.  Correct. 

Mr.  Olver  [continuing].  Excise  on  the  actual  product? 

Mr.  Noble.  Yes,  sir. 

INCREASED  FIREARMS  DEALERS'  FEE 

Mr.  Olver.  All  right.  Well  then  now,  somehow  the  number  has 
gone  down  tremendously  here  in  going  from  1993  to  your  estimate 
for  1995.  If  you  are  going  to  get  $25  million  from  the  new  $600 
Federal  license  fee,  that  represents  about  40,000  licenses. 
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Mr.  Noble.  Right.  The  reason  we  project  such  a  lower  amount 
in  1995,  sir,  is  we  are  intensifying  our  investigative  efforts  with  re- 
gard to  people  who  are  appl3dng  for  Federal  firearms  licenses,  both 
in  renewal  and  the  initial  applications. 

For  example,  the  New  York  project,  90  percent  of  the  people 
withdrew.  Now,  that  is  costing  us  money  to  do  that.  It  is  coming 
out  from  other  programs  initially  but  we  already  have  the  increase 
from  $10  to  $66  and  the  proposal  that  the  Administration  is  going 
to  submit  will  increase  the  fee  to  $600.  As  we  continue  investigat- 
ing the  backgrounds  of  these  people  who  are  applying  for  Federal 
firearms  licenses,  they  are  likely  to  withdraw  their  application  be- 
cause they  are  not  really  intending  to  be  in  the  business  of  selling 
firearms.  That  is  why  the  projection  is  low  in  fiscal  year  1995. 

Mr.  Olver.  But  is  the  projection  for  $25  million  on  the  basis  of 
the  requested  $600  licensing  fee  or  the  previous  one. 

Mr.  Noble.  $600. 

Mr.  Olver.  So  what  do  you  expect  then?  Of  the  250,000  present 
Federal,  I  am  told,  retail  store  licenses,  that  it  is  going  to  drop  to 
somewhere  in  the  range  of  40,000. 

Mr.  Magaw.  Around  60  to  70  thousand  total  licensees. 

Mr.  Olver.  Sixty  to  70,000. 

Mr.  Magaw.  Yes. 

Mr.  Olver.  Then  what  is  the  remainder  of  the  211,000  licenses, 
since  the  total  would  be  a  drop  on  the  retail  side  close  to  a  couple 
100,000.  Where  are  the  new  licenses  appearing. 

Mr.  Noble.  There  are  two  points.  One,  there  are  people  who, 
let's  say,  last  year  bought  a  three-year  license  for  $30.  So  they  have 
the  two  years  remaining.  Then  the  people  this  year  who  buy  it  at 
$200  for  three  years'  carryover.  So  this  will 

Mr.  Olver.  That  makes  sense.  You  can  understand  why  I  can't 
see  that  from  the  numbers  here. 

Mr.  Noble.  I  apologize. 

violent  crime 

Mr.  Olver.  Mr.  Magaw,  you  made  a  comment  in  your  opening 
statement  that  the  wave  of  violent  crime  presents  some  real  chal- 
lenges. I  have  seen  reports  that  say  that  the  crime  is  really  not  up. 
Maybe  some  types  of  crime  are  up.  Can  you  give  me  some  sense 
of  what  this  wave  of  violent  crime  is? 

I  don't  know  whether  I  should  put  quotation  marks  on  it,  wheth- 
er it  is  hype  or  whether  it  is  real,  and  if  you  can  tell  me  really 
what  has  gone  up  that  we  know  of  statistically  here  and  that  we 
are  hearing  so  much  about. 

Mr.  Magaw.  For  a  number  of  years,  people  carried  weapons 
while  committing  a  felony.  In  the  last  few  years,  they  are  shooting 
more  people.  There  are  more  weapons  being  bought  by  teenagers 
and  carried  into  schools.  As  thev  become  young  adults  the  pattern 
continues.  So  there  is  more  violence,  shooting,  maiming,  and  kill- 
ing. 

Of  course  we  can  see  it  right  here  in  the  streets  of  this  city  and 
also  in  major  cities  all  over  the  country,  even  your  small  cities, 
where  they  used  to  have  one  or  two  violent  killings  a  year  they  now 
have  up  to  15  to  20.  Other  crimes,  in  terms  of  total  number  of 
frauds,  total  number  of  strong-arm  robberies  where  they  didn't  use 
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a  weapon,  some  of  your  breaking  and  enterings  may  be  declining. 
But  death,  mayhem  and  personal  injury  from  violent  crime  has 
gone  up,  sir. 

ATF  will  execute,  in  a  one-year  period  of  time,  10  to  11,000 
search  warrants  related  to  violent  crime.  Virtually  almost  all  of 
those,  weapons  will  either  be  found  on  the  person  or  in  the  resi- 
dence. Many  of  them  intend  to  use  them. 

In  the  last  month,  there  have  been  14  or  15  situations  around 
the  country  that  our  agents  have  been  involved  with  local  law  en- 
forcement where  weapons  have  been  fired,  which  demonstrates  the 
violence  I  am  talking  about,  sir. 

WEAPONS  TRACING 

Mr.  Olver.  Do  you  have  something  about  the  second  grader  this 
morning  who  got  to  school  with  a  loaded  firearm  and  discharged  it 
in  school  this  morning,  second  grader.  That  is  getting  a  long  ways. 

Mr.  Magaw.  That  is  not  unusual.  It  is  happening  almost  once  or 
twice  a  month  somewhere  in  this  country.  So  that  is  one  of  the 
things  we  are  trying  to  combat.  In  the  past  when  a  law  enforce- 
ment agency  asked  ATF  to  trace  a  weapon  back  to  its  most  current 
owner,  the  agency  did  not  put  any  category  on  there  as  to  a  group. 
So  in  the  last  few  months,  we  have  asked  them  to  let  us  know 
when  it  is  a  group  so  we  then  can  send  investigators  out  to  try  to 
find  out  who  gave  them  that  weapon.  Did  they  get  it  from  neigh- 
bors, out  of  their  home,  was  it  given  to  them  by  a  drug  dealer  to 
entice  them  to  get  into  passing  drugs.  How  are  they  getting  these 
weapons? 

School  magnetometers  will  not  get  all  the  weapons.  So  it  is  really 
a  tough  situation. 

FIREARMS  DEALERS'  LICENSE  FEE  INCREASE 

Mr.  Olver.  Let  me  just  say  one  thing  about  the  earlier  license 
fee.  Is  there  any  plan  to  increase  the  manufacturer's  license  fee? 

Mr.  Magaw.  Yes,  there  is. 

Mr.  Olver.  Is  that  part  of  this  document? 

Mr.  Magaw.  It  would  go  up  also. 

Mr.  Olver.  I  am  not  sure  if  I  read  a  whole  lot  of  this  if  I  would 
see  the  combination  of  things  that  I  was  trying  to  sort  out  in  my 
mind  a  little  earlier,  but  if  the  total  number  of  firearms  licenses 
seem  to  come  into  a  different  number  of  categories.  They  are  all 
lumped  together  here.  I  would  like  to  see  what  the  categories  are, 
how  many  there  are,  what  the  fees  are,  what  they  are  likely  to  be 
next  year  and  so  forth  so  that  I  can  break  that  down  and  grasp  it. 

Mr.  Noble.  Yes,  sir,  we  will  do  that.  We  will  also  make  ourselves 
available  to  you  or  your  staff  to  the  extent  that  we  have  to  walk 
through  that  with  you.  You  can  see  from  our  response,  that  the 
way  we  have  been  collecting  and  reporting  information,  is  making 
it  difficult  even  for  us  here  to  get  an  immediate  answer  right  away. 
We  want  to  make  ourselves  available  by  providing  it  as  you  re- 
quested in  writing  and  also  personally  to  the  extent  follow-up 
would  be  appropriate. 

[The  information  follows:] 
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Mr.  Olver.  Thank  you. 

TAX  COLLECTION  VERIFICATION 

Mr.  HOYER.  Can  I  ask  a  question,  just  going  on  that  same  sheet 
that  we  have  been  looking  at,  total  tax  dollars  verified  over  total 
tax  dollars  collected,  43  percent.  What  does  that  mean?  I  am  sure 
it  is  evident  to  everybody  but  me,  but  what  are  total  taxes  verified 
versus  total  taxes  collected? 

Mr.  LiBERTUCCl.  That  is  where  we  have  done  our  compliance  in- 
spections at  those  places  that  pay  taxes.  Because  we  don't  get  to 
inspect  them  all  in  any  given  year.  We  can  only  inspect  a  percent- 
age of  them. 

Mr.  HOYER.  So  you  are  verifying  43  percent  of  the  total  taxes  col- 
lected. 

Mr.  LiBERTUCCl.  That  is  correct. 

Mr.  HOYER.  So  57  percent  presumably  pay  without  being  in- 
spected. I  got  you. 

Mr.  Istook. 

BUDGET  IMPACT  OF  BRADY  LAW 

Mr.  ISTOOK.  Thank  you,  Mr.  Chairman. 

I  am  not  sure  who  would  be  the  best  one  to  address  the  questions 
to,  Mr.  Magaw,  Mr.  Noble,  or  whoever  it  might  be,  but  let  me  start 
with  Mr.  Noble.  You  can  refer  it  as  you  will. 

I  want  to  do  some  follow-up  regarding  the  Brady  bill  or  Brady 
law.  Let  me  ask  first,  regarding  ATF,  what  is  the  anticipated  budg- 
et impact  this  year  and  foreseeable  future  years  on  ATF  of  this 
law? 

Mr.  Noble.  John,  why  don't  you  handle  that. 

Mr.  Magaw.  Already  in  1994  we  have  spent  almost  $3  million  to 
begin  Brady  and  most  of  that  is  printing,  because  as  you  under- 
stand, packets  and  information  would  have  to  go  to  every  dealer 
and  every  manufacturer  throughout  the  country  and  to  State  and 
local  law  enforcement  and  to  common  carriers  as  well. 

We  figure  that  by  the  end  of  1994,  because  of  working  with  local 
police  departments,  answering  the  24-hour  telephone  here  in 
Washington,  working  with  the  firearms  licensees,  it  is  going  to  cost 
us  about  $17  million  for  1994. 

Mr.  Istook.  That  is  fiscal  year  1994? 

Mr.  Magaw.  That  is  fiscal  year.  That  is  between  now  and  Octo- 
ber. 

Mr.  Istook.  So  for  a  full 

Mr.  Magaw.  We  have  already  spent  about  three  million. 

Mr.  Istook.  So  for  a  full  fiscal  year  you  anticipate  how  much  an- 
nual expense. 

Mr.  Magaw.  I  think  once  it  is  operational  and  once  the  kinks  are 
ironed  out  of  it,  I  suspect  that,  although  nobody  knows  for  sure,  I 
guess  $20  million,  $25  million  to  $30  million  would  be  required  to 
maintain  it. 

Mr.  Istook.  And  that  is  in  your  budget  request? 

Mr.  Magaw.  No. 

Mr.  Istook.  For  1995  request. 

Mr.  Magaw.  No. 
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Mr.  ISTOOK.  Where  is  the  money  coming  from  for  1994  and  where 
does  it  come  from  for  1995  then? 

Mr.  Magaw.  It  has  to  come  out  of  relocation  reductions,  trjdng 
to  cut  our  rent  costs,  trying  not  to  move  personnel  that  we  might 
otherwise  be  moving,  automobiles,  computers,  all  of  that  would 
need  reducing.  Of  course  then  part  of  it  is  coming  out  of  the  Treas- 
ury Asset  Forfeiture  fund  and  ONDCP. 

Mr.  ISTOOK.  What  is  the  impact,  unless  your  appropriation  is  ad- 
justed to  increase  it  for  these  implementation  costs,  what  do  you 
anticipate  would  be  the  impact  on  your  other  programs  and  initia- 
tives? 

Mr.  Magaw.  This  year  locality  pay  cost  us  about  $6.3  million  and 
in  our  FY  1994  budget  we  allowed  for  about  $2  million.  So  the  $4 
million  difference  kept  us  from  filling  about  94  positions,  con- 
sequently we  will  have  to  continue  to  cut  back  in  every  area.  The 
Bureau  will  try  to  manage  these  reductions  as  best  we  can  yet  still 
function  in  each  area. 

Mr.  ISTOOK.  Now,  these  are  in  addition  to  any  other  personnel 
cutbacks  that  you  might  make  because  of  the  reinventing  govern- 
ment and  similar  initiatives?  These  are  additional  cutbacks  to  fi- 
nance Brady? 

Mr.  Magaw.  That  is  the  only  way  we  can  finance  it.  We  have  no 
funds  anywhere  else  to  finance  it,  because  people  are  your  most  ex- 
pensive resource  area.  So  we  just  have  a  freeze  on  it.  In  fact,  we 
have  not  hired  any  agents  this  year.  About  73  percent  of  our  FY 
1994  budget  will  be  spent  on  salaries  and  benefits.  It  should  be 
around  60  percent  to  be  ideal.  When  the  share  of  your  budget  to 
cover  other  costs  is  20  percent  or  less,  you  have  to  start  turning 
lights  out,  parking  cars,  and  taking  other  kinds  of  drastic  actions. 

Mr.  ISTOOK.  So  if  you  have  personnel  cutbacks  because  of  the 
ReGO  initiatives  and  personnel  cutbacks  to  have  the  money  for  im- 
plementation of  Brady,  what  are  the  activities  that  your  personnel 
would  otherwise  be  doing  that  they  won't  be  doing? 

Mr.  Magaw.  I  have  an  answer  for  you,  sir.  It  is  everything.  We 
will  have  to  cut  back  in  everything  that  we  are  doing. 

Mr.  ISTOOK.  Can  you  give  me  some  specific  examples? 

Mr.  Magaw.  Well,  for  instance,  if  you  have  three  people  on  a 
task  force  with  local  law  enforcement,  we  would  probably  have  to 
reduce  it  to  two.  If  we  have  an  office  in  a  particular  part  of  the 
country  that  has  30  personnel  in  it,  we  will  probably  have  to  re- 
duce it  to  25.  We  will  just  have  to  do  the  same  as  I  would  with 
a  household  budget  and  cut  in  the  least  painful  areas  at  the  time 
I  have  to  do  it. 

BRADY  LAW  BUDGETARY  IMPACT  ON  LAW  ENFORCEMENT 

Mr.  ISTOOK.  Will  that  have  a  detrimental  effect  upon  law  enforce- 
ment activities? 

Mr.  Magaw.  Clearly  it  would  have  an  effect  on  ATF's  activities. 

Mr.  ISTOOK.  And  I  would  appreciate  the  best  description  you  can 
of  how  detrimental  an  effect,  both  in  terms  of  degree  and  in  terms 
of  any  specifics. 

Mr.  Magaw.  Well,  the  specifics  I  tried  to  give  you 
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Mr.  ISTOOK.  I  know.  But  you  were  talking  basically  in  terms  of 
groupings  of  people  as  opposed  to  what  type  of  law  enforcement  ac- 
tivities they  would  be  working  in. 

Mr.  Noble.  May  I? 

Mr.  ISTOOK.  I  am  trying  to  see  how  this  is  being  prioritized. 

Mr.  Noble.  May  I  vest  a  life  preserver  to  my  loyal  colleague 
here?  I  think  what  will  happen  is  that  if  it  reaches  a  point  when 
it  becomes  a  dire  set  of  circumstances  where  the  mission  of  ATF 
is  being  so  detrimentally  affected  that  John  believes  and  other  peo- 
ple believe  that  an  emergency  has  occurred,  then  we  have  other  op- 
tions at  that  point.  Right  now,  we  are  looking  at  possibilities. 

For  example,  the  Crime  Bill.  Its  focus  is  on  violent  crime.  Brady 
has  been  proposed  to  deal  with  violent  crime,  keeping  the  guns  out 
of  the  hands  of  criminals.  In  the  Department,  there  are  other  de- 
partmental offices  or  bureaus  besides  ATF  and  we  can  look  to  those 
bureaus  and  make  cutbacks  there  in  order  to  fund  this  very  impor- 
tant initiative  on  the  part  of  ATF. 

It  has  happened  before  where  the  Bureau  of  the  Mint,  for  exam- 
ple, has  provided  additional  funding  to  enforcement,  and  so  forth. 
But  right  now,  we  don't  have  an  answer  for  you,  sir,  in  terms  of 
how  we  are  actually  going  to  fund  it.  But  your  points  are  well 
taken  that  if  we  don't  fund  it,  then  there  could  be  dire  cir- 
cumstances with  regard  to  ATF's  mission. 

Mr.  ISTOOK.  Sure.  I  mean,  let  me  get  this  straight,  put  you  on 
the  spot  if  I  can  here.  Are  you  sajdng  that  Treasury  would  be  will- 
ing to  have  some  money  carved  out  of  its  other  budgets  to  provide 
to  ATF? 

Mr.  Noble.  I  would  love  to  have  that  power  to  take  it  from  other 
components.  I  will  explain  it  to  my  boss,  the  Deputy  Secretary  and 
say  this  is  where  we  are,  we  need  funding. 

Mr.  Verburg.  We  are  looking  at  this  right  now.  Each  year. 
Treasury  looks  across  all  of  its  bureaus  at  midyear  and  does  an  as- 
sessment of  what  areas  have  funds  that  are  not  being  used,  and 
what  areas  are  in  need  of  funds.  Typically,  we  send  a  letter  to  the 
Hill  once  we  have  done  that  assessment  trying  to  make  adjust- 
ments as  appropriate,  whether  it  is  for  this  or  something  else. 

For  example,  when  we  needed  to  produce  more  coins  in  the  past, 
we  have  asked  this  committee  for  permission  to  move  funding,  and 
they  have  been  receptive.  There  have  been  occasions  where  we 
have  had  to  switch  funds  because  we  were  behind  on  production  of 
coins  in  terms  of  keeping  up  with  the  coin  demand  that  was  out 
there. 

So  we  do  look  at  these  throughout  the  course  of  the  year  and  we 
send  requests  to  the  committee  where  adjustments  need  to  be 
made.  One  of  the  proposals  will  be  actively  considered  right  now. 

Mr.  ISTOOK.  I  am  concerned  about  use  of  explosives  in  terrorist 
activities,  like  the  World  Trade  Center  bombing  and  I  don't  think 
anybody  would  take  great  comfort  in  knowing  that  resources  to 
protect  them  from  that  sort  of  extremely  threatening  activity,  that 
those  resources  were  taken  away  because  of  the  Brady  enforce- 
ment. So  I  realize  the  severity  of  the  concerns  and  I  would  cer- 
tainly appreciate  getting  more  specific  information  from  you. 

[The  information  follows:] 
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Bureau  of  Alcohol,  Tobacco  and  Firearms  Budgetary  Impact  of  Brady  Law 

Without  Additional  Funding 

The  Bureau  has  been  forced  to  absorb  significant  unbudgeted  printing  and  mail- 
ing costs  as  a  result  of  the  Brady  Law.  In  addition,  personnel  resources  have  been 
diverted  to  handle  the  surge  in  Brady  Law-related  workload.  The  Bureau  will  ac- 
commodate these  une5cpected  costs  by  deferring  lower  priority  workload  and  achiev- 
ing economies  in  equipment  pvirchases  and  discretionary  travel,  publications  and 
training. 

Mr.  Magaw.  The  other  thing,  Congressman,  that  the  Congress 
has  been  very  good  about  in  past  years  when  we  have  problems 
such  as  the  Brady  enforcement  are  supplemental.  That  mecha- 
nism helped  us  through  1993. 

Mr.  ISTOOK.  We  should  not  be  surprised  if  a  supplemental 
request 

Mr.  Magaw.  That  will  be  up  to  Treasury. 

Mr.  Verburg.  We  are  examining  this  issue  along  with  other  is- 
sues right  now.  We  understand  your  concern. 

INSTANl'  CHECK 

Mr.  ISTOOK.  Sure.  Another  aspect  of  Brady,  of  course,  regarded 
some  funding  programs  to  assist  the  development  nationally  of  a 
point  of  sale  system.  I  don't  have  the  exact  figures  on  top  of  my 
nead  or  on  the  tip  of  my  tongue  but  they  were  significant. 

Is  ATF  involved  or  Treasury  involved  in  overseeing  that  efibrt? 

Mr.  Noble.  The  instant  check? 

Mr.  ISTOOK.  Yes. 

Mr.  Noble.  Actually,  that  is  the  responsibility  of  the  Justice  De- 
partment, but  we  have  been  coordinating  our  efforts  and  have  had, 
since  the  beginning,  a  number  of  sessions  where  both  Justice  would 
be  consulting  with  Justice  enforcement  folks  and  Treasury  with 
Treasury  enforcement  folks  to  make  sure  that  our  efforts  are  co- 
ordinated. 

Mr.  ISTOOK.  It  is  going  through  the  Justice  Department  as  op- 
posed to  being  administered  through  you? 

Mr.  Noble.  That  is  correct. 

Mr.  ISTOOK.  I  borrowed  from  the  Chairman  a  copy  of  the  booklet 
that  has  the  form,  for  example,  being  used  in  Brady,  and  I  realize 
we  are  early  in  the  process,  but  are  there  any  reports  that  in  filling 
out  these  forms  anybody  is  checking  the  yes  box  that,  yes,  they  are 
an  unlawful  user  of  drugs  or  they  are  illegally  in  the  United  States 
or  they  are  a  fugitive  from  justice? 

Is  anybody  even  bothering  to  check  yes  on  those,  or  does  that 
sort  of  questioning  really  do  any  good? 

Mr.  Magaw.  Well,  what  it  does  is  it  documents  the  fact  that  they 
have  lied  on  the  application,  but  you  are  right,  none  of  them  are 
using  that. 

Mr.  ISTOOK.  Whether  they  check  it  or  not,  you  have  got  grounds 
to  arrest  persons  for  those  things,  whether  you  have  an  extra 
charge  for  lying  or  not. 

Mr.  Noble.  Right,  and  I  am  sure  the  Committee  knows  that  hav- 
ing that  kind  of  information  in  one's  memo  states  that  they  were 
put  on  notice  and  have  falsely  applied  for  a  weapon.  This  helps 
make  a  case  that  otherwise  might  not  be  as  clear  a  case. 

Mr.  ISTOOK.  But  is  the  penalty  greater,  for  example,  for  being  an 
unlawful  user  of  drugs  or  fugitive  from  justice  or  being  illegally  in 
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the  United  States?  Aren't  those  penalties  greater  than  for  lying  on    ' 
the  application? 

Mr.  Noble.  I  think  your  point  is  well  taken.  If  we  caught  a  per- 
son who  was  also  illegally  in  the  United  States,  we  might  decide 
rather  than  putting  this  person  in  jail  for  three  years  and  funding 
that,  we  might  just  deport  the  person  which  some  people  might 
consider  a  greater  penalty. 

Mr.  HOYER.  Will  the  gentleman  yield? 

Mr.  ISTOOK.  Yes,  if  I  can  hear  the  rest  of  his  answer,  I  would  be 
happy  to. 

Mr.  Noble.  It  just  gives  the  prosecutor  a  number  of  charges  to 
bring  against  the  person. 

Mr.  HoYER.  Standard  of  proof  are  different.  To  convict  of  the  sub- 
sequent offenses,  you  need  beyond  a  reasonable  doubt.  In  making 
an  application,  obviously  this  is  a  civil  application  for  a  license  or 
for  an  ability  to  sell  or  to  buy  and  I  am  not  sure  that  you  have  a 
reasonable  doubt  standard  in  that. 

Mr.  ISTOOK.  It  is  a  criminal  penalty. 

Mr.  HOYER.  It  is  a  criminal  penalty. 

Mr.  ISTOOK.  If  they  lie  on  the  application. 

Mr.  HoYER.  I  understand,  but  the  application  can  be  withdrawn 
short  of  a  crime,  I  think.  I  don't  know  that  to  be  the  case,  but  I 
would  guess  it  to  be  the  case  from  an  administrative  standpoint. 

Mr.  ISTOOK.  It  is  kind  of  like  asking  someone,  do  you  have  a  legal 
right  to  do  this  and  they  say  yes  or  no,  and  I  think  the  point  is 
rather  self-evident.  Good.  I  appreciate  your  response  and  I  cer- 
tainly look  forward  to  getting  to  further  information  regarding  the 
financial  impact  and  to  you  to  fix  your  other  duties. 

Mr.  Noble.  Yes,  sir,  thank  you. 

[The  information  follows:! 

Bureau  of  Alcohol,  Tobacco  and  Firearms  Law  Enforcement  Budgetary 
Impact  Without  Additional  Funding  for  Brady  Law  Implementation 

As  a  result  of  the  passage  of  the  Brady  Law,  ATF  projects  an  increase  in  bur- 
glaries of  Federal  Firearms  Licensees,  firearms  trafficking,  and  interstate  theft.  The 
need  to  develop  courses  directed  at  the  investigative  techniques  and  evidence  gath- 
ering in  these  types  of  investigations  is  required.  An  estimated  8  coiu^es  would  be 
conducted,  during  FY  1994,  at  the  Federal  Law  Enforcement  Training  Center  for 
all  ATF  special  agents,  subject  to  availability  of  funds. 

LAW  ENFORCEMENT  PERSONNEL  LEVELS 

Mr.  HOYER.  Let  me  follow  up  on  a  couple  of  questions.  As  a  re- 
sult of  Brady,  I  understand  there  has  been  not  one  reduction  in  law 
enforcement  personnel  at  ATF,  am  I  correct? 

Mr.  Magaw.  Say  that  again  for  me,  please. 

Mr.  HOYER.  You  have  not  reduced  any  law  enforcement  positions 
at  ATF  as  a  result  of  implementation  of  Brady? 

Mr.  Magaw.  That  is  correct. 

Mr.  HoYER.  And  you  are  requesting  the  same  number  law  en- 
forcement officials  because  they  have  not  been  reduced  by  Brady  or 
by  any  other  personnel  reductions,  am  I  correct  on  that?  Although 
since  fiscal  year  1990,  we  have  had  a  hiring  freeze. 

Mr.  Magaw.  Right. 

Mr.  HOYER.  Because  of  fiscal  constraints. 

Mr.  Magaw.  Right. 
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USER  FEES 


Mr.  HOYER.  Let  me  go  on  to  user  fees,  certification  of  labeling, 
testing  of  alcoholic  beverages.  For  the  past  two  years,  that  request 
has  been  made.  For  the  past  two  years,  we  have  rejected  it.  We 
don't  want  the  problem  of  disappointing  you  this  year,  but  why  was 
this  proposed  again? 

Mr.  Secretary,  I  will  ask  you  that  because  I  am  sure  Mr.  Magaw 
didn't  have  input  into  this  decision-making  process  and  a  high  ad- 
ministration ofTicial  like  yourself  probably  did. 

Mr.  Noble.  May  I  just  share  my  notes  with  the  committee?  In 
response  to  my  colleague  to  my  right,  why  do  we  think  we  will  pre- 
vail this  time. 

Mr.  Hoyer.  Your  colleague  is  going  to  tell  us. 

Mr.  Verburg.  I  am  not  sure.  Of  course  in  the  spirit  of  NPR  and 
the  spirit  of  short  resources,  we  looked  at  a  lot  of  user  fees  this 
year.  This  is  one  user  fee  that  we  thought  was  a  good  option.  What 
we  proposed  to  the  committee  is  ATF  would  be  appropriated  at  a 
higher  level  but  they  would  be  able  to  work  their  way  down  as  the 
fee  revenue  is  collected,  so  they  would  be  assured  of  not  losing 
their  resources. 

Say  you  only  collected  only  $3.5  million  rather  than  the  $5  mil- 
lion estimated.  So  we  tried  to  put  a  little  insurance  policy  in  with 
this  fee.  We  also  see  it  as  a  real  fee  in  terms  of  the  industry  coming 
to  ATF  and  getting  a  service,  if  you  will,  for  what  they  are  getting. 
We  had  to  go  in  and  analyze  the  product  that  is  sent  to  them.  That 
takes  time,  staff,  effort  at  their  labs. 

Again,  truly  in  the  spirit  of  serving  customers  and  providing  a 
cost  that  is  reimbursed  to  us  for  that  service,  we  thought  this  was 
one  that  could  be  considered.  Again,  we  were  looking  at  a  lot  of 
cuts  and  trade-offs.  One  of  the  areas  we  looked  at  in  the  budget 
was  user  fees. 

You  may  be  aware  of  a  recent  CBO  report  on  user  fees  that 
strongly  endorsed  the  concept.  We  looked  at  that  publication  and 
we  looked  at  a  wide  variety  of  fees,  much  wider  than  what  you  see 
today  in  front  of  you.  So  we  are  trying  to  look  at  what  we  think 
are  fees  that  truly  do  reimburse  for  costs  and  truly  do  provide  serv- 
ice. 

Mr.  HOYER.  You  raise  an  interesting  point.  In  the  consideration 
of  this  list  of  user  fees  which  you  say  was  wider  than  the  ones  actu- 
ally proposed,  would  it  be  correct  for  me  to  assume  you  had  pros 
and  cons  on  these,  some  of  which  dealt  with  the  Administration, 
some  of  which  dealt  with  consequences  on  those  being  required  to 
pay  the  user  fee. 

Mr.  Verburg.  Yes,  sir. 

USER  FEE  PROS  AND  CONS 

Mr.  Hoyer.  I  realize  those  were  internal  documents,  but  it  may 
be  useful  for  the  committee,  if  you  could  maybe 

Mr.  Verburg.  We  would  be  pleased  to  provide  that.  It  is  part  of 
the  process. 

[The  information  follows:] 
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Bureau  of  Alcohol,  Tobacco  and  Firearms 

Increased  Tax  Collection  and  New  User  Fee  Proposals 
Being  Considered  During  FY  1995 

Five  fees  are  proposed  as  future  legislative  actions,  to  help 
provide  funding  for  the  Bureau's  regulatory  compliance  programs,  in 
ATF's  section  of  the  President's  Budget  of  the  United  States. 
These  fees  will  shift  a  portion  of  the  burden  of  funding  these 
activities  from  the  general  tax  payer  to  specific  individuals  and 
industries  which  benefit  from  these  programs.  The  five  new  or 
increased  fees  proposals  are  detailed  below.  In  total,  they  will 
yield  $40,140,000  in  new  revenue  per  year. 

Included  in  ATF's  appropriation  language  of  the  President's 
fiscal  year  1995  Budget  is  an  offsetting  proposal  for  Special 
Occupational  Tax  (SOT)  compliance.  This  enhancement  increases 
compliance  with  the  retail  liquor  dealers,  raising  an  estimated 
$13.6  million  in  SOT. 
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BUREAU  OF  ALCOHOL,  TOBACCO  AND  FIREARMS 
Increased  Tax  Collection  and  New  User  Fee  Proposals 


Increased  Tax  Collection 


(000s) 


Alcohol: 
Increased  Compliance  in  SOT 
{part  of  ATFs  budget  appropriation} 


13.600 
$13,600 


New  User  Fee  Proposals 


Alcohol: 

Alcohol  Label/Formula  Testing  Fee 
Alcohol  Permittees 
Subtotal,  Alcohol  program 


$5,000 

5.809 

$10,809 


Tobacco: 

Tobacco  Permit  Fees 
Subtotal.  Tobacco  program 


180 
$180 


Firearms: 
Firearms  Import  Processing  Fee  - 
Firearms  Dealer  License  Fee  - 
Subtotal.  Firearms  program 

Explosives: 

Explosive  Permit  FeesAJcenses  ^ 
SuDioial.  Explosives  program 

Subtotal  User  Fees 


1.000 

25.219 

$26,219 


2.932 
$2,932 

$40,140 


TOTAL 


$53,740 
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Increased  Compliance  in  SOT;  $13,600,000 

Included  in  ATF's  appropriation  language  of  the  President's 
fiscal  year  1995  Budget  is  an  offsetting  proposal  for  Special 
Occupational  Tax   (SOT)  conplieuice.   This  enhancement  increases 
compliance  with  the  retail  lic[uor  dealers,  raising  an  estimated 
$13.6  M  in  SOT. 
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Alcohol  Label /Formula  Testing  Fee:  $5,000,000 

New  user  fees  for  processing  applications  for  Certificates  of 
Leibel  Approval  (COLA)  for  alcoholic  beverages  and  for  reviews  of 
formulas  (and  statements  of  process)  and  laboratory  tests  and 
einalyses  will  be  proposed.   These  fees  would  raise  an  estimated 
$5,000,000  in  new  revenue  per  yeatr.   This  revenue  would  offset 
the  costs  of  the  review  and  testing  program. 
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Alcohol  permit  Fee:  T'^Jo'SSo 

Tobacco  Pe^-Tnit  Fee;  *   180, oou 

New  fees  for  the  costs  of  processing  original  applications  for 

alcohol  and  tobacco  permits  will  be  proposed.  This  will  yield 
$5,989,000  in  new  revenues  per  year.   These  new  revenues  will 

partially  offset  the  costs  of  maintaining  the  alcohol  and  tobacco 
compliance  programs. 
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Firearms  Import  Processing  Fee:  $1,000,000 

A  new  firearms  import  permit  fee  was  included  in  the  President's 
Budget.  This  will  yield  an  estimated  $1,000,000  in  new  revenues 
per  year.  This  revenue  will  cover  the  costs  of  processing  and 
clearing  permits  to  import  firearms.  Separate  fee  schedules  will 
be  provided  for  military  personnel  and  others  who  import  for 
personal  use  versus  commercial  importers. 

This  fee  is  set  so  as  not  to  violate  General  Agreement  on  Tariffs 
&  Trade  (GATT) . 
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Firearms  Dealer  License  Fee:  $25,  219,000 

An  increase  in  the  firearms  dealer's  license  fee  to  $600  annually 
will  be  proposed.  When  the  President's  Budget  was  submitted  this 
was  estimated  to  yield  an  estimated  $25,219,000  in  new  revenue  per 
year.  With  this  increase,  total  revenues  from  this  fee  will  offset 
the  total  cost  of  the  licensing  and  compliance  program.  The  higher 
fee  will  help  limit  applicants  to  only  individuals  intending  to 
actively  engage  in  the  firearms  business,  reducing  licensees  by  as 
much  as  80  percent.  Due  to  the  reduced  licensee  pool,  ATF  will  be 
able  to  enforce  compliance  with  Federal  firearms  laws  far  more 
effectively  without  increased  resources.  More  recent  drafts  of  the 
legislation  have  included  a  phased  fee  increase.  Under  this  more 
current  legislation,  first  year  revenue  would  equal  approximately 
$9,000,000. 
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Mr.  HOYER.  How  would  it  be  administered? 

Mr.  Verburg.  I  can't  speak  to  details.  The  idea  is  when  you  sub- 
mit your  request — and  the  details  we  can  supply  to  you — but  when 
you  submit  your  request,  you  have  to  submit  your  $5,  your  $10, 
whatever  it  is,  with  the  request. 

Mr.  HOYER.  Perhaps  when  you  submit  the  pros  and  cons,  how 
this  would  work,  if  you  can  add  that.  I  think  I  would  fmd  it  helpful. 
I  think  the  committee  would  as  well. 

Fee  and  application  for  permits  to  manufacture  alcohol  and  to- 
bacco products.  What  is  the  purpose  of  this  fee,  other  than  to  raise 
money?  Is  that  it,  to  raise  money?  Does  it  have  amy  regulatory  ef- 
fect? 

Mr.  Verburg.  This  is  a  fee  for  processing  alcohol  and  tobacco 
permit  applications,  is  that  what  you  are  referring  to?  This  is  for 
new  fees  for  cost  of  processing  initial  applications,  first-time  appli- 
cations, going  to  the  industry,  for  either  alcohol  or  tobacco. 

Mr.  HOYER.  What  is  the  level  of  that  fee?  I  presume  $5,089,000 
is  not  the  fee.  What  is  the— $5,000,  $500 

Mr.  LiBERTUCCI.  Five  thousand  or  500.  Certain  applicants,  de- 
pending on  the  estimate  of  gross  receipts,  would  pay  a  lower  fee  of 
$500.  It  is  a  half  million  gross  receipts  test. 

Mr.  HOYER.  This  generates  almost  $6  million? 

Mr.  LiBERTUCCI.  That  is  correct. 

Mr.  HOYER.  Then  the  threshold  is  a  million  dollars  gross  re- 
ceipts? 

Mr.  LiBERTUCCI.  Five  hundred  thousand  dollars. 

Mr.  HOYER.  So  below  $500,000  would  be  500  and  above  $500,000 
would  be  $5,000? 

Mr.  LiBERTUCCI.  That  is  correct. 

Mr.  HoYER.  I  have  got  a  number  of  other  questions,  but  we  will 
submit  those,  so  we  cannot  take  a  lot  of  time  on  that. 

FIREARMS  RECORDS  CENTRALIZATION 

We  are  going  to  be  looking  at  these  fee  proposals  carefully. 

Now,  I  don't  know  whether,  Mr.  Secretary,  whether  you  want  to 
answer  this,  or  you  do,  Mr.  Magaw.  The  Administration  proposes 
repealing  appropriations  language  that  prohibits  the  bureau  from 
centralizing  firearm  records  in  the  national  registry.  We  did  this 
initially  last  year  then  we  dropped  it  in  full  committee.  It  became 
somewhat  controversial. 

NRA  is  very  concerned  about  this,  as  to  what  it  might  mean  in 
terms  of  what  ATF  is  going  to  do.  Let  me  ask  you,  does  this  lan- 
guage have  precisely  the  same  effect  as  the  prohibition  on  national 
records  contained  in  the  Gun  Control  Act  of  1968? 

In  other  words,  the  prohibition  in  the  Treasury-Postal  bill 
against  centralizing,  and  the  prohibition  in  the  national  records 
contained  in  the  Gun  Control  Act  of  1968,  are  they  the  same? 

Mr.  Dessler.  It  is  already  covered  in  the  Gun  Control  Act. 

Mr.  HOYER.  If  we  drop  it  from  our  bill,  would  it  have  any  impact? 

Mr.  Dessler.  Not  any  impact  at  all.  It  would  still  be  prohibited. 

Mr.  HOYER.  Does  the  bureau  have  any  plans  to  propose  repeal 
of  the  prohibition  of  the  Gun  Control  Act? 

Mr.  Dessler.  No.  Absolutely  not.  We  have  no  plans. 
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HIGH  INTENSITY  DRUG  TRAFFICKING  AREA 

Mr.  HOYER.  The  drug  czar's  office  requests  $12  million  in  fiscal 
1995  for  Washington-B£iltimore  high-intensity  drug  trafficking.  A 
brilliant  proposal.  I  understand  ATF  will  target  violent  drug  gangs 
in  that  process.  How  do  you  intend  to  accomplish  that? 

That  is  a  very  important  objective,  obviously,  not  just  in  the 
Washington-Baltimore  area  but  throughout  the  country. 

Mr.  Magaw.  a  great  portion  of  our  agents  work  undercover  every 
day,  and  guns  lead  you  to  drugs  and  violence  in  those  areas.  Wher- 
ever you  have  a  drug  group,  you  are  going  to  have  guns.  So  it  is 
through  the  gun  jurisdiction,  it  is  the  experience  in  this  area  that 
proved  helpful  to  these  task  forces.  In  some  instances  where  you 
have  a  case  and  cannot  quite  make  a  case  on  murder,  we  are  able 
to  make  that  case  on  guns.  Through  the  investigation  it  will  show 
they  were  carrying  guns  and  they  would  have  stashed  guns. 

We  can  help  get  people  off  the  street  through  the  gun  program. 
Guns  will  take  us  into  ever3rthing.  We  are  trying  to  work  on  the 
prevention  side  by  trying  to  give  youngsters  in  schools  around  the 
country  an  alternative  to  gangs  and  to  gain  self-respect.  We  have 
been  successful  through  the  G.R.E.A.T.  Program. 

So  we  are  not  only  trying  to  enforce  the  law  but  to  get  violence 
off  the  street.  Through  youngsters,  we  have  made  an  impact. 

Mr.  HOYER.  Is  there  any  difference  in  the  way  you  are  con- 
templating working  in  the  Washington-Baltimore  HIDTA,  which  is 
a  different  construct  in  terms  of  dealing  not  just  on  the  enforce- 
ment side  but  on  the  prevention  side  as  well?  Is  there  any  dif- 
ference from  your  approach  in  dealing  with  HIDTA  than,  say,  in 
Houston  or  Los  Angeles  or  San  Francisco  or  Miami? 

Mr.  Magaw.  The  techniques  and  the  crimes  are  basically  the 
same. 

Mr.  HoYER.  I  said  San  Francisco.  It  is  New  York,  for  the  record. 

Mr.  Magaw.  In  terms  of  the  techniques  of  working  the  groups 
and  working  the  investigations,  there  is  no  real  technical  dif- 
ference. You  may  decide  that  you  are  going  to  work  two  or  three 
particular  gangs  in  this  area  and  identify  those,  and  you  will  iden- 
tify them  with  the  local  law  enforcement  or  with  the  United  States 
attorney.  But  in  terms  of  the  technical 

Mr.  HoYER.  It  is  the  same? 

Mr.  Magaw.  It  is  the  same,  yes,  sir. 

CEASEFIRE 

Mr.  Noble.  We  do  have  one  additional  benefit  in  the  Washington 
area,  this  project  CEASEFIRE,  where  we  are  able  to  track  projec- 
tiles. It  will  help  us  make  cases  we  were  not  able  to  make  in  other 
jurisdictions.  That  is  one  of  the  technological  benefits  we  have 
available  to  us  as  well. 
Mr.  Hoyer.  Explain  that  to  me  a  little.  I  am  not  sure — 
Mr.  Noble.  I  am  sorry.  At  a  crime  scene  you  might  have  projec- 
tiles, the  bullets  from  a  crime  scene,  and  through  the  technological 
advancement  in  CEASEFIRE,  it  is  able  to  help  law  enforcement  de- 
termine whether  to  say,  the  bullets  came  from  the  same  weapon, 
or  whether  the  shooter  or  weapon  in  crime  scene  A  is  the  same  as 
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in  crime  scene  B.  It  will  help  focus  the  investigation  in  a  way  that 
might  otherwise  not  be  available. 

Mr.  Magaw.  Right  now  we  do  the  bullets  and  they  do  the  shell 
casings.  In  some  cases  you  have  shell  casings  and  in  some  cases 
you  don't.  So  we  are  working  closely  with  them. 

Mr.  HOYER.  I  was  going  to  recognize  Mr.  Lightfoot,  and  he  will 
be  back,  so  he  has  some  other  questions  himself. 

I  am  very  interested  in  having  the  bureau  take  a  special  effort 
at  targeting  juvenile  violence,  including  tracking  juvenile  firearm 
suppliers,  which  I  think  is  critical.  You  have  referenced  it  earlier. 

Mr.  Magaw.  Right. 

FIREARMS  SUPPLIERS 

Mr.  HOYER.  And  working  with  communities  to  solve  problems. 

Have  you  obtained  measurable  results  in  terms  of  identifying 
and  prosecuting  those  supplying  firearms  to  children? 

Mr.  Magaw.  Not  yet,  sir.  It  is  too  early.  We  just  started  a  few 
months  ago,  two  and  a  half  to  three  months  ago,  asking  police  de- 
partments to  identify  and  have  us  trace  any  weapon  found  on  a  ju- 
venile, in  and  around  the  school.  Before,  when  a  weapon  was 
found,  it  would  not  be  associated  with  a  juvenile.  So  results  are 
just  starting  to  come  in,  and  it  is  too  early  to  begin  to  give  an  indi- 
cator. 

If  a  weapon  comes  in  and  it  has  been  in  a  school  or  a  juvenile 
has  it,  we  will  try  and  trace  it,  and  over  a  period  of  time  we  will 
be  able  to  show  how  many  and  where  they  came  from. 

Is  it  coming  from  the  next-door  neighbor?  Is  it  coming  from  right 
out  of  their  own  home?  Has  it  been  given  to  them  by  drug  dealers 
to  entice  them  to  go  farther  into  crime?  Where  are  these  weapons 
coming  from?  It  is  too  early  to  tell  at  this  point. 

THE  SAVE  PROGRAM 

Mr.  HOYER.  Do  the  schools  have  the  SAVE  information? 

Mr.  Magaw.  The  SAVE  is  a  brand-new  program.  It  is  a  concept 
where  communities  can  help  each  other.  For  instance,  in  a  commu- 
nity in  California,  there  was  almost  50  percent  nonattendance  at 
a  particular  school  and  they  couldn't  figure  out  why  children 
weren't  coming  to  school.  When  they  got  the  parents  and  the  fami- 
lies involved  in  this  problem,  they  discovered  children  weren't  com- 
ing to  school  because  they  were  getting  ripped  off  on  the  way  to 
school.  Their  coats  were  taken,  they  were  getting  stabbed,  or  they 
were  getting  shot.  So  the  children  quit  going  to  school. 

The  SAVE  program  allowed  this  community  to  decide,  with  local 
law  enforcement,  how  to  resolve  this.  Every  day,  going  to  school 
and  coming  home,  the  local  police  moved  in  with  five  or  six  people 
and  blocked  off  the  streets  so  the  children  could  come  home.  The 
attendance  went  right  back  up  to  96  or  97  percent.  That  is  one  sim- 
ple example. 

Mr.  HOYER.  It  is  an  example.  I  don't  know  if  it  is  simple. 

Mr.  Magaw.  It  is  a  package  where  you  or  anybody  else  identifies 
a  problem  and  the  principles.  Working  through  the  principles,  you 
can  decide  how  you  want  to  handle  it.  It  is  a  little  like  what  was 
done  in  Chicago,  where  the  residents  took  over  their  own  buildings. 
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It  can  be  done  by  a  block,  it  can  be  done  by  a  six-block-square 
area  or  done  by  an  entire  city,  because  the  principles  will  apply. 
Nobody  would  have  realized  that  the  problem,  attendance-wise, 
was  because  they  were  being  hassled  back  and  forth  from  school 
until  you  got  the  community  to  get  together  to  identify  the  real 
problem.  Tnen  it  was  easy  to  stop. 

They  just  had  big  planters  they  pulled  across  the  intersections  at 
certain  times  of  the  day.  The  children  could  come  and  go,  do  their 
own  walking,  instead  of  being  ripped  off  all  the  way.  The  SAVE 
program  lets  the  community  decide  how  these  principles  can  be  ap- 
plied to  their  individual  problem. 

Mr.  HOYER.  Director,  I  presume  you  get  sort  of  quarterly  or 
maybe  even  monthly  progress  reports  on  how  we  are  doing  in  these 
areas.  Would  that  be 

Mr.  Magaw.  I  am  constantly  briefed  in  these  areas,  yes. 

PROGRESS  REPORTS/G.R.E.A.T.  PROGRAM 

Mr.  HOYER.  If  you  might  keep  us  on  a  quarterly  basis  informed 
on  how  we  are  progressing,  the  amount  of  resources  we  are  apply- 
ing to  these  programs,  obviously  they  are  critical  in  terms  of  mak- 
ing our  community  safe. 

The  American  public  is  just  focused  very  much  on  this  whole 
question  of  safe  communities,  safe  schools,  safe  streets.  It  is  phe- 
nomenal, the  statistics.  Thirty  percent  say  it  is  the  most  important 
issue  in  our  country. 

You  have  referenced  the  G.R.E.A.T.  Program.  One  of  the  things 
about  representing  Prince  Greorges'  County,  it  is  somewhat  of  a  mi- 
crocosm, both  of  the  urban  and  near  suburban  areas  of  our  country. 
It  is  a  multi-ethnic,  multi-racial  county,  and  it  is  a  real — in  my 
opinion — of  course  I  represent  a  portion  of  it,  but — excellent  area 
in  which  to  test  to  see  whether  this  can  work,  because  we  have 
many  of  the  problems  both  cities  have  and  near  suburbs  have. 

First  of  all,  it  is  my  understanding  that  the  administration  has 
not  put  money  in  for  the  G.R.E.A.T.  Program  expansion,  and  in 
fact  may  have  cut  it  back.  Is  that  correct? 

Mr.  Magaw.  For  1995,  that  is  correct.  In  FY  1994  we  received 
$5  million  for  the  G.R.E.A.T.  Program  from  ONDCP,  which  is  the 
drug  fund.  They  only  do  that  one  year  at  a  time.  We  are  hoping 
they  would  be  able  to  continue  funding  it. 

Mr.  Noble.  If  I  might  just  follow  up  on  that,  the  Administration 
is  fully  supportive  of  the  provision  in  the  Senate  crime  bill  increas- 
ing dramatically  the  funding  to  $40  million  a  year  for  G.R.E.A.T. 

Mr.  HoYER.  You  support  that.  Fine. 

I  have  got  a  number  of  questions,  including  specific  questions 
dealing  with  the  Arizona  State  University  evaluation  of  G.R.E.A.T. 

We  have  concerns  that  you  were  not  reaching  the  hard-core  kids 
and  reducing  gang  membership  and  participation.  Obviously  I  want 
to  tell  you,  whether  it  is  in  Prince  George's  County  or  any  place 
else,  if  it  doesn't  work,  we  ought  not  to  be  spending  the  money  to 
do  it.  On  the  other  hand,  I  think  it  has  a  possibility  of  working. 

One  of  the  things  I  like  about  it  also,  community  police,  and  I 
am  a  big  fan,  we  need  to  get  kids  looking  at  law  enforcement  offi- 
cials and  cops  as  friends,  allies,  people  who  are  going  to  protect 
them  going  to  and  from  school. 
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The  community  policing  system  works  very  well  in  Prince 
George's  County.  We  don't  have  enough.  In  Prince  George's  County, 
residents,  neighborhoods,  have  the  beeper  number  of  the  police  of- 
fice. If  they  see  something  wrong,  they  can  dial  on  their  phone  and 
get  their  local  cop  on  the  beat  on  his  beeper  and  he  or  she  will  call 
them  back  in  minutes.  You  talk  to  the  neighborhood  people,  they 
think  this  is  the  greatest  thing. 

PERFORMANCE  MEASURES 

Performance,  National  Performance  Review,  the  Vice  President 
wants  to  make  it  work  better  with  less.  We  are  going  to  have  to 
do  that.  The  American  public  expects  us  to  do  it.  And  performance 
measures  are  the  key  to  this. 

Compliance  rates  may  provide  such  measure  for  the  compliance 
program.  Can  you  identify  such  measures  for  law  enforcement? 
How  is  this  committee.  Director,  going  to  say  to  the  American  pub- 
lic and  to  the  Floor,  applying  X  dollars  to  this  has  worked  because? 
How  are  you  setting  those  performance  benchmarks  yourself? 

Mr.  Magaw.  We  are  in  the  process  of  writing  benchmarks  both 
for  the  compliance  and  the  law  enforcement  side.  One  of  the  things 
I  thought  we  had  to  do.  Congressman,  is  to  first  look  at  our  struc- 
ture, what  it  needs  to  be.  Secondly,  is  to  look  at  our  short  and  long- 
term  goals.  Then  performance  measures  will  be  more  meaningful 
and  more  accurately  measure  outputs. 

We  already  have  our  strategic  planning  process,  three  or  four 
people  looking  at  this  bureau  as  it  is  now  and  planning  for  it  in 
terms  of  budgets,  and  at  the  same  time  starting  to  put  it  into  per- 
formance terms. 

I  would  say  it  would  be  next  year  this  time  before  I  have  a  spe- 
cific answer  to  how  we  measure  that,  especially  on  the  enforcement 
side. 

Mr.  HOYER.  Obviously,  as  you  pointed  out,  we  are  just  getting 
into  this  and  the  agencies  are  just  developing.  But  it  is  going  to  be 
very  important,  particularly  next  year,  and  frankly  as  we  go 
through  here,  to  determine  what  works  and  what  doesn't,  because 
if  we  have  limited  resources,  we  need  to  be  doing  what  works,  and 
reducing  our  effort  or  jettisoning  our  effort  on  that. 

Mr.  Magaw.  In  the  G.R.E.A.T.  Program,  that  is  the  good  thing 
about  that  evaluation.  And  also  in  the  G.R.E.A.T.  Program  we  are 
trying  to  look  at  whether  we  can  give  committees  around  the  coun- 
try, nonprofit  organizations,  the  ability  to  raise  funds  to  move  for- 
ward, too. 

Mr.  HOYER.  I  have  got  a  number  of  other  questions  I  want  to 
ask,  but  Mr.  Lightfoot  is  back. 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

With  your  permission,  I  would  like  to  recognize  an  age-old  tradi- 
tion of  this  subcommittee  which  I  would  just  like  to  start  today.  I 
understand  that  Karen  Michell,  who  is  in  ATF,  is  in  the  audience. 
Today  is  her  birthday.  It  would  seem  the  appropriate  thing  to  do 
not  to  sing  happy  birthday,  knowing  the  quality  of  the  singing 
voices  here. 

Happy  birthday,  Karen. 
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USER  FEES — SPECIAL  FUNDS 


Mr.  LiGHTFOOT.  That  was  the  good  part.  Here  is  the  bad  part. 
I  have  got  some  questions  which  I,  as  well  as  the  Chairman,  would 
like  to  submit  and  let  you  answer  later.  I  will  just  wrap  up  here 
with  a  couple  of  quick  things. 

Back  at  the  user  fee  issue,  the  revenues  you  will  collect  from  the 
user  fees  to  offset  your  budget  and  not  in  the  general  treasury;  is 
that  correct? 

Mr.  Magaw.  Yes,  special  funds  would  be  created  which  the  Bu- 
reau would  draw  on.  The  net  new  revenue  generated  would  be  used 
to  fund  our  compliance  and  regulatory  programs. 

Mr.  Noble.  I  am  going  to  ask  Mr.  Verburg  to  follow  up.  I  think 
there  might  be  special  trusts. 

Mr.  Verburg.  What  we  are  tr3dng  to  do  with  the  proposals  we 
have  put  forth  in  the  1995  budget  is  to  earmark  them,  if  you  will, 
and  have  special  funds  created,  from  which  your  committee  could 
appropriate  the  funds  for  ATF.  That  is  the  nature  of  what  we  are 
trying  to  do  with  some  of  these  user  fees  this  year. 

Mr.  LiGHTFOOT.  I  will  be  the  skunk  in  the  garden  party.  That  is 
going  to  take  legislation? 

Mr.  Verburg.  Yes,  sir. 

Mr.  LiGHTFOOT.  What  if  that  doesn't  happen?  What  happens  to 
your  budget? 

Mr.  Verburg.  They  would  have  to  go  into  the  general  fund  if 
that  did  not  occur.  But  the  question  here  becomes  a  budget  author- 
ity one.  The  1995  budget  has  the  budget  authority  in  it  already. 
These  proposals  would  be  transmitted  under  separate  legislation. 

For  example,  the  firearms  license  fee,  we  are  drafting  separate 
legislation  that  is  more  detailed  on  that  right  now,  that  is  under 
consideration  by  R&D. 

We  recognize  this  is  going  to  require  some  coordination  with 
other  committees.  We  are  in  the  process  of  looking  at  how  to  do 
that  right  now. 

Mr.  LiGHTFOOT.  If  we  can't  get  the  House  to  go  along  with  us  on 
some  of  these  things,  then  what  does  this  do  to  your  budget?  That 
is  my  point. 

Mr.  Verburg.  Yes,  sir,  we  are  very  cognizant  of  that.  We  are 
working  on  a  strategy  right  now  for  coordination  with  other  com- 
mittees. 

COOPERATIVE  EFFORTS 

Mr.  LiGHTFOOT.  As  I  said  earlier,  I  have  got  grave  concerns  over 
the  monumental  task  that  you  are  charged  to  do,  and  with  the  de- 
cline in  the  resources  that  are  available  for  you  to  do  that  job,  1 
hope  that  this  doesn't  send  a  message  to  the  criminal  element  that 
my  odds  of  getting  caught  are  becoming  much  lower  because  law 
enforcement  is  being  forced  to  back  off  because  of  resource  prob- 
lems. 

I  just,  again,  wish  you  well,  and  we  will  do  whatever  we  can  to 
make  sure  you  have  got  what  you  need  to  get  the  job  done. 

I  know  the  Chairman  shares  that  opinion.  You  have  got  a  lot  on 
your  plate  and  not  a  very  big  spoon  to  eat  with.  We  would  kind  of 
like  to  give  you  a  super  spoon  instead  of  a  teaspoon. 
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Mr.  Magaw.  I  have  been  in  law  enforcement  for  33  years  and 
never  saw  anything  like  what  Attorney  General  Reno  and  Sec- 
retary Noble  put  together  the  other  day.  We  were  sitting  there  with 
Director  Freeh,  the  United  States  Marshal,  Administrator  for  DEA, 
and  we  were  talking  to  almost  300  people  around  the  country  on 
a  line.  They  were  United  States  Attorneys,  FBI  Special  Agents  in 
Charge,  ATF  Special  Agents  in  Charge,  all  the  U.S.  Marshals.  We 
were  talking  about  putting  all  resources  together  in  every  commu- 
nity, every  Federal  resource  together  in  every  Federal  community 
and  work  out — let  the  United  States  Attorney  and  States'  Attorney 
and  local  law  enforcement  along  with  us  identify  all  the  problems. 
And  if  the  local  law  enforcement  needs  two  or  three  people  to  help 
them  or  needs  equipment  to  help  them,  whatever  any  group  needs, 
we  would  help  them. 

So  that  coordination,  that  cooperation  with  ATF  agents  and  FBI 
agents  and  U.S.  Marshals  working  side  by  side,  I  think  is  a  bless- 
ing in  disgTiise.  Not  only  is  it  the  right  thing  to  do,  but  it  is  the 
efficient  thing  to  do,  and  it  is  the  right  time  for  it. 

The  United  States  Attorney  sometimes  gets  cases  that  don't  have 
priority.  Now  the  priority  is  going  to  be  decided  before  you  use  the 
resources  to  go  in  and  make  the  investigation.  So  I  think  that  will 
be  very  helpful. 

Mr.  Noble.  To  follow  up  on  a  point,  the  extraordinary  aspect  of 
it  is  that  all  of  the  law  enforcement  components  that  John  just  de- 
scribed agreed  to  allow  a  U.S.  Attorney  to  be  the  coordinator.  It  is 
interdepartmental,  and  couple  that  with  the  fact  that  the  State  and 
locals  are  going  to  be  active  participEints.  We  had  the  International 
Association  of  Chiefs  of  Police,  Executive  Director  there  as  well. 
That  is  what  makes  it  really  extraordinary. 

As  John  pointed  out,  we  believe  now,  instead  of  the  Federal  Gov- 
ernment dictating  to  the  States  what  ought  to  be  done,  instead  of 
Washington  dictating  to  the  field  what  the  problem  is,  the  local 
communities.  State  and  local  governments  will  be  able  to  deter- 
mine for  their  community  what  are  the  major  problems  and  how 
ought  we  best  allocate  resources  to  address  the  problems. 

John  has  been  at  it  for  33  years.  I  haven't.  But,  in  my  short  time 
it  is  one  of  the  most  extraordinary  events  I  have  witnessed. 

Mr.  LiGHTFOOT.  Cooperation  will  always  win  in  the  long  run.  I 
appreciate  hearing  that  as  well.  Particularly  ATF  has  I  think  got 
the  best  reputation  in  government  for  dealing  with  local  law  en- 
forcement, because  of  the  duties  that  you  are  charged  with,  bring- 
ing these  other  agencies  in  I  think  would  be  a  plus. 

So  again,  we  appreciate  your  coming  today. 

Mr.  Chairman,  I  have  some  questions,  I  will  just  submit  for  the 
record. 

Thank  you.  Godspeed. 

EQUAL  OPPORTUNITY  REPORT 

Mr.  HOYER.  Director,  discrimination  and  sexual  harassment  have 
been  a  problem.  I  know  it  is  a  challenge  for  you  and  your  agency. 

We  directed  the  Secretary  to  give  us  a  report  by  March  1.  We 
don't  have  it. 

Mr.  Noble.  May  I  ask  for  an  extension?  We  have  information  to 
report.  I  don't  have  an  explanation.  I  am  shocked  that  you  asked 
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me  this  question  and  I  wasn't  prepared  for  it.  But  if  I  could  have 
some  time,  a  reasonable  amount  of  time 

Mr.  HOYER.  We  will  try  to  give  you  better  notice  in  the  future 
of  our  shocking  questions. 

Let  me  ask  you  some  specific  questions  and  then  we  will  go  back 
to  see  if  you  want  to  make  any  comments.  Did  internal  affairs  pun- 
ish individuals  who  complained  about  discrimination?  That  was 
one  of  the  allegations,  as  you  know. 

Mr.  Magaw.  I  have  found  nothing  to  show  that  happened.  What 
I  have  done,  Congressman — if  I  could  just  tell  you  what  I  have 
done  since  I  went  in  there — is,  I  am  in  the  process  now  of  visiting 
every  employee.  I  am  traveling  all  over  the  country  doing  that.  In 
every  conversation  I  have,  if  there  has  been  sexual  harassment  in 
the  past,  it  will  end  right  now,  and  the  supervisors  and  everybody 
in  each  of  these  offices  have  the  responsibility  and  the  power  to 
bring  information  forward.  And  when  it  is  brought  forward,  we  will 
act  on  it.  We  are  not  going  to  condone  it  in  this  bureau  anywhere. 
It  is  everybody's  responsibility  to  stamp  it  out.  I  am  referring  to  of- 
fices in  this  country.  I  will  be  finished  with  these  visits  June  1. 

We  are  following  up — I  have  identified  seven  cultural  groups,  six 
cultural  groups  and  one  special  group  within  this  bureau,  and 
there  are  six  or  seven  people  in  each  one  of  those  cultural  groups, 
the  Hispanics,  the  blacks,  the  Asians,  the  handicapped  group,  and 
they  will  be  coming  to  Washington  next  month,  and  bringing  their 
individual  concerns. 

I  am  going  to  sit  down  with  each  one  of  those  groups  and  I  want 
to  hear  their  concerns.  There  have  been  three  or  four  incidents 
since  I  have  been  here  where  there  has  been  sexual  harassment, 
where  our  internal  review  group  has  gone  out  and  shown  that 
there  has  been  sexual  harassment.  In  each  case  I  have  taken  deci- 
sive and  very  quick  action  by  removing  them  from  their  super- 
visory position. 

And  so  the  word  is  out  there.  The  movement  is  there.  I  have 
been  through  it  to  some  extent  before.  I  had  some  exposure  to  it 
in  the  Secret  Service,  over  the  last  seven  or  eight  years.  So  we  are 
walking  our  talk,  we  are  training,  we  are  having  diversity  training 
sessions  throughout  the  country.  And  basically  I  have  told  our  Spe- 
cial Agents  in  Charge,  if  it  is  going  on  in  your  office  and  you  don't 
know  about  it,  shame  on  you,  you  are  coming  out  of  there. 

And  so  I  believe  that  while  I  agree  with  you,  there  is  a  problem, 
there  has  been  a  problem,  I  guarantee  you  that  problem  will  go 
away  very  quickly. 

Mr.  HOYER.  I  appreciate  that  attitude,  Mr.  Director.  You  and  I 
have  had  a  personal  conversation  in  my  office.  I  have  three  daugh- 
ters, and  my  wife,  of  course.  I  think  most  women  would  tell  you 
there  are  few  days  they  go  through  where  there  is  not  a  sexually 
improper  comment  made  as  they  walk  down  the  street,  as  they  par- 
ticipate in  their  offices,  whatever  involvement  they  may  have. 
Some  are  subtle,  some  are  not  so  subtle.  Some  are  with — as  we 
lawyers  say — with  mens  rea.  They  know  what  they  are  doing  and 
they  are  guilty  of  doing  something  wrong  and  they  know  it.  Others 
are  dumb.  They  don't  think  of  what  they  are  doing.  They  don't 
think  of  the  impact  or  the  implication  behind  their  actions.  But  it 
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is  something  that  we  are  going  to  have  to  really  address  in  the 
workplace. 

Secondly,  let  me  ask  you,  I  know  there  was  a  court  case,  but  you 
recall  the  agent  that  had  the  swastika  up  in  one  of  the  offices.  Can 
you  give  me  an  update  on  that?  You  and  I  discussed  that.  I  talked 
to  Mr.  Higgins  about  it.  There  was  a  court  case  involving  that.  The 
guy  was  removed. 

Mr.  Buckles.  The  9th  Circuit  Court  of  Appeals  recently  referred 
that  back  to  the  district  court.  The  district  court  had  originally  is- 
sued an  injunction  enjoining  us  from  taking  action.  That  has  now 
been  remanded  back  to  the  district  court,  just  recently.  I  am  not 
sure  what  the  status  of  it  is  today,  if  there  is  a  hearing  scheduled 
yet. 

DISCRIMINATION 

Mr.  HOYER.  Mr.  Director,  I  want  your  folks  to  know,  we  give  law 
enforcement  officials  a  lot  of  power.  They  have  an  added  respon- 
sibility to  have  every  American  believe  that  they  are  going  to  be 
treated  fairly  and  without  discrimination.  And  without  any  pre- 
conceived notions  of  what  people  are  or  are  not  based  upon  eth- 
nicity or  race  or  other  distinctions. 

And  boy,  I  tell  you,  when  I  heard  about  that,  I  was  really  ticked 
and  I  let  Mr.  Higgins  know  I  was  really  ticked.  If  I  hear  of  agents 
under  this  committee  engaging  in  similar  activity,  I  am  going  to  do 
whatever  I  can  to  stop  it — I  know  I  will  be  working  with  you  be- 
cause your  attitude  is  the  same  and  you  are  very  S3anpathetic. 
These  are  not  jokes,  as  you  know. 

Mr.  Magaw.  As  I  am  traveling  in  every  one  of  our  districts  that 
I  spoke  to  you  about,  I  stay  an  extra  half  day  if  I  have  to  and  I 
walk  through  every  foot  of  every  space  of  every  room.  And  where 
I  have  seen  those  things,  they  come  down.  Not  the  swastikas,  but 
maybe  pictures  that  I  don't  believe  should  be  there.  So  the  message 
has  been  sent.  I  just  don't  believe  you  will  see  that  in  this  bureau 
ever  again. 

Mr.  Noble.  I  might  just  add  that  the  Secretary  feels  as  strongly 
as  John  does  and  I  do,  Mr.  Chairman.  We  are  in  the  process  of  fi- 
nalizing a  department-wide  report  on  sexual  harassment.  We  ex- 
pect the  report  will  be  published  and  distributed  and  reinforced 
rather  quickly. 

PENALTIES  FOR  DISCRIMINATION  AND  HARASSMENT 

Mr.  HOYER.  Good.  Have  we  established  a  clear  set  of  penalties 
for  managers  found  guilty  of  discrimination  and  harassment? 

Mr.  Magaw.  We  are  in  the  process  of  doing  that  right  now.  I 
would  think  it  would  be  operational  by  May,  latest  June  1,  within 
our  bureau.  I  have  to  tell  you  that  I  am  slightly  against  that  be- 
cause you  have  to  look  at  each  situation.  Each  situation  is  dif- 
ferent. 

For  instance,  a  penalty  situation  in  which  an  employee  has  a 
youngster  who  is  home  sick  or  is  hurt  and  the  employee  puts  that 
child  in  a  government  automobile  and  takes  him  to  the  hospital,  I 
would  have  to  give  him  30  days  off  without  pay. 

I  want  to  have  a  reasonableness,  but  I  want  also  to  have  man- 
agement judgment,  my  management  judgment,  and  the  assistant 
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and  associate  directors'  judgment  are  necessary,  because  each  case 
is  slightly  different. 

Mr.  HOYER.  Can  you  repeat  that  incident  again?  If  you  have  an 
officer  who  has  a  sick  child  and  he  puts  them  in  the  government- 
issued  vehicle  to  take  them  someplace,  that  is  a  violation? 

Mr.  Magaw.  That  is  a  violation. 

Mr.  HoYER.  That  is  a  family-friendly  policy. 

Mr.  Magaw.  That  is  right.  You  cannot  have  a  family  member  in 
a  government  vehicle. 

Mr.  HOYER.  You  mean  on  his  way  to  work  or  her  way  to  work? 
Do  they  take  the  car  home? 

Mr.  Magaw.  A  number  of  the  street  agents  do. 

Mr.  HOYER.  That  is  a  sick  child  and  they  are  going  to  drop  them 
off  at  the  doctor  and  they  are  going  to  have  mom  pick  them  up? 

Mr.  Magaw.  They  won't  do  that. 

Mr.  Noble.  The  number  of  cases  like  that  reported  to  super- 
visors is  actually  quite  low. 

Mr.  HOYER.  I  hope  so.  I  am  not  going  to  go  into  a  recent  case 
that  I  thought  was  inappropriate  in  Texas. 

Mr.  Noble.  Great  sources. 

Mr.  Hoyer.  In  any  event,  I  wasn't  talking  about  that  kind  of 
case,  obviously.  But  in  terms  of  letting  people  know  what  the  con- 
sequences are  for  discrimination  and  harassment,  it  is  important. 
I  understand  you  get  yourself  caught  in  rules  sometimes — every 
situation  is  different. 

The  public  doesn't  understand  that,  when  they  want  all  these 
mandatory  penalties.  I  am  for  the  three-time  loser,  as  you  know, 
but  the  first  time  out  does  not  make  good  sense.  I  am  against  first- 
time  mandatory  sentences,  although  I  supported  a  mandatory  sen- 
tence attached  to  the  use  of  the  gun  in  any  crime.  But  that  can  get 
you  in  a  trick  bag  as  well.  You  need  to  let  people  know  the  con- 
sequences of  their  acts  in  this  area. 

Mr.  Noble.  If  I  can  just  follow  up  on  John's  point,  when  he  was 
selected  to  be  Director  of  ATF,  one  of  the  things  that  was  most  im- 
portant in  the  Secretary's  mind  was  John's  reputation  at  Secret 
Service  for  being  a  very  serious  Director. 

I  can't  stress  enough — and  this  is  not  being  disrespectful  of  any- 
one else — John  Magaw  brings  a  certain  amount  of  credibility  in 
terms  of  these  issues  with  his  accomplishments  at  Secret  Service. 
He  would  bring  groups  together,  start  them  out  separately,  maybe 
a  group  of  black  employees,  Latins,  women,  so  forth,  even  white 
males,  ultimately  get  the  groups  talking  to  one  another  to  realize 
they  have  people  problems,  human  problems. 

And  I  say  this  with  all  due  respect.  I  don't  think  his  hair  has 
ever  been  out  of  place. 

Mr.  HOYER.  I  can  empathize  with  that. 

Mr,  Noble.  He  is  a  serious  manager  and  serious  professional, 
and  the  people  below  him  recognize  that.  We  are  fortunate  at 
Treasury,  ATF  is  fortunate,  and  that  is  not  disrespectful  of  anyone 
else. 
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INTEGRITY 


Mr.  HOYER.  I  have  full  confidence  in  Mr.  Magaw,  I  want  you  to 
know  that.  None  of  my  questions  imply  anything  else.  I  am  in  some 
respects  sending  a  message.  I  want  it  heard.  It  is  important. 

It  is  important  because  as  we  support  people  that  we  put  into 
very  difficult  situations,  their  credibility  will  be  enhanced  if  every- 
body believes  they  are  acting  because  of  wrongdoing  and  not  be- 
cause of  some  other  distinction.  That  was  the  problem  in  the  King 
case.  A  lot  of  good  officers  are  now  looked  at  differently  because  of 
the  King  case,  and  they  shouldn't  be.  That  is  all. 

I  think  Mr.  Magaw  is  doing  a  fantastic  job  and  is  going  to  do  a 
good  job.  I  want  to  let  everybody  know  how  important  I  view  that. 
I  want  to  be  very  supportive  in  the  process,  but  discrimination  is 
something  that  I  am  very  concerned  about.  I  know  you  are  as  well, 
and  that  is  why  you  spend  so  much  time  in  your  office. 

Let  me  clarify  on  the  record,  because  apparently  we  were  in 
error.  There  was  a  letter  delivered  to  us  February  9th,  well  before 
the  requested  March  1st  deadline,  of  a  report  on  discrimination 
against  employees.  It  states  the  I.G.  has  yet  to  complete  the  review 
process,  and  therefore  we  presume  we  will  receive  it  subsequently. 
So  we  were  in  error. 

You  have  done  a  preliminary  report  to  us,  but  the  report  is  not 
complete.  We  will  look  forward  to  getting  that  and  discussing  that 
further. 

I  have  a  number  of  other  questions.  I  don't  like  to  take  these 
longer  than  4:00.  I  will  submit  these  for  the  record. 

^  we  review  this  budget  request,  House-passed  budget  resolu- 
tion, and  the  602(b)  allocation,  we  will  be  talking  to  you  again 
about  the  resources  we  have  available  and  how  best  to  apply  those 
resources. 

Mr.  Noble.  As  you  know,  Mr.  Chairman,  Congressman  Lightfoot, 
we  are  always  available  in  other  forums  to  provide  whatever  addi- 
tional information  you  need. 

Thank  you  very  much. 

Mr.  HOYER.  Thank  you  very  much.  Again,  we  appreciate  your 
being  here  and  look  forward  to  working  with  you. 

The  hearing  is  adjourned. 

[The  questions  submitted  for  the  record  follow:] 
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BUREAU  OF  ALCOHOL,  TOBACCO  AND  FIREARMS 

HOUSE  QUESTIONS  AND  ANSWERS 

QUESTIONS  SUBMITTED  BY  THE  COMMITTEE 

FTE  Reductions/Buyout 


Question:   You  will  lose  22  FTE  and  $1.4  million  in  FY  1995 
under  the  Government-Wide  FTE  reductions.   How  will  these 
reductions  affect  your  operations  in  FY  1995? 

Answer:   In  the  short  term,  the  22  FTE  and  $1.4  million 
resource  reduction  in  FY  1995  would  not  critically  affect 
the  Bureau's  mission  due  to  a  high  level  of  compliance  by 
current  industry  members. 

Question:   Will  you  need  to  implement  a  Reduction-In-Force 
to  meet  your  target? 

Answer:   No,  a  reduction  in  force  is  not  anticipated.   The 
continuation  of  a  selective  hiring  freeze  should  enable  the 
Bureau  to  meet  the  FY  1995  President's  Budget  FTE  ceiling. 

Question:   Would  you  use  buyout  legislation  if  it  were 
passed? 

Answer:   The  decision  on  whether  or  not  to  use  buyout 
authority  will  be  made  using  variables  such  as  FTE  levels, 
attrition  and  policy  guidance. 

Question:   Do  you  foresee  significant  problems  in  the 
future,  particularly  if  the  exemption  for  Law  Enforcement 
personnel  were  lifted? 

Answer:   ATF  will  use  the  resources  provided  to  the  Bureau 
in  the  most  efficient  manner  possible  to  accomplish  the 
mission  of  the  Bureau. 


Alcoholic  Beverage  User  Fees 

Question:   The  Congress  has  rejected  User  Fees  for  the 
Certification  of  Labeling  and  Testing  of  Alcoholic  Beverages 
for  two  years.   Why  is  this  proposed  again? 

Answer:   In  the  spirit  of  NFR  and  the  spirit  of  short 
resources,  we  looked  at  a  lot  of  user  fees  this  year.   We 
see  it  as  a  user  fee  because  the  industry  comes  to  ATF  for  a 
service.   It  takes  time  to  process  labels  and  test  formulas. 
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This  is  a  f««  for  providing  a  service  and  the  fee  would 
reimburse  the  Bureau  for  providing  that  service  so  that  the 
industry  can  operate  their  businesses  safely  and  profitably. 

Question:   If  it  were  put  into  effect,  how  would  it  be 
administered? 

Answer:   The  application  for  a  certificate  of  label 
approval,  formula  approval,  etc.  would  have  to  be 
accompanied  by  the  requisite  fee.   We  anticipate  using 
similar  arrangements  as  are  used  for  existing  fees  and  tax 
payments  to  collect,  deposit  and  account  for  fee  receipts. 
We  would  also  work  to  minimize  any  inconvenience  to  our 
customers,  for  example  by  utilizing  credit  cards  and  other 
payment  plans. 

Question:   The  Committee  understands  that  the  Administration 
will  also  introduce  a  fee  on  applications  for  permits  to 
manufacture  alcohol  and  tobacco  products.   What  is  the 
purpose  of  this  fee? 

Answer:   This  fee,  similar  to  the  one  on  leibels,  formulas 
and  required  samples,  would  partially  offset  the  cost  of 
alcohol  compliance  activities.   The  fee  would  be  assessed  on 
applications  for  new  permits  issued  under  the  Federal 
Alcohol  Administration  Act  and  the  Internal  Revenue  Code. 
Processing  such  original  applications  and  other  qualifying 
documents,  including  such  investigations  as  are  necessary  to 
determine  that  the  revenue  will  be  protected  (in  the  case  of 
revenue  plants  and  industrial  alcohol  facilities)  and  that 
the  applicant  is  bona  fide  (not  a  front  for  hidden  owners) 
not  barred  by  statute  from  obtaining  a  permit,  and  likely  to 
operate  in  compliance  with  the  applicable  law  and 
recrulations  can  be  resource  intensive,  especially  when  a 
field  investigation  is  necessary. 

Question:   How  much  money  would  this  fee  generate? 

Answer:   This  fee  would  yield  $6.0  million  in  user  fees  per 
year. 

Question:   The  Budget  proposal  indicates  that  the  size  of 
this  fee  would  be  "based  on  the  size  of  the  business".   If 
this  is  a  fee  for  new  businesses,  how  would  it  be  assessed? 

Answer:   First,  new  permits  do  not  necessarily  equate  to  new 
businesses.   An  "original  application"  may  involve  a  major 
industry  member  opening  a  new  facility  or  entering  a  new 
line  of  business.   It  could  also  be  required  when  an 
existing  business  is  sold  or  undergoes  a  change  in  control. 
The  fee  is  either  $5,000  or  $500  based  on  estimated  gross 
receipts.   The  $5,000  fee  applies  to  gross  receipts  over 
$500,000  per  year,  which  is  the  same  criteria  used  for 
qualifying  for  a  reduced  rate  on  special  occupational  tax 
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applicable  to  certain  of  these  businesses.   A  new,  small 
business  (e.g.  a  start-up  small  importer  or  small  winery) 
would  likely  qualify  for  the  lower  rate. 

Question:   How  would  the  fee  be  broken  down  amongst  the 
various  sectors  of  the  beverage  alcohol  industry? 

Answer;   It  should  be  noted  that  the  fees  would  also  apply 
to  tobacco  permits,  which  are  required  for  manufacturers  and 
export  warehouses.   Also,  with  reference  to  all  businesses 
that  already  pay  a  reduced  rate  of  SOT  on  the  seune  estimated 
gross  receipts  test,  44  percent  currently  pay  at  the  reduced 
rate  based  on  applications  received  in  FY-93,  the 
percentages  of  applications  in  various  sectors  were  as 
follows: 

Alcoholic  Beverage  Wholesalers/Importers  61% 

Wineries  11% 

Distilleries  3% 

Breweries  5% 

Tobacco  Permits  2% 

Industrial  Alcohol  Users  &  Dealers  16% 

Other  2% 

Question:   Brewers  do  not  need  Federal  permits.   How  would 
the  fee  be  assessed  on  them? 

Answer:   While  brewers  are  not  required  to  obtain  a  permit 
as  such,  they  are  required  to  qualify  with  ATF  under  the 
Internal  Revenue  Code.   This  involves  filing  of  Brewer's 
Notice  as  well  as  a  Brewer's  Bond  which  is  subject  to  review 
and  approval.   In  drafting  legislation  to  implement  permit 
application  fees,  the  fee  could  be  imposed  for  processing  of 
similar  qualifying  doctiments  filed  by  brewers.   This  would 
"level  the  playing  field"  among  alcoholic  beverage 
producers. 

National  Gun  Owner  Registry 

The  Administration  proposed  repealing  appropriations 
language  that  prohibits  the  Bureau  from  centralizing 
firearms  records  in  a  National  Registry. 

Question:   Does  this  language  have  precisely  the  same  effect 
as  the  Prohibition  of  National  Records  contained  in  the  Gun 
Control  Act  of  1968  (18  U.S.C.  926(a))? 

Answer:   The  language  which  prohibits  the  Bureau  from 
incurring  administrative  expenses  in  connection  with 
consolidating  or  centralizing  firearms  records  maintained  by 
Federal  firearms  licensees  within  the  Department  of  the 
Treasury  should  be  deleted  because  the  Gun  Control  Act  of 
1968  as  eunended,  specifically  prohibits  such  activity  (18 
U.S.C.  926(a)). 
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Question:   What  will  be  the  practical  impact  of  Bureau 
operations  of  removing  this  language? 

Answer:   No  impact  at  all.   It  would  still  be  prohibited. 

Question:   Does  the  Bureau  have  any  plans  to  propose  repeal 
of  the  prohibition  in  the  Gun  Control  Act  of  1968? 

Answer:   Mo,  we  have  no  plans. 

High  Intensity  Drug  Trafficking  Areas  (HIDTA) 

Question:   The  Drug  Czar's  office  requests  $12  million  in 
FY  1995  for  the  Washington-Baltimore  High  Intensity  Drug 
Trafficking  Area.   I  understand  that  the  ATF's  role  will  be 
to  target  violent  drug  gangs.   How  does  the  Bureau  intend  to 
accomplish  this? 

Answer:   Guns  frequently  lead  youth  to  drugs  and  violence 
and  therefore  into  the  gangs.   We  will  continue  our 
aggressive  enforcement  efforts  directed  at  firearms  and 
narcotics-related  violators. 

Question:   How  will  the  Bureau's  strategy  in  this  area 
differ  from  that  proposed  elsewhere? 

Answer:   There  will  be  no  technical  difference.   The 
techniques  and  the  crimes  are  basically  the  same. 

Guns  in  Schools 

Questions:   I  understand  that  the  Bureau  will  make  a  special 
effort  at  targeting  juvenile  violence,  including  tracking 
juvenile  firearms  supplies  and  working  with  communities  to 
solve  problems  peacefully.   Have  you  obtained  measurable 
results  in  terms  of  identifying  and  prosecuting  those 
supplying  firearms  to  children? 

Answer:   Since  the  inception  of  the  Juvenile  Firearms 
Violence  Trace  Initiative  in  late  November  1993,  ATF  has 
traced  720  firearms  through  the  National  Tracing  Center 
related  to  juvenile  violence  and  guns  found  in  schools. 
This  figure  does  not  include  firearm  traces  initiated  by 
State  and  local  law  enforcement  as  result  of  this 
initiative. 

Aa  of  February  1,  1994,  ATF  has  initiated  27  criminal 
investigations  with  the  goal  of  identifying  and  prosecuting 
adults  who  supply  firearms  to  juveniles. 

As  part  of  our  trace  initiative,  we  have  also  attempted  to 
ascertain  the  sources  of  firearms  to  juveniles.   Based  on 
this  limited  study,  we  have  thus  far  determined  that 
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juveniles  principally  obtain  firearms  from: 

o    friends  or  associates; 
o    as  payment  for  services  rendered;  or 
o    taking  them  from  their  homes  without  parental 
permission. 

Question:   How  do  you  intend  the  Stop  Armed  Violence 
Everywhere  (SAVE)  program  to  work? 

Answer:   ATF  has  recently  changed  the  title  of  this  project 
from  Stop  Armed  Violence  Everywhere  to  Stop  the  Armed 
Violence  Epidemic  (SAVE) . 

ATF's  SAVE  project  is  designed  for  national  application  at 
eliminating  firearms  violence  in  specific  targeted  areas. 
Once  a  target  site  is  identified,  SAVE  will  evaluate  the 
scope  and  magnitude  of  the  firearms  related  violent  crime 
occurring  within  the  target  area  and  then  tailor  a  progrzun 
of  corrective  action  to  eliminate  or  significantly  reduce 
the  effects  of  each  element  comprising  the  overall  problem. 

The  SAVE  progriun  will  specifically  target  firearms  violators 
who  willfully  misuse  firearms  and  are  felons,  who  are 
recidivists,  and  those  who  corrupt  and  endanger  society 
through  criminal  acts.  Violent  gangs  will  be  specifically 
targeted  by  SAVE. 

SAVE  will  provide  a  focal  point  for  communities  to  rally 
forces  with  law  enforcement  agencies  to  make  their 
communities  safer  places  to  live,  work,  and  raise  a  family. 

SAVE  is  a  community-based  initiative.   SAVE  is  intended  to 
provide  a  community  specific  analysis  as  a  basis  for 
implementing  ATF  enforcement  and  prevention  programs  in 
partnership  with  local  law  enforcement  and  community-based 
organizations.   Clearly,  where  problems  involve  violent 
gangs  or  young  persons,  we  would  focus  our  efforts  in  that 
area.   Ultimately,  we  want  to  be  able  to  organize  public  and 
private  sector  support  to  end  firearms  related  violence. 

Question:   Do  you  intend  to  begin  pilot  testing  in  FY  1995? 

Answer:   Yes,  ATF  does  intend  to  establish  pilot  SAVE  sites 
if  funding,  within  our  FY  1995  budget,  is  availsOsle. 

Question:   Have  you  identified  pilot  test  sites? 

Answer:  At  this  time,  ATF  is  evaluating  cities  in  which  the 
SAVE  pilot  progreuns  will  be  established.  But,  no  sites  have 
been  determined  to  date. 
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Firearms  Initiative 

Question:   The  Administration  proposes  increasing  retail 
license  fees  expanding  background  checks,  and  improving 
automation  to  reduce  the  number  of  firearms  dealers.   Since 
it  does  not  address  the  fundamental  demand  and  supply  for 
guns,  how  will  it  affect  the  number  of  guns  on  the  street? 

Answer:   ATF  has  determined  that  increasing  licensing  fees, 
expanding  background  checks,  and  improving  automation  will 
enable  ATF  to  better  regulate  the  firearms  industry. 
Regulations  such  as  these  may  not  reduce  the  number  of 
firearms  on  the  streets  immediately;  however,  over  a  period 
of  time,  it  is  anticipated  results  would  be  noticed.   By 
implementing  these  regulations,  it  is  likely  that  the  number 
of  firearms  dealers  would  be  significantly  reduced. 

ATF  estimates  that  only  20%  of  FFLs  are  business  owners. 
The  remaining  80%  of  FFLs  are  "kitchen-table"  dealers. 
These  are  dealers  who  operate  out  of  their  homes. 

A  study  conducted  by  ATF  of  the  business  volxime  within  the 
prior  year  and  activity  of  FFLs  regarding  the  disposition  of 
firearms  is  as  follows: 

1.  46%  of  FFLs  disposed  of  no  firearms 

2.  34%  of  FFLs  disposed  of  1  to  10  firearms 

3.  13%  of  FFLs  disposed  of  11  to  50  firearms 

4.  7%  of  FFLs  disposed  of  over  50  firearms 

Increasing  licensing  fees,  expanding  background  checks,  and 
improving  automation  is  an  initial  step  at  reducing  the 
number  of  licensees  to  just  those  who  are  truly  engaged  in 
the  business  of  selling  firearms  at  retail,  thereby 
facilitating  regulation  of  the  industry.   Currently,  there 
are  more  than  2  50,000  FFLs.   Due  to  the  large  volume  of 
FFLs,  ATF  is  not  able  to  conduct  annual  inspections  of  every 
FFL  to  ensure  compliance  with  Federal  laws  and  regulations. 
If  the  number  of  FFLs  were  reduced  by  these  controls,  ATF 
could  conduct  thorough  inspections  of  each  licensee  to 
ensure  each  was  operating  legitimately.   These  inspections 
would  also  help  identify  prohibited  persons  and  "straw 
purchasers"  who  are  purchasing  firearms  for  criminal  use. 
Through  controls  such  as  these,  illegal  firearms  trafficking 
operations  could  be  identified  sooner  and  aggressive 
enforcement  actions  initiated,  thus  reducing  the  number  of 
crime  guns  availedsle  on  the  streets. 

Question:   ATF  will  target  the  10  largest  counties  in  terms 
of  gun  trafficking  as  part  of  this  initiative.   How  is  this 
different  from  ATF's  efforts  as  part  of  the  High  Intensity 
Drug  Trafficking  Area,  or  even  its  traditional  strategies? 
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Answer:   In  an  effort  to  combat  the  rising  violence 
associated  with  the  illegal  sale  and  use  of  firearms,  ATF 
initiated  a  pilot  operation  in  New  York  City.   The  project 
attempted  to  reduce  the  nvimber  of  inner-city  Federal 
firearms  licensees  operating  in  violation  of  local 
requirements.   Based  upon  the  success  of  this  pilot  project, 
ATF  plans  to  estiUslish  a  program  that  attempts  to  reduce 
violent  crime  by  ensuring  that  licensed  gun  dealers  and 
applicants  adhere  to  the  licensing  requirements  of  the  Gun 
Control  Act.   ATF's  Office  of  Law  Enforcement  is  augmenting 
this  initiative  by  establishing  a  firearms  trace  study  to 
identify  the  sources  of  firearms  for  criminals. 
Additionally,  ATF's  Law  Enforcement  field  divisions 
responsible  for  enforcing  Federal  firearms  laws  within  the 
target  sites  will  establish  an  analytical  tezun,  which  will 
include  an  intelligence  research  specialist  and  a  special 
agent  who  will  concentrate  on  the  study  of  determining 
firearms  trafficking  patterns  and  trends. 

ATF  proposes  to  expand  this  project  to  selected  areas  of  the 
country  that  are  plagued  with  violent  crime.   ATF  has 
selected  its  target  sites,  based  upon  a  study  by  the 
National  Association  of  Criminal  Justice  Planners,  in 
cooperation  with  the  Bureau  of  Justice  Statistics,  10 
counties  (including  New  York)  are  responsible  for  23  percent 
of  all  State  felony  sentences  in  the  United  States.   These 
areas  include  Los  Angeles  County,  California;  Cook  County, 
Illinois;  Harris  County,  Texas;  San  Diego  County, 
California;  Orange  County,  California;  Maricopa  County, 
Arizona;  Wayne  County,  Michigan;  Dade  County,  Florida;  and 
Dallas  County,  Texas. 

High  Intensity  Drug  Trafficking  Areas  (HIDTA)  are  primarily 
located  near  U.S.  borders  that  are  often  points  of  entry  for 
narcotics  traffickers.   The  HIDTA  Program  aims  at  disrupting 
and  dismantling  major  narcotics  trafficking  organizations 
endemic  to  that  area  through  a  task  force  approach.   ATF  is 
instrumental  to  the  success  of  this  group  by  identifying 
illegal  sources  of  firearms. 

Funding  is  provided  through  the  Office  of  National  Drug 
Control  Policy. 

This  initiative  differs  from  ATF's  HIDTA  strategies  in  that 
it  is  not  primarily  an  enforcement  effort  directed  at  those 
areas  with  the  highest  incidents  of  narcotics-related 
violent  crime.   It  targets  the  10  counties  with  23  percent 
of  all  State  felony  sentences  in  the  United  States. 

Question:   The  increase  in  retail  license  fees  under  the 
Brady  Act  from  $90  to  $200  for  three  years  has  not  affected 
the  number  of  applications.   How  important  is  the  proposed 
fee  increase  to  $600  in  curtailing  the  number  of  retailers? 
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Answer:   We  would  expect  the  $600  fee,  if  enacted,  to 
curtail  the  number  of  retailers  of  firearms  by  as  much  as  80 
percent.   The  $90  and  $200  fees  imposed  by  the  Brady  Act 
were  effective  November  30,  1993.   The  first  two  months  the 
fees  were  in  effect  there  was  a  decline  of  22  percent  in  the 
numbers  of  new  and  renewal  applications  processed.   However, 
December  and  January  tend  to  be  slower  months  historically 
in  terms  of  the  numbers  of  FFL  applications  we  processed. 
We  will  have  a  better  idea  of  the  effect  of  the  Brady  Act 
fee  increases  later  in  the  year. 

Question:   What  will  be  ATF's  role  in  implementing  the 
National  Instant  Criminal  Background  Check  System  under  the 
Brady  Law?  How  will  it  be  financed? 

Answer:   The  Brady  Law  provides  that  the  Attorney  General  is 
responsible  for  the  establishment  of  the  National  Instant 
Criminal  Background  Check  System.   Although  ATF  is  not 
responsible  for  the  permanent  provisions  of  Brady,  in  which 
the  National  Instant  Criminal  Background  Check  system  is 
contained,  ATF  has  been  involved  in  joint  coordination  of 
Brady  provisions  with  the  Department  of  Justice  since 
shortly  after  the  Brady  Law  was  signed  by  the  President  on 
November  30,  1993.   The  statute  further  allows  the  Attorney 
General,  through  the  Bureau  of  Justice  Statistics,  to 
provide  for  State  funding  grants  totaling  $200,000,000  for 
fiscal  year  1994  and  all  fiscal  years  thereafter. 


Discrimination  and  Sexual  Harassment 

Question:   This  Committee  directed  the  Secretary  of  the 
Treasury  to  report  by  March  1,  1994,  on  steps  taken  to 
address  accusations  of  Sexual  Harassment  and  Discrimination. 
Is  that  report  now  available? 

Answer:   Yes,  the  letter  was  delivered  to  the  Committee 
before  the  March  1,  1994,  deadline.   However,  the  IG's 
portion  of  the  report  is  currently  being  reviewed  by  the 
Bureau. 

Question:   Did  Internal  Affairs  punish  individuals  who 
complained  about  discrimination? 

Answer:   No,  Internal  Affairs  (lA)  does  not  and  did  not 
punish  individuals  who  complained  about  discrimination. 
However,  there  could  be  situations  where  allegations  of 
misconduct  reported  to  the  lA  involve  an  employee  who  has 
filed  a  discrimination  complaint  with  management  or  the 
Office  of  Equal  Employment  Opportunity  (EEO) .   The  lA  would 
not  be  aware  of  the  discrimination  complaint  and  would,  if 
the  allegation  meets  the  criteria,  open  a  formal 


956 


investigation.   It  is  ispossibl*  to  ascertain  Whether  tbe 
allegation  vill  be  substantiated  or  proved  to  be  without 
support  until  an  investigation  is  coapietea. 

A  situation  such  as  described  above,  could  be  perceived  as 
retaliation  by  lA.   The  lA  must  respond  to  all  serious 
allegations  of  misconduct.   If  the  lA  were  to  adopt  a  policy 
of  not  conducting  investigations  against  eKployees  or 
witnesaea  who  are  involved  in  the  EEO  process,  serious 
employee  sisoonduot  oould  go  unsanctioned  cuid  eaployees 
would  soon  realise  that  all  they  had  to  do  to  be  "protected" 
from  ZA  is  to  file  an  BBO  complaint.   This  would  surely  lead 
to  more  aericus  abuse  of  the  system. 

Question:   What  can  be  done  to  prevent  this  from  ever 
happening? 

Answer:   The  lA  is  not  involved  in  the  adjudication  process. 
Therefore,  the  system  prevents  this  from  ever  occurring. 
The  **perception"  that  XA  retaliates  against  those  who  file 
complaints  of  discrimination  seems  to  be  unavoidable  in  the 
process  described  above. 

Question:   Has  Equal  Employment  Opportunity  training  been 
instituted  throughout  the  agency? 

Answer:   Tes,  regional  BO  Managers  are  currently  providing 
BO  Training  to  all  Bureau  employees.  The  BO  Training  is  a 
3%  hour  training  module,  which  covers,  complaint  processing, 
sexual  harassmeat.  Affirmative  a^ployment,  discrimination, 
and  special  emphasis.   Over  90%  of  all  Bureau  employees  have 
received  Certificates  for  their  participation  in  the 
training.   A  committee  was  established  to  develop  a  Uniform 
BO  Training  Program,  which  will  be  implniented  throughout 
the  Bureau  during  TX   1994. 

Question;   Will  you  establish  a  procedure  for  identifying 
and  addressing  patterns  in  EEO  complaints? 

Answer:  The  EO  office  is  currently  implementing  a 
**Xaiiagement  Information  System"  which  will  enable  the  Bureau 
to  identify  BO  problems  and  deal  with  them  more 
thoughtfully . 

Question:   Have  you  established  a  clear  set  of  penalties  for 
managers  found  guilty  of  discrimination  and  harassment? 

Answer:   The  Bureau  is  establishing  a  "Table  of  Penalties" 
for  addressing  patterns  of  Kfio  complaints.   This  method 
ensures  that  every  employee,  from  the  lowest  grade  through 
the  highest,  will  face  identical  penalties  for  identical 
mLisconduct.   The  Table  is  expected  to  be  in  place  by  June  1, 
1994. 
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Question:   How  many  EEO  complaints  are  open  today? 

Answer:   As  of  March  1,  1994,  there  are  63  EEO  complaint 
cases  opened. 

Question:   How  many  were  open  last  year  at  this  time? 

Answer:   The  Bureau  does  not  )ceep  historical  records  of  this 
nature. 


Performance  Measures  and  Evaluation 

Question:   A  good  performance  measurement  has  several  key 
virtues  —  it  is  simple,  easy  to  understand,  and  generally 
accepted  as  valid.   Compliance  rates  may  provide  such  a 
measure  for  the  Compliance  Program.   Can  you  identify  such  a 
measure  for  Law  Enforcement? 

Answer:   Law  Enforcement  is  currently  in  the  process  of 
developing  interim  measures  for  the  FY  1996  budget  request. 

Question:   Might  a  composite  measure  with  quantitative  and 
qualitative  factors  be  constructed? 

Answer:   Yes. 

Question:   Effective  agencies  allow  their  employees  to  be 
innovative.   How  have  you  opened  the  Bureau  to  new  ideas? 

Answer:   The  Office  of  Administration  has  in  place  a  team  to 
esteiblish  a  pilot  Employee  Suggestion  Program.   It's  primary 
purpose  is  to  allow  employees  the  opportunity  to  maXe 
suggestions/ideas  to  improve  our  processes  and  to  strive  for 
continuous  improvement. 

The  Bureau  has  established  a  Strategic  Planning  Teeun  and  a 
Focus  Group  to  develop  recommendations  concerning  possible 
changes  to  our  organization.   Recommendations  for  changes 
are  received  from  all  Bureau  employees. 

Question:   What  incentives  have  you  provided  employees  to 
serve  effectively? 

Answer:   We  have  developed  an  On-the-Spot  Awards  Program  and 
a  Quality  Awards  Program. 

Question:   The  Achilles  Program  has  targeted  Armed  Career 
Criminals  since  1988.   Do  you  have  procedures  in  place  for 
ongoing  evaluations? 

Answer:    Yes,  ATF  has  estedalished  reporting  procedures  that 
have  been  in  effect  since  the  program  was  first  established 
in  1988.   ATF's  Law  Enforcement  Management  Infonnation 
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System  (LEMI8) ,  a  computerized  method  of  tracking  all  of 
ATF's  investigative  accomplishments,  is  the  primary  tool 
that  is  utilized  to  provide  an  ongoing  method  of  evaluating 
the  Achilles  Program.   LEMIS  is  capable  of  generating 
current  reports,  tailored  to  fit  the  needs  of  management  to 
evaluate  the  Achilles  Progreun.   At  a  minimum,  a  quarterly 
report  is  generated  that  covers  the  Achilles  Progrtun. 

Additionally,  ATF  has  other  reporting  procedures  currently 
in  place  to  provide  adequate  tracking  of  the  Achilles 
Programs  accomplishments.   All  Achilles-related  sentencings 
are  reported  as  they  occur  and  they  are  incorporated  into  a 
quarterly  report  that  is  svibmitted  to  certain  members  of 
Congress  and  the  Department  of  Justice.   In  addition,  this 
tracking  procedure  is  cap2Q>le  of  providing  daily  updates  of 
Achilles  accomplishments  and  it  is  utilized  by  ATF  on  a 
continual  basis. 

Question:   How  is  the  performance  of  Special  Agents  working 
on  this  program  judged? 

Answer:   In  addition  to  the  above-referenced  capabilities  of 
LEMIS,  the  system  is  also  capeUsle  of  generating  reports  of 
specific  activities  of  any  ATF  agent  during  a  given  period 
of  time.   These  reports  can  be  used  to  measure  the  level  of 
an  agent's  Achilles  efforts  in  relation  to  the  national 
average.   In  the  case  of  those  agents  who  are  assigned  to 
one  of  ATF's  21  Achilles  task  forces,  lOO  percent  of  their 
efforts  are  devoted  to  the  Achilles  Program.   ATF 
Headcpiarters  personnel  closely  monitor  each  Achilles  task 
force  as  a  group,  and  the  Achilles  task  force  supervisor 
monitors  the  performance  of  the  individual  agents  within  the 
group . 

Question:   What  methods  does  the  Bureau  have  in  place  to 
evaluate  the  Bureau's  performance  on  violent  gang 
enforcement? 

Answer:   The  Bureau  is  in  the  process  of  developing  criteria 
to  evaluate  the  impact  of  its  law  enforcement  progreuns. 

Question:   The  budget  presentation  (p. 25)  uses  caseload  and 
prosecution  projections  as  principal  workload  factors.   How 
does  the  Bureau  prevent  from  creating  an  incentive  to  pursue 
easy  convictions  to  enhance  performance  statistics. 

Answer:   The  Law  Enforcement  Management  Information  System 
(LEMIS)  captures  data  on  hours  expended  on  a  case  being 
worked  by  a  special  agent.   While  the  duration  of 
investigations  vary,  the  average  time  expended  from  opening 
a  case  to  recommendation  for  prosecution  is  201.5  hours. 
ATF's  mission  is  to  reduce  the  criminal  use  of  firearms  and 
to  assist  State  and  local  law  enforcement  agencies  in 
reducing  crime  and  violence.   One  of  the  methods  ATF  uses  to 
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provide  this  assistance  is  accepting  referral  of  State  and 
local  cases.   This  ensures  the  maximum  penalties  will  be 
applied  under  Federal  statutes  directed  at  armed  career 
criminals  and  other  violent  crimes. 

ATF  is  currently  developing  performance  measures  which  will 
demonstrate  the  full  level  of  investigative  effort  being 
made  by  our  workforce. 

Gang  Resistance  Education  and  Training  (G.R.E.A.T.) 

Question:   The  administration  requested  $2.5  million  for  the 
G.R.E.A.T  program,  $5  million  less  than  the  $7.5  million 
appropriated  in  FY  1994.   Why  did  the  Administration  propose 
this  cut? 

Answer:   The  $5  million  are  nonrecurring  funds  that  were 
appropriated  for  one  year  only  from  the  Office  of  National 
Drug  Control  Policy  (ONDCP) .   These  funds  were  specifically 
appropriated  to  ATF  to  support  G.R.E.A.T.  programs  in 
Nebraska,  Missouri,  Oregon,  Arizona,  Maryland,  and 
Pennsylvania. 

Question:   How  would  you  use  an  additional  $5  million  in 
1995,  if  it  were  appropriated? 

Answer:   The  $5  million  would  support  the  G.R.E.A.T. 
programs  in  the  States  listed  above. 

Question:   The  Arizona  State  University  evaluation  of 
G.R.E.A.T.  noted  that  it  may  not  be  reaching  hard  core  kids 
and  that  some  of  the  children  perceive  a  lack  of  cultural 
sensitivity  on  the  part  of  the  officers.   How  do  you  plan  to 
improve  the  program? 

Answer:   ATF  has  established  a  curriculvun  review  committee 
headed  by  Dr.  Stephen  Hennessy.   This  committee  is  tasked 
with  the  responsibility  of  advising  the  G.R.E.A.T.  National 
Training  Committee  on  issues  such  as  cultural 
appropriateness  of  the  lessons  and  accepted  teaching 
techniques.   ATF  has  also  added  an  educational  advisor  to 
the  National  Training  Committee  and  has  engaged  the  services 
of  qualified  middle  school  teachers  to  participate  as  the 
educational  advisor  to  the  National  Training  Teiun  during  all 
G.R.E.A.T.  officer  training  classes.   These  steps  will 
improve  the  programs  ability  to  address  cultural  issues  and 
to  keep  current  on  educational  trends. 

Arizona's  assessment  of  the  G.R.E.A.T.  Program  not  reaching 
"hard  core"  gang  members  is  accurate.   This  program  was  not 
designed  nor  was  it  intended  to  have  a  significant  impact  on 
the  "hard  core"  third  or  fourth  generation  gang  member.   The 
program  design  and  curriculum  were  developed  to  keep 
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children  out  of  gangs.   The  O.R.E.A.T.  curriculvun  also 
teaches  children  that  gangs  and  gang  members  are  not 
necessarily  bad,  just  that  illegal  gang-related  activities 
are  bad. 

Nevertheless,  O.R.E.A.T.  instructors  have  had  individual 
successes  convincing  children  to  get  out  of  gangs.   This 
validates  the  soundness  of  the  curriculum  and  the  concept  of 
having  a  uniformed  police  officer  teach  O.R.E.A.T. 

Question:   The  Arizona  State  University  evaluation  of  the 
G.R.E.A.T.  Program  found  a  flaw  in  its  design  that  prevented 
effective  evaluation  —  no  pre-testing.   This  means  that  we 
do  not  really  know  how  much  the  program  managed  to  change 
children's  attitudes.   Do  you  make  it  a  common  practice  to 
establish  baseline  measurements  for  your  pilot  programs? 

Answer:   The  evaluation  model  Arizona  State  University  (AMU) 
reported  on  was  its  design.   This  model  included  a  pre-  and 
post  test  in  addition  to  the  various  focus  group  components. 
The  failure  to  perform  a  pretest  was  not  a  flaw  in  the 
design.   Due  to  timing  problems,  the  pre- test  was  not 
possible  in  the  initial  study  period. 

ASn  also  indicated  that  since  this  program  is  only  2  years 
old  there  would  be  insufficient  data  availzUsle  to  determine 
if  O.R.E.A.T.  has  affected  attitude  or  behavior.   What  can 
be  measured  at  this  stage  is  knowledge  and  acceptance  and  in 
these  phases  the  evaluation  indicates  a  very  positive  trend. 

Question:   Do  you  intend  to  correct  this  flaw  for  this 
program  in  FY  1995? 

Answer:   In  FY  1994  ATF  entered  into  a  cooperative  agreement 
with  the  National  Institute  of  Justice  (NIJ)  to  solicit 
proposals  for  a  yearly  cross-sectional  and  a  5-year 
longitudinal  study  of  O.R.E.A.T.  to  determine  the  affect 
O.R.E.A.T.  has  on  violent  juvenile  behavior.   The  evaluators 
will  conduct  a  pre-  and  post  tests  on  children  receiving 
O.R.E.A.T.  training  and  on  a  control  group  not  receiving 
instruction.   Student,  parent,  teacher  and  G.R.E.A.T. 
instructor  focus  groups  will  be  conducted.   These  focus 
groups  will  supplement  the  pre-  and  post  test  and  afford  an 
opportunity  for  in  depth  discussion.   A  5-year  longitudinal 
study  will  be  initiated  to  track  a  representative  number  of 
students  receiving  G.R.E.A.T  training  to  evaluate  long  term 
attitude  and  behavioral  changes. 

In  addition,  plans  are  being  made  to  implement  a  process 
analysis  that  will  evaluate  the  way  in  which  O.R.E.A.T.  is 
taught  to  police  officers.   ATF  plans  to  enter  into  a 
cooperative  agreement  with  the  NIJ  to  assist  with  the  bid 
process  and  funding  for  this  study. 
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Question:   The  Administration  has  proposed  legislation 
designed  to  strengthen  the  enforcement  of  the  Special 
Occupational  Tax  (SOT)  levied  on  alcohol  retailers.   The 
legislation  would  mandate  that  wholesalers  demand  from 
retailers  proof  of  payment  of  the  SOT,  or  face  a  penalty. 
The  Administration  estimates  that  compliance  would  increase 
from  about  83  percent  to  95  percent,  and  yield  $13.6  million 
in  additional  revenue.   What  would  be  the  cost  of  increasing 
compliance  with  the  SOT  to  95  percent  without  enactment  of 
this  legislation? 

Answer:    We  have  not  worked  out  a  detailed  proposal  on 
this.   Based  on  resources  we  were  devoting  to  the  program  a 
few  years  back  when  we  were  increasing  the  number  of 
taxpayers  dramatically  starting  from  a  lower  base,  we 
estimate  we  could  achieve  the  95%  compliance  in  two  to  three 
years  at  a  cost  of  $3  to  $4  million  per  year,  with  a  reduced 
cost  of  about  $2  million  to  maintain  this  compliance  level 
thereafter.   This  would  include  aibout  35  FTE  as  well  as  ADP 
resources  to  design  and  implement  programs  to  further 
automate  both  identification  of  and  follow  up  on  delinquent 
taxpayers. 

Question:  What  would  be  the  impact  of  ATF  appropriations  of 
not  including  this  proposal  and  reducing  the  ATF  budget  by  a 
commensurate  amount? 

Answer:   A  reduction  in  ATF's  budget  by  $13.6  million  would 
require  a  reevaluation  of  the  Bureau's  FY  1995  progreuns. 
Obviously,  the  Bureau  would  not  be  able  to  fully  fulfill  the 
programs  proposed  in  the  FY  1995  Budget. 

Question:   The  Administration  intends  to  propose  a  number  of 
additional  fees,  including  an  increase  in  the  Federal 
Firearms  Licensing  Fee,  Alcohol  and  Tobacco  Permit  Fees, 
Alcohol  Labeling  and  Testing  Fees,  Explosives  Permit  Fees, 
Firearms  Import  Fees,  and  Alcohol  Compliance  Fees,  totalling 
a  $40  million  increase  in  revenue.   Why  is  the 
Administration  proposing  a  change  to  the  Special 
Occupational  Tax  in  an  appropriations  bill,  but  not  changes 
to  the  various  licensing  and  permit  fees? 

Answer:   There  was  an  expectation  that  this  particular 

change  was  less  of  a  departure  from  ongoing  operations,  i.e. 

there  is  no  change  in  the  tax  rate  as  such  and  the  change 

had  been  an  option  for  the  reinvention  of  Government 
initiative. 

Question:   Will  there  be  an  additional  cost  to  the 
government  of  collecting  these  fees? 

Answer:   Any  additional  costs  would  be  accommodated  within 
the  proposed  FY  1995  budget  levels. 
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Question:   The  Administration  reduced  GSA  rent  payments 
across  the  board.   How  will  this  affect  the  Bureau's 
request? 

Answer:  The  Administration  will  forward  proposed  reductions 
to  the  FY  1995  Budget  to  account  for  these  cost  decreases  at 
a  later  date. 

Given  the  fact  that  GSA  rent  payments  were  reduced  across 
the  board  in  PY  1995,  the  Bureau  would  have  to  reprogram 
funds  from  our  mission  operational  budget. 

Question:   ATF  requests  an  additional  $500,000  for  special 
agent  safety.   What  are  the  current  safety  standards  for 
special  agents?  Are  they  all  now  issued  bullet-proof  vests 
and  the  like? 

Answer;   Each  ATF  special  agent  is  currently  issued  a 
ballistic  resistant  vest.   In  recent  years,  the  standard- 
issued  vest  was  Threat  Level  IIA.   This  level  is  designed  to 
stop  most  medium  and  low  velocity  handgun  ammunitions.   With 
the  increased  threat  our  agents  are  facing  in  warrant 
executions  and  other  high-risk  activities,  we  have  begun  to 
upgrade  our  ballistic  vest  inventory  to  Threat  Level  IIIA. 
This  level  affords  our  agents  protection  against  virtually 
all  handgun  eumnunition. 

In  addition  to  upgrading  our  vest  inventory,  we  have  begun 
to  obtain  Kevlar  helmets  and  load  bearing  vests.   The 
helmets  not  only  protect  our  agents  from  a  ballistic  threat 
to  the  head,  they  also  afford  protection  against  cranial 
blows  in  close  confrontations.   The  load-bearing  vests, 
although  not  ballistically  resistant,  are  worn  over  the 
ballistic  vest  and  are  used  to  carry  additional  safety 
equipment  such  as  flashlights,  portable  radios,  extra 
magazines  for  their  firearms  and  Oleoresin  Capsicum  Spray, 
thus  freeing  the  agent's  hands  and  allowing  him  or  her  more 
freedom  of  movement. 

Question:   Will  this  initiative  increase  standards  across 
the  board?  How  will  it  impact  overall  safety? 

Answer:  It  is  our  hope  that  we  can  get  each  and  every  ATF 
special  agent  supplied  with  the  new  Threat  Level  IIIA  vest, 
a  Kevlar  helmet  and  a  load-bearing  vest  in  the  very  near 
future.   Doing  so  will  not  only  increase  the  safety  standard 
throughout  ATF,  it  will  also  instill  confidence  and  improve 
morale  by  showing  our  agents  that  their  safety  is  of 
pareunount  importance  to  this  Bureau. 

Question:   Phase  II  of  the  System  Modernization  Project  will 
integrate  multiple  tax  and  fee  systems  into  a  single  data 
collection  system.   How  will  this  improve  compliance? 
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Answer:   By  integrating  the  systems  for  tracking  Federal 
excise  taxes,  special  occupational  tax,  permit  and  licensing 
approvals,  regulatory  compliance,  claims,  etc.  we  will  be 
better  able  to  identify  areas  of  noncompliance.   At  the  same 
time,  service  to  customers  can  be  improved  through  reduced 
errors,  faster  response  times,  and  less  duplication  of 
information  collected.   For  exeunple  in  the  firearms  arena, 
separate  data  bases  exist  for  firearms  licenses.  National 
Firearms  Act  transfer  information  and  special  occupational 
tax,  all  of  which  may  be  involved  in  a  single  operation. 

Question:   How  long  will  it  take  to  complete  the  System 
Modernization  project  at  current  funding  levels? 

Answer:   Assuming  that  all  ICS/FMI8  program  funding  and 
related  FTE  support  requests  are  received  by  the  Bureau,  we 
plan  to  complete  the  ICS  portion  of  the  program  by  the  end 
of  FY  1997.   The  FMI8  portion  will  be  completed  by  FY  2001. 
We  will  implement  this  progrzun  on  an  incremental  basis,  in 
conjunction  with  Departmental  decisions  on  CFO  standard 
systems  and  svibsystems. 

Question:   How  does  the  Bureau  plan  to  achieve  an  open, 
competitive  market  for  alcoholic  beverages?   What  are  some 
of  the  Bureau's  efforts  to  reduce  trade  barriers? 

Answer:   The  Bureau  works  closely  with  the  Office  of  the 
U.S.  Trade  Representative,  other  agencies,  and  various 
international  bodies  concerned  with  alcoholic  beverages. 
Two  specific  cases  in  the  past  year  concerned  barriers  in 
South  America.   Technical  regulatory  requirements  were 
keeping  low  alcohol  wine  products  from  a  potential  market  in 
Colombia  and  certain  American  whisky  out  of  Chile.   Armed 
with  ATF-prepared  talking  points,  U.S.  negotiators  were  able 
to  convince  the  nations  concerned  to  revise  their 
requirements  so  these  American  products  could  be  exported. 

Question:   What  sort  of  information  will  be  on  the  Firearms 
Information  Networked  Database? 

Answer:   The  Firearms  Information  Networked  Datzibase  (FIND) 
will  meet  the  Bureau's  requirements  for  effective  tracing 
and  tracking  of  guns  submitted  to  the  National  Tracing 
Center  (NTC) .   It  will  provide  an  interface  of  the  existing 
Firearms  Tracing  System  to  various  ATF-related  crime  gun 
data  bases  and  will  enhance  ATF's  ability  to  accomplish  its 
mission  by  collecting  information  from  existing  and  proposed 
firearms  and  intelligence  data  bases  into  a  single  logical 
entity.   Responses  will  be  based  on  one  unified  data  view 
instead  of  many  data  views. 
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Question:   Who  will  have  access  to  it? 

Answer:   In  addition  to  the  Headquarters  Firearms  and 
Intelligence  divisions,  FIND  will  be  available  to  all  ATF 
law  enforcement  personnel  through  the  local  area  network. 
This  will  include  all  field  division  offices  and  associated 
field  offices. 

Question:   How  will  Law  Enforcement  efforts  be  advanced? 

Answer:   FIND  will  be  a  central  repository  for  all 
information  relative  to  gun  tracing  and  tracking.   It  will 
encompass  the  firearms  information  captured  by  LE  in  the 
areas  of  firearms  traces,  multiple  sales,  and  interstate  and 
international  thefts. 

FIND  will  enable  the  special  agent  to  submit  firearm  trace 
requests  and  receive  responses  automatically  through  the 
local  area  network.   In  addition,  it  will  provide  the 
requester  with  any  additional  information  related  to  the 
incident,  firearm,  or  persons  associated  with  the  trace. 

Question:   The  budget  request  (p. 14)  mentions  that  ATF  will 
embark  on  an  initiative  aimed  at  reducing  the  frequency  of 
firearms  violence  involving  juveniles.   How  does  ATF  intend 
to  accomplish  this? 

Answer:   In  late  November  1993,  ATF  initiated  a  Juvenile 
Firearms  Violence  Trace  Initiative  for  the  principal  purpose 
of  reducing  the  frequency  of  firearms  violence  involving 
juveniles.   This  initiative  will  attempt  to  identify  and 
stem  the  illegal  flow  of  firearms  to  juveniles,  as  well  as 
other  criminal  users,  and  to  apprehend  and  prosecute  adults 
who  violate  firearms  laws  by  trafficking  firearms  to 
juveniles.   Towards  this  end,  ATF  has  been  investigating  and 
tracing  the  source  of  firearms  recovered  from  juveniles  on 
school  property  or  recovered  as  a  result  of  violent  crimes 
committed  by  juveniles. 

All  State  and  local  law  enforcement  agencies  have  been 
invited  to  work  cooperatively  with  ATF  and  participate  in 
this  initiative  by  tracing  firearms  recovered  on  school 
property  and  used  in  violent  juvenile  crime. 

Question:   What  is  the  monetary  value  of  the  firearms  tests, 
classifications,  and  technical  determinations  provided  the 
general  public,  the  firearms  industry  and  State  and  local 
Governments?  Might  some  of  these  costs  be  offset  by  a  user 
fee? 

Answer:   ATF  maintains  the  most  experienced  civilian 
firearms  technology  staff  at  its  Headquarters.   This  staff 
conducts  firearms  tests,  classifications,  and  technical 
determinations  at  no  cost  to  State  and  local  agencies,  the 
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firearms  industry,  and  the  general  pviblic.   A  monetary  value 
cannot  adequately  be  placed  upon  this  service  since  the 
technical  determinations  that  must  be  made  require  a  staff 
with  extensive  knowledge  of  firearms.  Federal  law,  court 
decisions,  and  agency  policy  and  rulings. 

With  respect  to  technical  assistance  provided  to  the 
industry,  ATF  is  mandated  by  law  to  make  determinations 
relating  to  imported  firearms.   Determinations  provided  to 
the  industry  on  other  matters  and  to  the  general  public  are 
not  mandated  by  statute;  however,  ATF  does  encourage  the 
firearms  industry  to  submit  products  for  technical 
determination  prior  to  weapons  being  made  available  in 
commerce.   Through  voluntary  submissions,  ATF  helps  ensure 
that  many  firearms,  in  violation  of  Federal  law,  do  not 
enter  commerce. 

ATF  does  not  recommend,  at  this  time,  assessing  a  user's  fee 
for  our  expertise  in  making  technical  determinations 
relating  to  firearms.   A  user  fee  would  discourage  the 
voluntary  submission  of  firearms  for  technical 
determination,  which  might  result  in  illegal  firearms 
production.   In  addition,  we  would  deunage  our  positive 
working  relationship  with  the  firearms  industry. 

Question:   The  budget  request  refers  to  overseas  ATF  offices 
investigations  traffic  in  international  firearms  and 
explosives.   How  much  does  ATF  spend  on  such  efforts 
overall?   What  have  been  the  benefits  in  terms  of  domestic 
arrests  and  convictions? 

Answer:   During  FY  1994,  ATF  budgeted  $8.2  million  to 
support  the  International  Traffic  in  Arms  (ITAR)  program. 
This  money  is  used  to  administer  the  ITAR  program 
nationwide,  to  support  International  training  and  liaison 
activities,  and  to  operate  ATF'S  foreign  offices  in  Bogota, 
Colombia;  and  Mexico  City,  Mexico. 

In  terms  of  domestic  arrests  and  convictions,  during  FY 
1993,  ATF  arrested  369  subjects  for  ITAR-related  violations. 
During  this  same  fiscal  year,  ATF  convicted  169  defendants 
of  ITAR  related  violations  and  prosecution  remains  pending 
on  another  145  defendants. 

Question:   Last  year's  Committee  report  requested  that  the 
Bureau  keep  it  informed  regarding  its  research  into 
explosives  tagging.   What  has  the  Bureau  done  to  date  on 
this  issue? 

Answer:   As  the  Committee  may  be  aware,  ATF  has  been 
restricted  by  appropriation  language  until  this  fiscal  year, 
to  use  appropriated  funds  for  explosives  identification  or 
detection  tagging  research,  development,  or  implementation. 
However,  the  Committee  has  authorized  that  no  more  than 
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$300,000  be  spent  for  research  and  development  of  an 
explosive  Identification  and  detection  device. 

ATF  has  some  of  the  best  resources  for  overseeing  explosives 
detection  and  tagging  through  the  technical  personnel  in  its 
Forensic  Science  Laboratories  and  Explosives  Technology 
Branch.   These  personnel  have  kept  abreast  of  current 
technology  and  regularly  participate  in  working  groups. 

Since  1989,  ATF  has  piloted  and  put  in  place  a  program  for 
detection  of  explosives  through  the  use  of  dogs.   ATF 
presently  oversees  training  of  explosives  detection  canines 
for  the  Department  of  States'  Antiterrorism  Assistance 
Progreun.   The  dogs  are  trained  in  Connecticut  for  use  by 
governments  overseas. 

ATF  continues  to  stay  abreast  of  technology  that  can  be 
applied  post-blast  identification.   There  are  a  myriad  of 
explosives  types  that  make  tagging  explosives  complex. 

The  trend  in  criminal  bombings  in  this  country  has  turned 
sharply  away  from  the  use  of  commercial  high  explosives  to 
the  use  of  low  explosives.   Black  and  smokeless  powders  are 
the  most  common  explosives  used  in  criminal  bombings  today. 
Terrorists  regularly  demonstrated  (most  recently  in  the 
World  Trade  Center  Bombing)  that  they  are  capzUsle  of 
improvising  large  quantities  of  explosives.   For  these 
cases,  tagging  would  be  ineffective. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  CONGRESSMAN  LI6HTFOOT 


Question:   One  of  the  proposals  mentioned  in  your  testimony 
is  legislation  allowing  ATF  to  implement  efforts  to  increase 
compliance  with  the  Special  Occupational  Tax.   Do  you  have 
any  idea  how  this  proposal  will  be  received  by  wholesalers 
who  will  be  required  to  gather  the  information? 

Answer:   Most  likely  wholesalers  and  their  organizations 
will  be  opposed  to  the  proposal  since  it  would  require  them 
to  spend  time  verifying  retailer  tax  payment.   However,  we 
believe  that  the  amount  of  effort  required  will  be  minimal, 
especially  once  most  currently  delinquent  retailers  have 
paid  and  are  on  the  tax  rolls. 

Question:  Do  you  have  any  estimates  of  what  this  could  mean 
in  dollar  terms  to  wholesalers?  I  would  just  comment  that  I 
have  always  been  opposed  to  unfunded  federal  mandates. 

Answer:   No,  except  to  say  that  the  fact  that  wholesalers 
regularly  visit  retail  customers  would  serve  to  keep  the 
cost  down.   Wholesalers  are  already  geared  up  for  monitoring 
the  state  or  local  licensed  status  of  their  customers. 
Wholesalers  are  Federal  permit  holders  who  are  obliged  to 
operate  in  compliance  with  Federal  law.   Limiting  their 
sales  to  retailers  who  comply  with  the  Special  Occupational 
Tax  would  be  an  additional  regulatory  requirement  on  these 
permittees. 

Question:   Back  to  the  Administration  proposal  to  increase 
the  cost  of  Federal  firearms  licenses  to  $600.   I  understand 
testimony  by  ATF  was  given  in  the  last  several  months 
requesting  it  be  raised  to  only  $125  a  year.   I'm  told  ATF's 
justification  was  based  on  wanting  to  increase  the  number  of 
agents  by  several  hundred.   Shouldn't  that  be  requested 
through  regular  appropriations  channels? 

Answer:   There  have  been  numerous  options  discussed  in 
various  bills  before  the  Congress  and  in  hearings  over  the 
past  year.   During  the  fiscal  1994  budget  deliberations  on 
the  Senate  side  there  was  a  move  to  increase  the  fee  to 
$375,  but  that  was  for  a  one-year  license.   There  are 
several  reasons  to  increase  the  license  fee.   The  prospect 
of  a  greater  frequency  of  inspection  of  active  licensed 
dealers  is  one  benefit.   With  a  significant  increase  in 
fees,  we  will  be  better  able  to  cover  the  reduced  number  of 
licensees  with  existing  resources. 

We  have  been  asked  on  a  number  of  occasions  what  we  could 
accomplish  were  we  authorized  to  use  the  additional  funds 
generated  for  additional  program  spending  over  and  above 
budgeted  levels.   since  this  is  a  matter  of  increased 
appropriations  to  the  program,  it  would  need  to  go  through 
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the  appropriations  procass. 

Question:   ATF  is  mandating  that  the  States  sign  off  on  all 
FFL  licenses  —  isn't  that  a  violation  of  the  10th  amendment 
stating  that  the  Federal  Government  cannot  compel  States  to 
do  Federal  activities  at  their  own  expenses  -  in  other 
words,  another  unfunded  mandate? 

Answer;   There  is  no  mandate  that  the  States  sign  off  on  all 
FFL  licenses.   We  are  sharing  information  more  actively  with 
the  States  and  localities  and  doing  what  we  can  to  see  that 
applicants  for  licenses  comply  with  applicable  State  and 
local  requirements.   At  present,  compliance  with  state  and 
local  laws  is  not  a  pre-condition  for  issuance  of  an  FFL. 
We  favor  amending  the  Gun  Control  Act  to  make  such 
compliance  mandatory  and  would  like  to  see  such  an  lunendment 
included  in  this  year's  Crime  Bill. 

The  preeunble  of  the  Gun  Control  Act  cites  assistance  to 
State  and  local  law  enforcement  as  a  primairy  purpose  of  the 
Act.   We  feel  we  are  working  toward  this  purpose  by 
cooperating  more  closely  with  State  and  local  agencies  and 
providing  them  the  opportunity  to  enforce  their  laws  and 
rules  with  respect  to  Federal  firearms  licensees  and 
applicants.   There  is  no  mandate  that  they  specifically  do 
anything  with  respect  to  license  applications. 
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Assistant  Secretary  (Enforcement)  Staffing 

Question:   I  appreciate  that  you  feel  the  need  to  develop  a 
staff  appropriate  to  your  workload.   My  guess  is  that  is 
also  true  of  Customs,  Secret  Service  and  ATF.   What  is  the 
pay  grade  and  background  of  your  staff?   I  am  also 
interested  in  their  line  law  enforcement  background,  so 
could  you  highlight  that  for  me? 

Answer:   In  addition  to  day-to-day  policy  management  of 
issues  (e.g.,  trade  enforcement,  foreign  asset  control, 
etc.),  the  Office  of  the  Assistant  Secretary  (Enforcement) 
also  uses  staff  to  provide  "civilian  oversight"  between  what 
a  bureau  recommends  and  what  the  Office  of  the  Assistant 
Secretary  (Enforcement)  independently  determines  as  the 
Department's  policy  position.   The  attached  chart  shows  the 
pay  grade  and  professional  occupation  of  staff.   The  job 
titles  frequently  mask  the  fact  that  a  number  of  our  staff 
are  either  current  or  former  special  agents,  federal 
prosecutors,  or  practicing  attorneys.   As  an  aside,  it  also 
should  be  noted  that  the  Office  of  Foreign  Assets  Control  is 
somewhat  constrained  by  a  mandatory  minimum  staffing  floor. 
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Office  of  Foreign  Assests  Control 
On- Board  Staffing  As  of  the  end  of  Febnuty,  1994 


l-TH 

Title 

Grade/Step 

Salary 

1. 

Director,  FAC 

EX-00/04 

$111,839 

2. 

Program  Advisor 

GS- 15/10 

$90252 

3. 

Supv.  Criminal  Investigator 

GM-15AX) 

$86360 

4. 

Sr.  Tech.  Advisor  to  Director 

GS- 15/10 

$90252 

5. 

Sanctions  Program  Ofcer. 

GM- 15/00 

$90252 

6. 

Assets  Comp.  Ofcr. 

GM- 15/00 

$76368 

7. 

Supv.  Comp.  Ofcer. 

GM- 15/00 

$74^)54 

8. 

Sr.  Advisor/Sanctions 

GS- 15/05 

$78j682 

9. 

License  F.xam.  Ofcr. 

GM- 15/00 

$90252 

10. 

Civil  Penalties 

GS-14/02 

$60^90 

11. 

Sr.  License  Ofcr. 

GS- 14/10 

$76,733 

12. 

Sr.Enf.  Invest.  Ofcr. 

GS-14A)2 

$60,990 

13. 

Sanctions  Program  Ofcr. 

GS-14A)4 

$64,926 

14. 

Criminal  Investigator 

GS- 14/07 

$70329 

15. 

Sr.  Enf.  InteUigence  Ofcr. 

GS-14W 

$64,926 

16. 

Civil  Penalties  Ofcr. 

GS-14/02 

$60,990 

17. 

Sr.  Enforcement  Investigator 

GS- 14/04 

$64,926 

18. 

Criminal  Investigator 

GS-lMl 

$59,934 

19. 

Compliance  Ofcr. 

GS-13/01 

$49,947 

20. 

License  F.xam.  Ofcr. 

GS- 13/02 

$51j512 

21. 

Criminal  Investigator 

GS-13/04 

$54,941 

22. 

Compliance  Ofcr. 

GS-13/04 

$54,941 

23. 

License  F.xam.  Ofcr. 

GS-13«02 

$51j612 

24. 

Assets  Comp.  Spec. 

GS-13/01 

$49,947 

25. 

Financial  Analyst 

GS-13/02 

$51j512 

26. 

Assets  Comp.  Ofcr. 

GS-13/01 

$49,947 

27. 

Criminal  Investigator 

GS-13A)6 

$58270 

28. 

Compliance  Ofcr. 

GS-13A)1 

$49>47 

29. 

License  F.xam.  Spec. 

GS-12A)1 

$42/X)3 

30. 

License  Exam.  Spec. 

GS-12/01 

$42,003 

31. 

FAC  InteUigence  Analyst 

GS-\2m 

$43,402 

32. 

Sanctions  Program  Spec. 

GS-12/01 

UlpO'i 

33. 

FAC  Specialist 

GS-12/02 

$43,402 

34. 

Sr.  License  Assistant 

GS-08/07 

$31,470 

35. 

Civil  Penalities  Asst. 

GS-07/05 

$26334 

36. 

Enforcement  Assistant 

GS-07/05 

$26334 

37. 

Assets  Comp.  Asst. 

GS-07/08 

$29201 

38. 

License  F.xam.  Asst. 

GS-07/04 

$26^45 

39. 

Comp.  Assisunt 

GS-07/08 

$29201 

40. 

Program  Assistant 

GS-07/10 

$30,779 

41. 

Records  &  Support  AssL 

GS-06/07 

$25,567 

42. 

Enforcement  Asst. 

GS-6/04 

$23348 
$2359,423 

WIGsl.5% 

$11J019 
$2370,442 

Benefits  20.6% 

$488311.00 

TOTAL  FY  94 

$2358,753 

Attachment 


NOTE:  Sanctions  Officer 


GS-14^ 


$62,958 
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OFFICE  OF  THE  ASSISTANT  SECRETARY  (ENFORCEMENT) 
Ob- Board  StaiTUig  As  of  ihe  end  of  Febniary,  1994 


Aiiachment 


IFTE 


TJtk 


1.  Assi.  Sec.  (Enforcement) 

2.  DAS  (Reg.  Tariff  &  Trade) 

3.  DAS(LE) 

4.  Director,  Law  Enforcement 

5.  Director,  Operations 

6.  Director,  Tariff  &  Trade 

7.  Director.  Fmancial  Erif. 

8.  Sr.  Adv.  to  AS(E) 

9.  Sr.  Policy  Aiial)st 

10.  Outreach  Project  Coord. 

11.  Supr.  Regs.  &  Rul  Spec. 

12.  Regs.  &  Rul  Spec 

13.  Sr.  IntemT  Enf.  Spec. 

14.  Iniemi  Enf.  Spec. 

15.  Supv.  BSA  Comp.  Spec. 

16.  Supv.  BSA  Comp.  Spec. 

17.  Enf.  Policy  Officer 

18.  Program  Analyst 

19.  Deputy  Director/Ops. 

20.  Tariff  &  Trade  Analyst 

21.  Legis.  Policy  Adv.  to  AS 

22.  Regs  &  Rul  Spec. 

23.  BSA  Comp.  Spec. 

24.  BSA  Comp.  Spec. 

25.  BSA  Comp.  Spec. 

26.  Financial  Enf  Spec. 

27.  Administraliw  Coord. 

28.  Comp.  Review  Analyst 

29.  Secretary 

30.  Staff  Assistant 

31.  Secretary 

32.  Corres.  &  Review  Analyst 

33.  Secretary  (Ofc.  Auto) 

34.  Secretary  (Ofc.  Auto) 

35.  Secretary  (Ofc.  Auto) 

36.  Sr.  Adv.  to  AS 

37.  Attorney 


1.5%  WIGS 

18.4%  Benefits 
TOTAL  FY  94 


OradeStep 

Salary 

EX-04A» 

$115,700 

ES-00A)5 

$116,529 

ES-OOW 

$111,839 

ES-OOAM 

$111,839 

ES-OOAM 

$111339 

ES-OOAM 

$111339 

ES-00/02 

$101,520 

GS-301- 15/10 

$90^52 

GS-301-15A)6 

$80,996 

GS-301 -15/03 

$74J354 

GM- 15/00 

$S5^24 

GS- 15/01 

$69,427 

GS-15A)5 

$78j682 

GS-15A)8 

$85^24 

GM-.W-15AX3 

$80,996 

GM-301-15AX) 

$74j054 

GS-301 -15/10 

$90252 

GS-301 -15/08 

$85/524 

GS-301 -15A)5 

$78j682 

GS-301-15/04 

$76368 

GS-301 -14/01 

$59;022 

GS-301- 14A)4 

$64^26 

GS-301 -14A)7 

$70329 

GS-301 -14/07 

$70329 

GS-301 -14/06 

$68362 

GS-301 -13/10 

$64«>28 

GS-301-12A)7 

$50,401 

GS-301-11/06 

$40387 

GS-318- 10/09 

$40,403 

GS-301 -9/01 

$28i»64 

GS-318-9/10 

$36^686 

GS-301 -9/10 

$37^1 

GS-318-8A)7 

$31,470 

GS-318-8Ar7 

$31,470 

GS-318-7/01 

$23^78 

ES-00/01 

$96330 

GS-14A)1 

$59J022 

$2,708,598 

$9.753 

$2,718351 

$500,177 

$3,218,528 


NOTE:  Sr.  Adv.  to  AS  (E) 


GS-301 -15/10 


$90252 
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Question:   1)  Mr.  Noble,  as  we  look  back  over  the  past  year 
a  lot  has  happened.   Certainly,  ATF  has  undergone  a 
searching  examination.   However,  what  do  you  think  you  would 
do  differently?   2)  A  lot  of  personnel  actions  were 
improperly  discussed  in  the  media  while  they  were  pending. 
A  fine  career  government  servant,  Steve  Higgins,  was  pushed 
out  -  but  cleared  by  you  of  any  wrongdoing  -  with  little 
recognition  of  his  fine  achievements.   What  are  the  lessons 
you  have  learned? 

Answer:   1)  The  Assistant  Secretary  (Enforcement) 's  attached 
report  Lessons  Learned — Actions  Taken  summarizes  and^ 
assesses  the  lessons  learned  from  ATF's  tragic  experience 
near  Waco,  Texas.   It  also  discusses  actions  taken  since  the 
Waco  Report  was  issued  last  September.   2)  The  Assistant 
Secretary  (Enforcement)  is  not  aware  of  any  authorized 
discussions  with  the  media  of  pending  personnel  actions. 
Mr.  Higgins  opted  to  retire  before  the  issuance  of  the 
September  30,  1993  report.   In  addition.  Secretary  Bentsen 
approved  Assistant  Secretary  Noble's  recommendation  that  Mr. 
Higgins  be  commended  for  his  professional  contributions  to 
government  service.   Mr.  Noble  personally  presented  Mr. 
Higgins  with  a  bronzed  letter  commending  his  outstanding 
contributions  at  Mr.  Higgins'  farewell  reception. 
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LESSONS  LEARNED  —  ACTIONS  TAKEN 


A  Sxuunary:   One  Year  After  the  Events  Near  Waco 


February  26,    1994 
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Introduction 

As  we  look  back  one  year  after  ATF's  tragic  experience  near 
Waco,  Texas,  the  Department  of  the  Treasury's  Office  of  Assistant 
Secretary  (Enforcement)  determined  that  it  would  be  appropriate 
to  take  stock  of  both  the  lessons  learned  from  that  experience 
and  the  actions  taken  since  the  Waco  Report  was  issued  on 
September  30,  1993.   The  following  summary  represents  its 
overview  of  significant  lessons  learned  and  actions  taken. 

In  addition,  the  Bureau  of  Alcohol,  Tobacco  and  Firearms 
(ATF)  has  prepared  a  more  detailed  report  of  lessons  learned  and 
actions  taken  by  ATF  —  which  will  serve  as  a  blueprint  for  ATF's 
continuing  efforts  to  build  upon  the  lessons  learned  from  the 
Waco  experience.   Because  of  the  sensitive  nature  of  that  report, 
and  its  discussion  of  law  enforcement  techniques,  it  is  not  being 
made  public  —  although  certain  appropriate  portions  of  it  are 
quoted  here. 

Although  no  inquiry  and  no  reforms  can  bring  back  any  of  the 
lives  lost  near  Waco,  it  is  Treasury  Law  Enforcement's  goal  that 
the  review  and  its  resulting  changes  will  prevent  the  recurrence 
of  such  a  tragedy  in  the  future. 

The  Waco  Administrative  Review 

One  of  the  most  powerful  lessons  learned  from  the  Waco 
tragedy  is  that  Government  can,  when  properly  directed  and 
motivated,  investigate  its  own  conduct  objectively  and  fairly. 
In  accordance  with  the  President's  directive  to  conduct  a 
"vigorous  and  thorough"  review  of  the  events  leading  to  the  loss 
of  law  enforcement  and  civilian  lives.  Secretary  Bentsen 
established  the  Waco  Review,  a  team  of  agents  and  attorneys  drawn 
from  outside  the  Department  of  the  Treasury  and  inside  Treasury 
law  enforcement's  ranks  (excluding  ATF) .   The  Review  Team  was 
guided  and  supervised  by  three  prominent  independent  reviewers, 
Los  Angeles  Chief  of  Police  Willie  Williams,  former  chief 
Watergate  prosecutor  Henry  Ruth  and  Pulitzer  Prize  winning 
journalist  Edwin  Guthman,  and  led  by  Assistant  Secretary 
(Enforcement)  Ronald  K.  Noble.   Noble  promised  that  the  Review 
would  "leave  no  stone  unturned."   The  Review  delivered  on  his 
promise. 

As  Secretary  Bentsen  said  after  the  Review's  Report  of  the 
Department  of  the  Treasury  on   the  Bureau  of  Alcohol,    Tobacco  and 
Firearms  Investigation  of  Vernon  Wayne  Howell,    also  known  as 
"David  Koresh,"    (the  "Report")  was  released: 

The  Review  gave  me  the  truth  and  a  full  accounting 
of  the  facts,  good  and  bad.   That  enabled  me  to  tell 
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the  American  people  what  really  happened  near  Waco. 
The  Review  became  a  model  for  internal  investigations. 
It  showed  government  can  investigate  itself  —  do  it 
right  —  and  do  it  quickly. 

The  American  public  hailed  the  Report  for  its  fairness  and 
thoroughness.   Representative  Jim  Lightfoot  emphasized  that  the 
Report  "reflects  the  hard  work  and  dedication  of  many 
individuals."   According  to  Senator  DeConcini,  the  Report  was 
"thorough,  impartial  and  self-effacing."   Representative  Steny 
Hoyer  called  the  report  "comprehensive,"  the  Los  Angeles  Times 
called  it  a  "courageous,  candid  evaluation"  and  the  Sacramento 
Bee   proclaimed  "no  punches  have  been  pulled." 

The  objective,  fair,  searching  and  thorough  review  conducted 
by  the  Waco  Review  identified  and  discussed  in  a  systematic 
manner  the  weaknesses  that  needed  to  be  addressed.   The  Report, 
released  on  September  30,  1993,  after  a  five  month  investigation, 
set  forth  a  roadmap  for  Treasury  and  ATF  to  follow  to  strengthen 
the  agency. 

Moreover,  a  significant  added  benefit  to  staffing  the  Review 
with  agents  drawn  from  all  of  Treasury's  law  enforcement  bureaus, 
(Customs,  Secret  Service,  IRS,  FLETC  and  FinCEN) ,  is  that  each  of 
those  agents  brought  back  to  their  respective  bureaus  three 
important  messages:   1)  Treasury  law  enforcement's  bureaus  can 
work  together  cooperatively  and  successfully  as  a  team  to  produce 
a  comprehensive  and  honest  product;  2)  Some  things  went  wrong 
near  Waco  and  3)  How  to  avoid  such  occurrences  in  the  future.   In 
a  sense,  these  agents,  upon  the  Review's  completion  became 
ambassadors  for  the  Review  —  teaching  their  fellow  agents  about 
the  lessons  they  had  learned  through  the  review  process. 

The  Report  as  a  Tool  for  Learning 

The  Review's  Report,  unlike  many  government  reports,  has  not 
simply  been  gathering  dust  since  its  issuance.   To  the  contrary, 
it  is  very  much  a  living  document.   One  of  incoming  ATF  Director 
John  Magaw's  first  directives  was  to  make  the  Report  mandatory 
reading  for  all  ATF  agents  —  from  those  on  the  line  all  the  way 
up  through  the  agency's  command.   In  so  doing.  Director  Magaw 
made  significant  strides  in  educating  ATF's  agents  about  the 
errors  made  near  Waco  and  how  to  avoid  them  in  the  future.   As 
one  ATF  agent  was  quoted  shortly  after  the  Report  was  released, 
"the  Report  could  spur  the  reinventing  of  a  better  Bureau."   In 
addition,  both  at  the  Federal  Law  Enforcement  Training  Center 
("FLETC")  and  in  law  enforcement  training  courses  across  the 
nation,  the  Report  is  used  as  a  teaching  device. 
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Personnel  Actions 

One  lesson  learned  from  Waco  was  that  ATF  needed  better 
leadership  —  most  importantly,  in  light  of  the  Report's 
findings,  the  Bureau  needed  experienced  leadership  with 
unquestionable  integrity.   Upon  receiving  the  Report,  Secretary 
Bentsen  took  swift  action  to  provide  ATF  with  new  leadership. 

First,  the  Secretary  removed  ATF's  top  leadership  when  the 
Report  was  released.   The  Secretary  removed  from  their  positions 
five  persons  —  all  of  whom  had  been  dishonest  either  with  the 
Review  or  the  American  people.   Included  in  those  five  were  the 
two  principal  raid  commanders,  SAC  Phillip  Chojnacki  and  ASAC 
Charles  Sarabyn.   (ATF  Director  Higgins  resigned  a  few  days 
before  the  Report  was  issued.   His  integrity  was  not  challenged.) 

The  Secretary  selected  John  Magaw  to  serve  as  ATF's  new 
Director.   Magaw,  who  was  previously  the  Director  of  the  Secret 
Service,  brought  a  wealth  of  law  enforcement  experience  to  the 
Bureau  as  well  as  a  reputation  for  integrity.   The  Secretary  and 
Magaw,  who  recognized  that  Higgins  had  not  been  kept  properly 
informed  by  his  subordinates,  acted  to  tighten  the  lines  of 
authority  at  ATF  and  to  insure  that  the  Director  was  kept 
properly  informed.   First,  they  restructured  the  composition  of 
ATF's  command  by  creating  a  "Deputy  Director"  position;  second 
they  filled  that  slot  with  Daniel  Black,  a  veteran  of  over  25 
years  in  federal  law  enforcement.   In  addition,  Secretary  Bentsen 
placed  ATF's  law  enforcement  operation  in  the  capable  hands  of 
Charles  Thomson,  a  career  ATF  agent  who  previously  headed  ATF's 
New  York  office  and  led  its  successful  investigation  of  the  World 
Trade  Center  bombing.   Magaw  also  replaced  Chojnacki  and  Sarabyn, 
the  field  commanders  who  had  led  the  failed  raid,  and  lied 
afterwards,  with  top  notch  agents. 

In  so  doing.  Secretary  Bentsen  provided  ATF  with  a  new 
leadership  team,  both  in  the  field  and  at  headquarters  —  a  team 
committed  to  change  and  to  improving  the  agency's  performance 
after  Waco.  Moreover,  Secretary  Bentsen  sent  a  powerful  message 
to  all  Treasury  law  enforcement  that  honesty  must  be  guarded. 

During  the  five  months  since  the  release  of  the  Report  and 
Secretary  Bentsen 's  personnel  actions,  both  ATF  and  Treasury  have 
taken  significant  additional  actions. 

Rebuilding  Morale  —  Trust  in  Leadership 

After  Waco,  Assistant  Secretary  Noble,  Director  Magaw  and 
ATF's  other  new  leaders  undertook  an  intense  effort  to  rebuild 
the  Bureau's  morale  and  its  trust  in  ATF  leadership.   To  show 
their  commitment  to  this  rebuilding  effort,  these  leaders  visited 
on  multiple  occasions  Dallas,  Houston  and  New  Orleans,  the 
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offices  which  contributed  agents  to  Waco,  and  which  bore  the 
brunt  of  the  casualties.   During  those  trips,  agents  and 
employees  were  given  the  opportunity  to  ask  any  questions  they 
wished.   All  questions  were  answered. 

Improved  Communication  between  Treasury  and  the  Agencies 

One  of  the  key  problems  identified  by  the  Report  was  that 
the  Office  of  Enforcement  received  less  than  48  hours  advance 
notice  of  the  Waco  plan,  despite  the  fact  that  ATF  was  about  to 
embark  on  the  biggest  and  most  unusual  raid  in  its  history.   As 
the  Report  stressed,  this  lack  of  adequate  notice  was  the  product 
of  a  pattern  of  inadequate  oversight  by  the  Office  of  Enforcement 
and  insufficient  communication  between  that  office  and  the 
bureaus  it  is  charged  with  supervising. 

Accordingly,  Assistant  Secretary  Noble  has  taken  definitive 
action  to  improve  oversight  and  increase  communication  with  the 
bureaus.   He  has  sought  to  achieve  a  reasonable  balance  between 
providing  the  bureaus  with  flexibility,  yet  maintaining 
sufficient  accountability.   Shortly  after  Waco,  Noble  instituted 
several  regular  forums  for  communication  between  the  bureaus  and 
the  Office  of  Enforcement  —  none  of  which  had  existed  before  his 
tenure.   First,  the  bureau  chiefs  now  meet  once  a  week  with  Noble 
to  review  significant  issues.   Second,  each  of  the  bureau  chiefs 
meets  individually  with  Noble  on  a  monthly  basis  to  review  their 
respective  bureau's  operations.   Third,  Noble  has  enhanced 
greatly  the  level  of  informal  communication  between  his  office 
and  the  bureaus  —  in  large  part  because  he  has  strengthened  and 
better  organized  the  Office  of  Enforcement.   In  so  doing,  he  has 
increased  the  points  of  contact  for  the  bureaus.   Fourth,  Noble 
has  established  a  Treasury  Law  Enforcement  Council,  consisting  of 
the  Directors  of  ATF,  Secret  Service  and  FLETC,  the  Commissioner 
of  Customs  and  the  Assistant  Commissioner  for  the  Criminal 
Investigative  Division  of  IRS.   The  formation  of  this  Council 
ensures  that  all  Treasury  law  enforcement  is  part  of  a  team. 
Finally,  in  August  1993,  Noble  sent  a  directive  to  all  the 
bureaus  outlining  those  matters  which  require  meaningful  advance 
notice  for  the  Office  of  the  Assistant  Secretary  (Enforcement) . 
Among  those  matters  are  any  involving  "non-traditional  groups  and 
guns"  of  the  sort  encountered  near  Waco. 

In  addition,  both  ATF  and  the  other  bureaus  are  in  the 
process  of  training  personnel  in  the  field  to  better  identify 
sensitive  matters  that  require  early  involvement  of  headquarters. 
Taken  together  with  the  experience  and  judgment  of  ATF's  new 
leadership,  these  actions  go  a  long  way  toward  preventing  a 
repeat  of  the  inadequate  notice  given  by  ATF  to  the  Office  of 
Enforcement  before  the  Waco  raid.. 
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Awareness  that  Certain  Missions  Recmire  Additional  Resources 

One  of  the  strongest  criticisms  of  ATF,  both  in  the  Report 
and  in  the  media,  was  that  the  Bureau  failed  to  recognize  that 
the  mission  they  were  undertaking  near  Waco  required  assistance 
and  resources  from  outside  the  agency.   ATF  has  recognized  and 
taken  action  to  address  this  problem  at  two  levels. 

First,  with  respect  to  those  occasions  when  the  Bureau 
confronts  non-traditional  adversaries  such  as  Koresh  and  the 
Branch  Davidians,  particularly  when  the  situation  involves  groups 
of  people  possessing  large  amounts  of  weapons,  ATF  has  taken 
comprehensive  measures  to  insure  that  agents  recognize  the  need 
for  outside  assistance  and  that  outside  experts  are  consulted  in 
a  timely  manner: 

*ATF  has  established  criteria  for  ATF  agents  to  use  to 
determine  if  an  investigation  calls  for  outside 
experts ; 

*ATF  is  training  their  field  agents  to  recognize  those 
situations  which  require  outside  experts; 

*ATF  has  established  a  reporting  structure  to  insure 
that  headquarters  learns  promptly  when  an  investigation 
involves  groups  or  organizations  which  require  seeking 
outside  assistance;  and 

*ATF  is  developing  a  resource  library  and  network  of 
contacts  of  credible  experts  both  in  the  tactical  and 
the  behavioral  science  fields.  This  information  will 
be  shared  with  the  Department  of  Justice.  As  part  of 
that  effort,  ATF  is  in  the  process  of  establishing  a 
working  relationship  with  a  major  American  university 
and  also  will  consult  with  other  federal  agencies. 

Second,  on  those  occasions  when  ATF  seeks  to  undertake  an 
operation  of  the  scale  similar  to  that  mounted  near  Waco,  ATF  has 
recognized  that  it  cannot  and  should  not  go  it  alone.   As  their 
report  states : 

The  first  lesson  we  learned  is  that  an  agency  of  ATF's 
size  cannot  independently  carry  out  every  conceivable 
operation  that  might  be  encountered. ., [P]rior  to  Waco  we  did 
not  have  a  formal  plan  for  other  Federal  agencies  to  become 
involved  where  an  operation  was  larger  or  more  complex  than 
ATF  was  equipped  to  handle.   Waco  has  taught  us  that  we  must 
be  prepared  to  seek  help  and  assistance  from  other  agencies 
when  necessary. 

Both  ATF  and  Treasury  have  taken  action  to  insure  that  ATF 
has  the  resources  it  needs  to  conduct  such  operations.   ATF  has 
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developed  formal  plans  for  seeking  assistance  from  other  agencies 
under  appropriate  circumstances.   Treasuiry's  Office  of  the 
Assistant  Secretary  (Enforcement)  is  conducting  an  evaluation  of 
whether  Treasury's  law  enforcement  needs  a  "Treasury  National 
Response  Team"  or  similar  such  entity  to  conduct  large  scale 
operations  or  specialized  activities  such  as  those  attempted  near 
Waco.   Such  a  Team  would  focus  on  situations  currently  handled  by 
ATF's  Special  Response  Teams  (SRTs)  and  would  not  specialize  in 
hostage  rescue  missions  that  are  presently  handled  by  the  Federal 
Bureau  of  Investigation's  Hostage  Rescue  Team  (FBI  HRT) . 

The  Department  of  the  Treasury  and  the  Department  of  Justice 
formally  recognized  and  agreed  that  any  future  Treasury  law 
enforcement  action  of  the  nature  undertaken  near  Waco  requires 
timely  notification  of  the  Department  of  Justice  —  either 
through  the  U.S.  Attorney's  Office  responsible  for  the 
investigation,  as  was  done  with  the  Waco  investigation,  or 
through  communication  in  Washington,  D.C.  at  the  departmental 
level  —  preferably  both.   In  addition,  the  Assistant  Secretary 
(Enforcement)  and  the  Deputy  Attorney  General  have  instituted 
biweekly  meetings. 

Waco  Confirmed  ATF's  Powerful  Investigative  Capabilities 

The  Report  concluded  that  ATF's  investigation  of  Koresh  and 
the  Branch  Davidians,  which  posed  difficult  investigatory 
challenges  for  the  Bureau,  was  both  properly  initiated  and 
developed  sufficient  evidence  to  support  the  issuance  of  search 
and  arrest  warrants.   The  Report,  in  fact,  commended  ATF  both  for 
its  willingness  to  take  on  an  investigation  which  involved  a  cult 
possessing  an  enormous  arsenal  of  weapons,  including  dozens  of 
machineguns  ard  a  large  cache  of  grenades  and  for  the  evidence 
generated  by  its  investigators. 

ATF  is  building  upon  its  investigative  capabilities  and 
reputation.   In  the  past  year,  ATF  has  made  thousands  of  arrests 
and  executed  numerous  search  warrants  without  incident. 
Moreover,  not  only  was  ATF  instrumental  in  the  successful 
investigation  of  the  World  Trade  Center  bombing,  but  its  actions 
with  regard  to  the  series  of  bombings  in  upstate  New  York  a  few 
months  ago  demonstrated  the  Bureau's  expertise  in  firearms 
investigations  and  quickly  solved  a  case  with  national 
implications. 

ATF  Has  Addressed  Its  Significant  Operational  Weaknesses 

The  Report  determined  that  ATF  had  significant  weaknesses  in 
its  tactical  planning  capabilities,  including  its  intelligence 
operation,  its  operational  security,  its  command  and  control 
during  the  raid  and  its  ability  to  handle  scrutiny  after  the  raid 
failed.   ATF  is  making  progress  with  respect  to  each  of  these 
areas . 
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ATF  Has  Improved  Its  Tactical  Planning  and  Intelligence 
Operations 

ATF's  tactical  planning  effort  in  the  Waco  operation  was 
seriously  flawed.   First,  ATF  failed  to  consider  adequately  all 
available  options  before  it  chose  to  raid  the  Compound. 
Specifically,  the  tactical  planners  prematurely  abandoned  efforts 
to  lure  Koresh  away  from  the  Compound.   Moreover,  because  of 
weaknesses  in  their  intelligence  operation  and  planning  process, 
ATF's  tactical  planners  and  raid  commanders  failed  to  reach  a 
common  understanding  of  their  plan's  key  assumptions.   And  they 
were  mistaken  about  key  facts  —  especially  their  flawed  belief 
that  the  men  and  the  weapons  would  be  separated  at  the  time  of 
the  raid.   ATF  has  acted  to  improve  both  its  intelligence 
operations  and  its  tactical  planning  capabilities. 

With  respect  to  its  intelligence  operation,  ATF  has  taken 
steps  to  develop  the  tactical  intelligence  structure  that  the 
Bureau  was  lacking  before  Waco.   That  structure  includes  an 
intelligence  program  manager  in  headquarters,  an  intelligence 
officer  in  each  of  ATF's  24  field  offices  and  an  "Intelligence 
Response  Team"  of  specialists  to  support  major  investigations. 
The  intelligence  specialists  will  work  to  make  sure  tactical 
planners  seek  appropriate  intelligence  from  agents  in  the  field 
and  that  the  intelligence  gathering  process  insures  accurate  and 
timely  intelligence.   In  addition,  although  the  undercover  agent 
in  the  Waco  investigation  did  an  excellent  job,  to  insure  that 
undercover  agents  receive  the  support  they  need,  and  to  improve 
communication  between  tactical  planners  and  undercover  agents, 
ATF  has  instituted  a  program  of  pairing  each  long-term  undercover 
agent  with  a  trained  "control  agent"  who  will  regularly  debrief 
them. 

ATF  has  also  overhauled  its  process  for  selecting  both 
tactical  planners  and  raid  commanders.   At  Waco,  they  were  chosen 
based  on  their  rank  and  geographical  proximity  to  the  site  of  the 
investigation.   In  the  future,  ATF  will  select  the  planners  and 
the  commanders  based  on  their  training  and  expertise.   To  prepare 
them  for  situations  like  Waco,  potential  commanders  and  planners, 
as  well  as  key  headquarters  leaders,  are  also  receiving  crisis 
management  training  from  the  International  Association  of  Chiefs 
of  Police  (lACP) .   Moreover,  to  insure  that  tactical  planners 
adequately  consider  the  full  range  of  options,  ATF  agents  are 
receiving  additional  training  in  non-dynamic  entry  techniques  — 
including  containment  callouts,  sieges  and  the  use  of  "lure 
techniques"  to  arrest  suspects  away  from  their  premises. 


Tuesday,  March  8,  1994. 
DEPARTMENT  OF  THE  TREASURY 

witnesses 

hon.  lloyd  bentsen,  secretary  of  the  treasury 
george  munoz,  assistant  secretary  of  the  treasury  (man- 
agement) and  chief  financial  officer 
ronald  tl  noble,  assistant  secretary  of  the  treasury  (en- 
forcement) 

Introduction 

Mr.  HOYER.  The  Committee  will  come  to  order.  Mr.  Secretary,  we 
appreciate  your  appearance  before  this  Subcommittee  and  I  would 
liKe  to  welcome  you  here  today. 

Secretary  Bentsen.  Thank  you,  Mr.  Chairman. 

Mr.  HoYER.  It  is  always  a  pleasure  to  have  you  with  us.  The 
Treasury  Department  is  one  of  the  oldest  government  agencies  and 
performs  basic  governmental  activities,  such  as  collecting  and  bor- 
rowing the  money  required  to  operate  government  and  enforce 
many  of  our  laws. 

The  Department  is  involved  in  both  financial  administration  of 
government  as  well  as  many  law  enforcement  programs  of  great  in- 
terest to  this  Chairman  and  this  Committee  and  to  Senator  DeCon- 
cini  and  his  Committee  in  the  Senate. 

Treasury  is  involved  in  the  administration  of  NAFTA  and  GATT 
as  well  as  the  interdiction  of  illegal  drugs  at  our  borders.  It  is  im- 
plementing a  new  multi-billion  dollar  Tax  Systems  Modernization 
and  has  pending  a  new  tax  compliance  initiative. 

Treasury  is  involved  in  the  implementation  of  the  Brady  Act  as 
well  as  other  efforts  to  keep  guns  out  of  the  hands  of  criminals. 

Treasury  mints  our  coins,  prints  our  currency,  and  enforces  our 
laws  regarding  counterfeiting.  Treasury  is  responsible  for  protect- 
ing the  lives  of  our  President  and  of  course  many  others  as  well. 
The  Treasury  also  has  the  responsibility  of  advising  the  President 
about  economic  policy  and  then  implementing  that  policy  after  the 
appropriate  decisions  are  made. 

We  understand  the  many  responsibilities  that  you  have,  Mr.  Sec- 
retary, and  we  have  had  the  opportunity  to  hear  many  of  the  able 
men  and  women  who  work  in  the  Department  to  carry  out  those 
responsibilities.  I  want  to  say,  Mr.  Secretary,  that  both  Assistant 
Secretary  Munoz  and  Assistant  Secretary  Noble  have  done  excel- 
lent work  in  our  preliminary  hearings  with  reference  to  various 
agencies  within  your  Department.  You  can  be  proud  of  their  efforts. 

Secretary  Bentsen.  I  certainly  share  that  opinion  of  them. 

Mr.  HOYER.  Mr.  Lightfoot,  would  you  like  to  make  an  opening 
statement? 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 
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Mr,  Secretary,  glad  to  see  you  this  morning.  I  think  we  are  going 
to  see  a  lot  of  each  other  over  the  next  few  days.  I  think  you  are 
going  to  be  in  Foreign  Ops  either  tomorrow  or  the  day  after,  so  we 
will  be  together  several  times  this  week. 

A  lot  of  challenges  this  year.  I  think  we  have  got  a  lot  of  in- 
creased responsibilities  within  the  Treasury  Department,  particu- 
larly looking  at  some  of  the  new  goals,  the  tax  modernization  and 
some  of  the  trade  agreements  that  we  are  dealing  with  as  well. 

So,  again,  thanks  for  being  here  and  I  look  forward  to  asking  you 
a  few  questions  later  on. 

Secretary  Bentsen.  Thank  you. 

Mr.  HOYER.  Thank  you,  very  much. 

Mr.  Secretary,  I  know  you  have  a  prepared  statement.  That  pre- 
pared statement  will  be  included  at  the  appropriate  place  in  the 
record.  You  may  now  proceed  in  such  manner  as  you  deem  appro- 
priate. 

SUMMARY  STATEMENT  OF  SECRETARY  BENTSEN 

Secretary  Bentsen.  Thank  you,  Mr.  Chairman.  I  will  do  a  sum- 
mary of  it,  and  I  am  delighted  to  have  the  opportunity  to  testify 
on  the  Treasury  Department's  fiscal  1995  request  for  $10.4  billion 
in  operating  funds. 

As  the  Chairman  said,  as  one  of  the  oldest  of  the  government 
agencies,  the  Treasury  Department  performs  some  of  the  most 
basic  governmental  activities — collecting  and  borrowing  of  money  it 
takes  to  run  our  government,  and  enforcing  many  of  our  laws. 
Treasury  also  has  the  broader  responsibility  of  assisting  in  the  de- 
sign of  economic  policy  and  putting  that  policy  in  place.  These  are 
the  responsibilities  that  I  will  detail  in  my  written  submission. 

First,  I  want  to  talk  about  results.  Last  April,  I  told  you  that  re- 
storing strength  to  our  economy  was  our  primary  challenge.  We 
faced  steadily  rising  budget  deficits,  a  stagnant  economy,  high  un- 
employment, and  falling  real  incomes.  We  have  met  that  challenge, 
and  we  have  succeeded. 

Today,  with  your  help,  we  have  in  place  a  credible  long-term  defi- 
cit reduction  program.  We  are  bringing  that  deficit  down.  We  are 
bringing  it  down  faster  than  we  frankly  thought  was  possible. 

Furthermore,  in  the  last  year,  the  private  sector  has  created 
more  jobs  than  during  the  previous  four  years,  and  many  are  good 
paying  jobs.  The  American  job  machine  is  up  and  running. 

I  had  an  interesting  meeting  about  three  years  ago  in  Avion, 
France.  I  listened  to  a  Frenchman  stand  up  and  say  what  an  in- 
credible change  is  taking  place  in  the  world  with  the  end  of  the 
Cold  War.  He  said,  "Now,  I  see  Europe  and  Japan  becoming  the 
world  leaders,  and  America  in  decline."  That  was  just  three  years 
ago. 

We  have  recently  had  a  Gr-7  meeting  at  Frankfurt,  Germany.  Eu- 
rope is  flat,  not  growing,  and  it  faces  high  unemployment.  We  look 
at  Japan,  flat  in  its  growth,  and  America  is  not  only  the  military 
leader  of  the  world,  but  also  the  leading  economic  power.  And,  it 
continues  to  grow. 

Just  as  we  set  the  economy  on  the  course  toward  improvement, 
we  are  now  working  within  Treasury  on  innovative  solutions  in  a 
number  of  major  policy  areas. 
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I  want  to  highlight  some  of  those  accomplishments  today,  as  well 
as  our  plans  for  the  future  and  the  budget  requirements  they  en- 
tail. 

First,  trade.  Last  year,  I  spoke  of  our  renewed  emphasis  on  ex- 
panding trading  opportunities.  And  those  opportunities  are  upon 
us. 

The  President's  export-based  strategy  is  working.  The  North 
American  Free  Trade  Agreement  is  in  place,  thanks  to  many  of  you 
who  supported  it  and  worked  for  it.  The  Uruguay  round  of  the 
GATT  negotiations  was  successfully  concluded.  We  are  also  making 
clear  to  Japan  that  we  are  serious  about  wanting  their  markets 
opened,  not  just  to  our  own  goods,  but  to  the  world's  goods. 

Take  a  look  at  Japan,  and  you  see  how  out  of  step  they  are  with 
the  other  G-7  countries.  They  have  the  lowest  percentage  of  manu- 
factured products  entering  their  country  of  any  of  the  G-7.  They 
have  the  lowest  percentage  of  foreign  investment  of  any  of  the  G- 
7. 

We  need  to  be  prepared  to  handle  the  increased  demands  of  ex- 
panded trade  because  of  NAFTA  and  the  GATT  agreement.  And  in 
response  to  the  request  of  a  number  of  Members  of  Congress,  we 
are  requesting  $26  million  to  upgrade  Customs'  revenue  collections 
and  the  merchandise  processing  system,  and  another  $25  million 
for  other  trade  enforcement  efforts. 

Secondly,  I  would  like  to  highlight  our  efforts  in  the  area  of  tax 
collection.  We  try  to  collect  income  teixes  at  the  lowest  cost  possible 
and  in  a  way  that  the  public  is  confident  of  the  job  that  we  do.  And 
to  that  end,  we  want  to  continue  the  critical  job  of  modernizing  the 
Internal  Revenue's  information  system  for  which  we  are  requesting 
an  additional  $311  million.  And  that  investment  is  paying  off. 

Between  fiscal  year  1992  and  fiscal  year  1995,  the  IRS  will  have 
saved  more  than  $470  million  and  the  cumulative  equivalent  of 
11,800  Full  Time  Equivalent  (FTE)  positions  from  modernization. 
The  modernization  effort  is  the  foundation  of  the  IRS'  reorganiza- 
tion toward  a  customer  centered  approach  to  doing  business. 

We  want  taxpayers  to  pay  their  fair  share.  When  we  spend 
money  to  increase  tax  compliance,  it  produces  returns  on  the  order 
of  $5  to  $1.  Therefore,  starting  in  fiscal  year  1995,  we  will  request 
5,000  FTEs  for  additional  examinations  and  audits. 

We  would  like  to  work  with  Congress  on  a  bipartisan  basis  to  see 
if  some  special  accommodations  might  be  provided  for  such  an  ini- 
tiative above  the  existing  Budget  Enforcement  Act  spending  caps, 
with  the  assurance  that  all  added  revenue  would  be  earmarked  for 
deficit  reduction. 

Third,  we  are  acting  to  restructure  the  bank  regulation  system. 
For  the  past  45  years,  various  proposals  have  been  put  forward  to 
attack  the  redundancy  and  the  waste  in  our  current  system.  In 
fact,  the  Hoover  Commission,  the  first  to  call  for  regulatory  reform, 
issued  its  report  in  my  first  term  in  the  House. 

We  put  our  economy  at  a  serious  disadvantage  in  today's  com- 
petitive world  by  having  our  banks  hobbled  by  our  regulators. 
Today,  we  have  four  different  agencies  regulating  depository  insti- 
tutions. We  have  proposed  a  plan  to  combine  the  supervisory  and 
the  regulatory  function  of  the  four  under  a  single  Federal  regulator 
that  can  focus  on  the  banking  industry  full  time. 
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The  Office  of  Management  and  Budget  tells  us  we  could  save 
$150  to  $200  million  by  consolidating  regulatory  functions.  The  di- 
rect savings  of  the  banking  industry  and  ultimately  of  consumers 
will  be  substantially  greater.  I  saw  one  study  by  a  Fed  governor 
suggesting  the  industry  saves  about  $1  billion  for  every  5  percent 
reduction  in  regulatory  burden. 

We  are  also  making  progress  on  another  of  our  priorities,  and 
that  is  crime.  I  know  Members  of  this  Subcommittee  share  my  con- 
cerns about  this  one.  You  receive  letters  about  it  every  day,  and  so 
do  I.  We  all  read  the  headlines,  like  the  one  last  week  about  how 
g^n  deaths  are  surpassing  auto  deaths  in  some  of  our  States. 

Five  Treasury  bureaus — IRS;  Customs;  Alcohol,  Tobacco  and 
Firearms;  Secret  Service;  and  the  Federal  Law  Enforcement  Train- 
ing Center — are  engaged  in  law  enforcement.  We  are  an  important 
player  in  that  arena,  and  I  am  glad.  I  am  glad,  because  I  see  no 
reason  this  Nation  should  have  more  gun  dealers  than  it  does 
McDonald's  franchises,  and  I  want  to  do  something  about  it.  I  also 
believe  that  a  waiting  period  for  a  handgun  purchase  is  reasonable. 
With  your  help,  we  have  done  something  about  it. 

I  am  delighted  to  tell  you  that  the  Bureau  of  Alcohol,  Tobacco 
and  Firearms  (ATF)  met  the  deadline  for  implementing  the  Brady 
Law.  They  sent  forms  and  information  packets  to  284,000  gun  deal- 
ers and  worked  closely  with  States  which  did  not  already  have 
comparable  or  better  background  check  systems. 

This  law  worked  well  from  the  outset.  Six  felons  were  caught  try- 
ing to  redeem  guns  at  pawn  shops  in  Reno  the  very  first  day.  Since 
we  started,  20  felons  in  Ohio  have  been  blocked  from  buying  hand- 
guns. 

The  Brady  Law  is  just  the  first  step  in  our  battle  to  keep  fire- 
arms out  of  the  hands  of  criminals.  In  January,  I  announced  a  se- 
ries of  initiatives  for  ATF  to  reduce  the  number  of  gun  dealers  and 
to  take  the  guns  out  of  the  hands  of  children.  We  will  identify  all 
gun  dealers  for  the  local  police  and  address  specific  gun  trafficking 
patterns  in  high  crime  areas. 

We  will  offer  legislation  to  raise  the  basic  annual  fee  for  a  Fed- 
eral firearms  dealer's  license  to  $600.  That  will  help  limit  appli- 
cants to  only  those  individuals  who  intend  to  actively  engage  in 
firearms  business.  We  expect  the  number  of  licensees  will  drop  by 
as  much  as  80  percent,  aJlowing  our  ATF  field  inspectors  to  more 
effectively  monitor  current  licensees  and  new  applicants. 

Now,  to  support  these  anti-violence  initiatives,  we  are  investing 
$5.9  million  in  new  technology  for  firearms  dealer  licensing  compli- 
ance activities,  weapon  tracing,  and  databases  to  support  firearms 
investigations.  Most  recently,  I  announced  the  reclassification  of 
several  semiautomatic  shotguns  into  the  same  category  as  machine 
guns.  That  means  the  approximately  18,000  weapons  in  existence 
must  be  registered  with  the  Bureau  of  Alcohol,  Tobacco  and  Fire- 
arms. 

We  also  want  to  focus  on  two  very  good  programs  that  address 
the  use  of  firearms — Project  Uptown  and  the  Achilles  program.  The 
first  goes  after  violent  drug  dealers  in  housing  projects,  and  the 
second  goes  after  the  armed  career  criminal.  In  addition,  ATF's 
GREAT  program,  where  we  teach  officers  to  go  into  the  schools  sind 
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talk  with  students  is  a  highly  effective  way  to  keep  youngsters  out 
of  gangs. 

Lastly,  we  have  made  great  strides  toward  placing  our  economy 
on  a  stronger  footing.  Now,  we  must  focus  on  putting  the  govern- 
ment's financial  management  in  order. 

I  am  determined  to  fix  the  financial  management  problems  we 
inherited  at  the  IRS,  the  U.S.  Customs,  and  the  U.S.  Mint.  I  want 
all  of  our  Treasury  bureaus  to  receive  a  clean  bill  of  financial 
health.  I  am  personally  committed  to  making  Treasury  a  model  of 
good  financial  management  within  Gk)vemment,  and  we  are  devot- 
ing the  efforts  necessary  to  fix  the  problems. 

When  I  first  came  to  the  United  States  Senate,  I  hired  a  manage- 
ment consulting  firm  to  go  to  my  six  largest  State  offices  to  see  how 
they  were  run  and  to  get  the  very  best  job  descriptions,  work 
charts,  and  all  of  that.  Then  every  five  years,  I  would  hire  them 
to  go  do  it  again.  That  is  the  type  of  thing  that  I  think  we  ought 
to  be  doing  insofar  as  the  Executive  Branch  is  concerned. 

Congress  made  good  financial  management  a  priority  with  the 
passage  of  the  Chief  Financial  Officer's  Act  in  1990.  You  reempha- 
sized  this  with  the  Grovemment  Performance  and  Results  Act, 
which  requires  us  to  measure  those  achievements.  Treasury  has 
stepped  forward  with  pilot  projects  at  the  IRS,  the  Bureau  of  En- 
graving and  Printing,  the  Mint,  and  Departmental  Offices'  Office  of 
Enforcement  with  Customs.  Fully  one-third  of  the  Federal  employ- 
ees involved  in  this  effort  are  in  the  Treasury  bureaus. 

Accurate  and  timeiy  financial  information  will  allow  our  man- 
agers to  make  good  decisions  and  be  held  accountable  for  the  re- 
sults. We  have  already  successfully  consolidated  many  of  our  core 
financial  systems.  Approximately  90  percent  of  our  budgetary  re- 
sources will  be  processed  by  one  system  by  the  end  of  this  fiscal 
year.  We  are  requesting  funds  to  continue  modernizing  our  basic  fi- 
nancial systems.  And,  these  efforts  are  the  key  to  fixing  the  prob- 
lems we  face.  Our  goal  is  to  have  "clean"  opinions  on  our  financial 
records. 

That  is  a  lot  of  ground  to  cover.  These  major  policy  areas  rep- 
resent approximately  94  percent  of  our  budget  resources. 

We  are  committed  to  meeting  the  goals  of  this  administration  to 
streamline  government.  We  are  not  only  meeting,  but  also  exceed- 
ing the  President's  targeted  reductions. 

We  are  able  to  do  this  by  continually  streamlining  our  organiza- 
tions and  providing  more  effective  programs.  For  instance,  this 
year  we  moved  the  Savings  Bonds  Division — the  marketing  arm  of 
the  Savings  Bonds  program — into  the  Bureau  of  the  Public  Debt — 
the  processing  arm  of  the  program — to  provide  more  coordinated 
program  direction. 

To  meet  the  increased  demands  on  our  limited  resources,  we  are 
proposing  some  new,  or  increased  user  fees  for  services  which  bene- 
fit only  a  specific  segment  of  our  population.  For  instance,  we  are 
proposing  to  charge  tax  preparers  and  banks  $8  for  the  electronic 
verification  from  IRS  that  taxpayers'  refunds  are  forthcoming. 

These  efforts,  as  well  as  our  continued  commitment  to  higher 
productivity,  have  allowed  us  to  keep  our  funding  request  for  fiscal 
year  1995 — $10.4  billion— nearly  level  with  1994.  In  fact,  our  budg- 
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et  is  down  from  previous  years  when  you  calculate  it  in  constant 
dollars. 

Within  these  funding  and  staffing  limitations,  we  are  proposing 
initiatives  for  only  our  most  urgent  needs.  These  initiatives  will  be 
funded  primarily  from  outside  sources,  such  as  proposed  user  fees, 
and  through  program  reductions.  We  have  cut  to  make  way  for 
what  we  want  to  add. 

Mr.  Chairman,  Members  of  the  Subcommittee,  we  are  offering 
you  a  responsible  budget.  It  includes  investments  critical  to  achiev- 
ing continued  deficit  reduction,  facilitating  trade  and  fighting  vio- 
lent crime.  And  at  the  same  time,  we  have  made  the  cuts  necessary 
to  help  pay  for  what  we  want  to  accomplish. 

We  made  substantial  progress  on  the  national  agenda  and  the 
Treasury  agenda  last  year,  but  we  have  a  lot  of  work  to  do. 

Thank  you,  and  I  would  be  happy  to  take  your  questions. 

Mr.  HOYER.  Thank  you  very  much,  Mr.  Secretary  for  that  state- 
ment. 

[The  prepared  statement  of  Secretary  Bentsen  follows:] 
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TESTIMONY  OF  TREASURY  SECRETARY  LLOYD  BENTSEN 
HOUSE  APPROPRIATIONS  SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE 

AND  GENERAL  GOVERNMENT 
March  8,  1994 


Chairman  Hoyer,  Congressman  Lightfoot,  members  of  the 
Subcommittee : 

I  appreciate  the  opportunity  to  testify  today  on  the 
Treasury  Department's  Fiscal  1995  request  for  $10.4  billion  in 
operating  funds. 

The  Treasury  Department,  as  one  of  the  oldest  government 
agencies,  performs  some  of  the  most  basic  governmental  activities 
—  collecting  and  borrowing  the  money  it  takes  to  run  our 
government,  and  enforcing  many  of  our  laws.   Treasury  also  has 
the  broader  responsibility  of  assisting  in  the  design  of  economic 
policy  and  putting  that  policy  in  place. 

Before  I  cover  those  activities,  however,  I  want  to  talk 
results.   Last  April,  I  told  you  that  restoring  strength  to  our 
economy  was  our  primary  challenge.   We  faced  steadily  rising 
budget  deficits,  a  stagnant  economy,  high  unemployment,  and 
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falling  real  incomes.   We  have  met  that  challenge,  and  succeeded. 

Today,  with  your  assistance,  we  have  in  place  a  credible 
long-term  deficit  reduction  program.   We  are  bringing  the  deficit 
down  —  and  bringing  it  down  faster  than  we  thought  possible. 

Furthermore,  in  the  last  year  the  private  sector  has  created 
more  jobs  than  during  the  previous  four  years.   And  not  just 
menial  work,  but  good  paying  jobs.   The  American  job  machine  is 
up  and  running. 

Last  year,  I  spoke  of  our  renewed  emphasis  on  expanding 
trading  opportunities.   Exports  are  a  driving  force  in  our 
economy.   One  in  eight  U.S.  jobs  depends  directly  on  trade. 
Rapidly  expanding  economies  in  Latin  America  and  the  Pacific  Rim 
offer  potential  markets  for  our  goods  and  services. 

The  President's  export-based  strategy  has  produced  results. 
The  North  American  Free  Trade  Agreement  is  in  place  now,  and  the 
Uruguay  Round  of  the  GATT  negotiations  was  successfully 
concluded.   We're  also  making  it  clear  to  Japan  that  we  are 
serious  about  wanting  their  markets  opened,  not  just  to  our  goods 
but  to  everyone's  goods. 

We've  made  important  progress  since  I  last  appeared  to 
discuss  the  Treasury  Department  budget.   The  return  on  the 
investment  you  have  made  has  been  substantial.   Treasury  has 
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become  a  key  player  not  just  domestically,  but  internationally. 
Treasury  is  now  a  regular  at  the  summits,  and  this  administration 
has  made  economic  policy  an  integral  element  of  foreign  policy. 

I  am  determined  to  fix  the  financial  management  problems  we 
inherited  as  identified  in  the  financial  audits  of  the  IRS,  U.S. 
Customs,  and  the  U.S.  Mint.  I  am  personally  committed  to  making 
Treasury  a  model  of  good  financial  management  within  Government, 
and  we  are  devoting  the  efforts  necessary  to  fix  the  problems. 
But  we  need  your  support. 

Congress  made  good  financial  management  a  priority  with  the 
passage  of  the  Chief  Financial  Officer's  Act  in  1990.   You 
emphasized  this  with  the  passage  the  Government  Performance  and 
Results  Act,  which  requires  us  to  measure  the  achievements  of  our 
programs.   Treasury  has  stepped  forward  to  pilot  those  efforts. 

Accurate  and  timely  financial  information  will  allow  our 
managers  to  make  good  decisions  and  be  held  accountable  for  the 
results.   We  have  already  successfully  consolidated  many  of  our 
core  financial  systems  —  approximately  90  percent  of  our 
budgetary  resources  will  be  processed  on  one  system  by  the  end  of 
this  fiscal  year.   We  are  requesting  funds  to  continue 
modernizing  our  basic  financial  systems.   These  efforts  are  key 
to  fixing  the  problems  we  face   —  our  goal  is  to  have  "clean" 
opinions  on  our  financial  records. 
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We've  also  made  progress  on  another  of  our  priorities  at 
Treasury  —  crime.   I  know  members  of  this  subcommittee  share  my 
concerns  about  this.   You  receive  letters  about  it  every  day,  and 
so  do  I.   In  fact,  I  receive  more  mail  on  crime  than  on  anything 
else.   Since  the  first  of  the  year,  well  over  40  percent  of  my 
mail  has  been  about  crime  and  our  law  enforcement  initiatives. 

Five  Treasury  bureaus  —  IRS,  Customs,  Alcohol,  Tobacco  and 
Firearms,  Secret  Service  and  the  Federal  Law  Enforcement  Training 
Center,  are  engaged  in  law  enforcement.   We're  an  important 
player  in  this  arena,  and  I'm  glad.   I'm  glad  because  I'm  tired 
of  reading  about  children  killing  children  with  semiautomatic 
weapons,  and  I  want  to  do  something  about  it.   I'm  glad  because  I 
see  no  reason  this  nation  should  have  more  gun  dealers  than  it 
has  McDonalds'  franchises,  and  I  want  to  do  something  about  it. 
And  I  also  believe  that  a  waiting  period  for  a  handgun  purchase 
is  reasonable. 

With  your  help,  we  have  done  something  about  that  last  item. 
I'm  delighted  to  tell  you  that  the  Bureau  of  Alcohol,  Tobacco  and 
Firearms  met  the  deadline  for  implementing  the  Brady  Law.   They 
sent  forms  and  information  packets  out  to  gun  dealers  and  worked 
closely  with  states  which  did  not  already  have  comparable  or 
better  background  check  systems.   In  places  which  did  not  already 
meet  the  Brady  Law's  requirements,  it  is  now  the  law  that  those 
who  want  to  purchase  a  weapon  must  wait  five  working  days  so  their 
fellow  citizens  can  have  assurances  the  purchaser  is  legally 
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entitled  to  own  that  weapon,  and  that  some  time  passes  before  the 
weapon  is  delivered  to  the  buyer. 

The  Brady  Law  is  just  the  first  step  in  our  battle  to  keep 
firearms  out  of  the  hands  of  criminals.   In  January,  I  announced 
a  series  of  initiatives  for  ATF  to  reduce  the  number  of  gun 
dealers  and  take  guns  out  of  the  hands  of  children.   We  will 
identify  all  gun  dealers  for  the  local  police,  and  address 
specific  gun  trafficking  patterns  in  high  crime  areas. 

We  also  want  to  focus  on  two  very  good  programs  that  address 
the  use  of  firearms  —  Project  Uptown  and  the  Achilles  program. 
The  first  goes  after  violent  drug-dealers  in  housing  projects, 
and  the  second  goes  after  the  armed  career  criminals.   In 
addition,  ATF's  GREAT  program,  where  we  teach  officers  to  go  into 
the  schools  and  talk  with  students,  is  a  highly  effective  way  to 
keep  youngsters  out  of  gangs. 

The  President  has  pledged  to  put  100,000  new  police  officers 
on  the  streets.   We  urge  Congress  to  guickly  pass  a  crime  bill  to 
provide  for  these  new  officers,  as  well  as  other  anti-violence 
programs. 

Drug  trafficking  contributes  to  violent  crime.   We  are 
making  some  progress  in  cutting  the  flow  of  drugs  into  our 
country.   But  we  need  to  do  much  more.   We  need  to  find  effective 
ways  to  fight  the  demand  for  drugs,  to  go  after  the  hard-core 
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users. 


In  the  area  of  reducing  drug  trafficking  within  our  borders, 
the  High  Intensity  Drug-Trafficking  Areas  (HIDTA)  program  — 
which  combines  the  talents  of  several  federal  agencies  into 
highly  targeted  task  forces  —  offers  us  one  way  to  curb  the  flow 
of  these  drugs.   In  addition,  as  part  of  the  President's  new 
National  Drug  Control  Strategy,  there  will  be  a  gradual  shift  in 
emphasis  from  interdiction  in  the  transit  zones,  where  we've  had 
an  impact,  to  programs  to  stop  drugs  from  moving  out  of  source 
countries.   The  Customs  Service,  for  example,  will  be  devoting 
even  greater  attention  to  looking  for  suspect  cargo  shipments. 

Before  I  highlight  some  of  the  other  initiatives  we  are 
proposing  for  1995,  I  would  like  to  talk  for  a  moment  about  what 
it  is  that  we  do  at  Treasury.   Most  frequently.  Treasury  is 
identified  with  its  role  in  formulating  economic,  trade  and  tax 
policies. 

We  also  collect  approximately  $1.4  trillion  a  year  —  that's 
95  percent  of  all  government  revenue  —  from  income  taxes, 
customs  tariffs,  and  alcohol,  tobacco  and  firearms  fees  and 
excise  taxes. 

We  keep  the  government's  check  book.   When  the  ink  turns 
red,  we  sell  both  marketable  and  savings  securities  to  back  up 
our  checks.   In  fact,  we  manage  the  largest  cash  flow  in  the 
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world.   Over  800  million  payments  are  made  each  year  to  over  100 
million  citizens. 

We  provide  technical  guidance  to  federal  agencies  on  the 
effective  management  of  their  financial  resources  --  for 
instance,  the  management  of  cash,  loans  and  inventory. 

We  protect  investors  in  our  role  as  regulator  of  national 
banks,  the  government  securities  market,  and  federally  chartered 
financial  institutions. 

We  produce  the  currency,  coins,  and  most  of  the  postage 
stamps  Americans  use  every  day. 

Of  course.  Treasury  has  a  long  history  in  law  enforcement. 
Our  bureaus  are  responsible  for  enforcing  a  wide  range  of  laws 
dealing  with  tax,  trade,  financial  institutions,  and 
telecommunications  fraud —  to  name  just  a  few. 

We  must  deal  with  counterfeiting,  money  laundering,  and 
crimes  involving  alcohol,  tobacco,  firearms  and  explosives.   And 
we  protect  the  President  and  Vice  President  as  well  as  visiting 
foreign  dignitaries. 

Our  Federal  Law  Enforcement  Training  Center  in  Georgia 
trains  officers  from  all  across  the  country,  from  every  kind  of 
jurisdiction,  local,  state  and  federal.   We  trained  over  27,000 
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students  in  1992,  and  we  stand  ready  to  assist  in  training  the 
new  police  officers  the  President  is  seeking  in  the  crime  bill. 

That  is  a  lot  of  ground  to  cover.   These  responsibilities 
represent  some  of  the  most  basic  needs  of  citizens,  and  those 
needs  are  growing.   Our  budget  request  is  a  serious  attempt  to 
meet  the  challenge  of  providing  the  quality  services  that 
Americans  expect  from  their  government  —  while  living  within 
tight  budget  constraints. 

We  are  continually  streamlining  our  organizations  and 
providing  more  effective  programs.   For  instance,  this  year  we 
moved  the  Savings  Bonds  Division  —  the  marketing  arm  of  the 
Savings  Bonds  program  —  into  the  Bureau  of  the  Public  Debt  — 
the  processing  arm  of  the  program  —  to  provide  more  coordinated 
program  direction. 

To  meet  the  increasing  demands  on  our  limited  resources,  we 
are  proposing  some  new,  or  increased  user  fees  for  services  which 
benefit  only  a  specific  segment  of  our  population.   For  instance, 
we  are  proposing  to  charge  tax  preparers  and  banks  $8  for  the 
electronic  verification  from  IRS  that  taxpayers'  refunds  are 
forthcoming. 

These  efforts,  as  well  as  our  continued  commitment  to  higher 
productivity,  have  allowed  us  to  keep  our  funding  request  for 
fiscal  1995  —  $10.4  billion  —  nearly  level  with  1994.   In  fact, 
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our  budget  is  down  from  previous  years  when  you  calculate  it  in 
constant  dollars.   Furthermore,  we  not  only  meet  but  also  exceed 
the  President's  target  for  reducing  the  size  of  our  work  force. 

Within  these  funding  and  staffing  limitations,  we  are 
proposing  initiatives  for  only  our  most  urgent  needs.   And  these 
initiatives  will  be  funded  primarily  from  outside  sources,  such 
as  proposed  user  fees,  the  Office  of  the  National  Drug  Control 
Policy,  and  through  program  reductions.   We  have  cut  to  make  way 
for  what  we  want  to  add. 

I'd  like  to  highlight  a  few  of  our  other  major  initiatives. 

First,  we  try  to  collect  income  taxes  at  the  lowest  cost 
possible,  and  in  such  a  way  that  the  public  is  confident  of  the 
job  we  do.   Toward  this  end,  we  want  to  continue  the  critical  job 
of  modernizing  the  Internal  Revenue  Service's  information  system. 
We  are  requesting  an  additional  $311  million  for  this  purpose, 
but  we're  also  proposing  reductions  of  $45  million  and  1,152 
full-time-equivalents  (FTEs)  in  fiscal  1995  from  our 
modernization  investment  to  date.   The  investment  is  paying  off. 
Between  fiscal  1992  and  fiscal  1995,  the  IRS  will  have  saved  more 
than  $470  million  and  11,800  FTEs  because  of  our  modernization. 
This  modernization  effort  will  serve  as  the  foundation  for  IRS' 
reorganization  toward  a  customer-centered  approach  to  doing 
business. 
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We  want  taxpayers  to  pay  their  fair  share.   When  we  spend 
money  to  increase  tax  compliance,  it  produces  returns  on  the 
order  of  5:1.   Therefore,  beginning  in  fiscal  1995,  we  will 
request  5,000  FTEs  for  additional  examinations  and  audits.   We 
would  like  to  work  with  Congress  on  a  bipartisan  basis  to  see  if 
some  special  accommodation  might  be  provided  for  such  an 
initiative  above  the  existing  Budget  Enforcement  Act  spending 
caps,  with  the  assurance  that  all  added  revenues  would  be 
earmarked  for  deficit  reduction. 

Second,  we  need  to  be  prepared  to  handle  the  increased 
demands  of  expanded  trade  because  of  NAFTA  and  the  GATT 
agreement.   We  are  requesting  $26  million  to  upgrade  Customs' 
revenue  collections  and  merchandise  processing  system  —  with 
funding  from  increased  merchandise  processing  fees,  and  another 
$25  million  for  other  trade  enforcement  efforts. 

Third,  we  are  improving  the  strength  of  our  internal 
financial  systems,  which  will  enhance  the  performance  and 
accountability  of  our  managers.   We  are  requesting  funding  to 
upgrade  key  financial  and  revenue  systems  at  IRS,  the  Customs 
Service,  and  the  Bureau  of  Alcohol,  Tobacco  and  Firearms. 

We  also  are  aggressively  using  our  authority  to  help  reduce 
violent  crime.   Based  on  the  initiatives  I  proposed  in  January, 
we  are  investing  $5.9  million  in  new  technology  for  firearms 
dealer  licensing  compliance  activities,  weapon  tracing,  and 
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databases  to  support  firearms  investigations. 

Additionally,  we  are  asking  that  funding  be  dedicated  to 
further  expanding  ATF's  anti-violence  programs  through  enactment 
of  the  Crime  bill  in  1994. 

We  also  will  be  providing  legislation  to  raise  the  basic 
annual  fee  for  a  federal  firearms  dealer's  license  to  $600.   This 
will  help  limit  applicants  to  only  those  individuals  who  intend 
to  actively  engage  in  the  firearms  business.   We  expect  the 
number  of  licensees  will  drop  by  as  much  as  80  percent  — 
allowing  our  ATF  field  inspectors  to  more  effectively  monitor 
current  licensees  and  new  applicants. 

Mr.  Chairman,  members  of  the  Subcommittee,  we  are  offering 
you  a  responsible  budget.   It  includes  investments  critical  to 
achieving  continued  deficit  reduction,  facilitating  trade,  and 
fighting  violent  crime.   And  at  the  same  time,  we  have  made  the 
cuts  necessary  to  help  pay  for  what  we  want  to  accomplish.   We 
made  substantial  progress  on  the  national  agenda  and  the  Treasury 
agenda  last  year,  but  there  is  still  work  to  be  done. 

Thank  you,  and  I'd  be  happy  to  take  your  questions. 
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Lloyd  Bentsen  became  the  69th  Secretaiy  of  the  Treasuiy  on  January  20,  1993. 

Secretary  Bentsen  had  been  a  United  States  Senator  from  Texas  since  1971  and 
Chairman  of  the  Senate  Finance  Committee  since  1987.  He  is  a  former  Chairman  of  the 
Joint  Committee  on  Taxation  and  the  Joint  Economic  Committee  and  was  a  member  of 
the  Senate  Commerce,  Science  and  Transportation  Committee.  In  1988,  he  was  the 
Democratic  Party  nominee  for  Vice  President  of  the  United  States. 

Bentsen  received  a  law  degree  from  the  University  of  Texas  School  of  Law  in 
1942.   With  World  War  11  underway,  he  enlisted  in  the  U.S.  Army,  rising  to  the  rank  of 
Major  as  a  B-24  pilot  and  Squadron  Commander  in  Europe.  He  was  awarded  the 
Distinguished  Flying  Cross  and  the  Air  Medal  with  three  oak  leaf  clusters.   He  was 
promoted  to  Colonel  in  the  Air  Force  Reserve  before  completing  his  military  service. 

After  the  war,  Bentsen  returned  to  his  native  Rio  Grande  Valley.  He  served  the 
people  of  his  home  area  from  1947-55,  first  as  Hidalgo  County  Judge  and  then  as 
Congressman.  Following  three  successive  terms  in  the  U.S.  House,  he  declined  to  seek 
reelection  in  1954  and  decided  to  begin  a  career  in  business. 

For  16  years,  Bentsen  was  a  businessman  in  Houston.   By  1970,  he  had  become 
President  of  Lincohi  Consolidated,  a  financial  holding  institution.   Following  his 
successful  campaign  for  the  Senate  that  year,  he  resigned  all  management  positions  and 
directorships. 

Secretary  Bentsen  was  bom  February  11,  1921,  in  Mission,  Texas.   He  and  his 
wife,  BA.,  the  former  Beryl  Aim  Longino  of  Lufkin,  Texas,  have  three  children. 
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George  Muiioz  is  a  Certified  Public  Accountant  (CPA)  and  a  licensed  attorney  with  strong 
credentials  in  business,  management,  law  and  public  policy.  That  is  one  reason  why  he  was 
appointed  by  President  Clinton  and  confirmed  by  the  U.S.  Senate  to  be  one  of  the  Assistant 
Secretaries  of  the  Treasury.  Mr.  (Vlufioz  is  both  an  Assistant  Secretary  of  the  Treasury  for 
Management  and  is  also  the  Chief  Financial  Officer  of  the  U.S.  Treasury  Department.  He  reports 
to  Treasury  Deputy  Secretary  Roger  Altman  and  Secretary  Lloyd  Bentsen. 

Mr.  Murioz'  educational  background  is  quite  extensive  and  from  some  of  the  country's  best 
universities: 

LEGAL  Harvard  Law  School,  J.D.  (1978) 

PUBLIC  POLICY  Harvard's  Kennedy  School  of  Government 

Master's  in  Public  Policy  (1978) 

ACCOUNTING/CPA  University  of  Texas,  B.B.A.  (1974) 

College  of  Business  -  Accounting 
Graduate  of  Business  Honors  Program 
Graduated  with  High  Honors 

TAX  DePaul  University,  L.L.M.  (1984) 

Master's  in  Law  and  Taxation 

Mr.  Murioz  believes  that  "Education  makes  for  a  fuller  life  and  a  stronger  country.  It  is  knowledge 
and  wisdom-not  guns--that  will  assure  our  freedom  and  standard  of  living."  He  served  as  the 
President  of  the  Chicago  Board  of  Education  for  three  consecutive  years  in  the  mid-  1980s.  It  is 
the  third  largest  school  system  in  the  country  with  over  400,000  students,  over  42,000  employees 
and  an  annual  budget  in  excess  of  2  billion  dollars.  He  has  been  the  youngest  president  of  that 
institution,  and  he  fought  for  education  reform  to  reverse  the  trend  of  poor  performance  and  drop 
outs  among  the  students. 

On  the  business  side,  Mr.  Munoz  has  been  a  successful  attorney.  He  is  the  founder  of  a  law  firm 
in  Chicago  that  specializes  in  international  business  and  legal  transactions.  He  is  a  well  known 
authority  on  the  North  American  Free  Trade  Agreement  (NAFTA);  and  has  given  may  speeches  and 
written  presentations  on  the  benefits  of  doing  business  with  Mexico  and  Latin  America. 

Mr.  Munoz  is  a  strong  believer  in  public  service,  and  is  the  recipient  of  many  awards  for 
distinguished  public  service.  That  is  one  reason,  he  says,  that  he  sought  and  got  a  Masters  in 
Public  Policy  from  the  Kennedy  School  of  Government. 

Mr.  Munoz  comes  from  a  large  family.  He  was  born  in  Brownsville,  Texas,  but  makes  his  home  in 
Chicago,  Illinois.  He  is  one  of  1  2  children  born  to  Mr.  and  Mrs  Cipriano  Munoz.  He  is  42  years  old 
and  Is  fluent  in  Spanish. 
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University,  Mr.  Noble  served  at  the  U.S.  Department  of  Justice  as 
Special  Counsel  to  Assistant  Attorney  General  Edward  S.G.  Dennis, 
Jr.  and  then  as  Deputy  Assistant  Attorney  General.   Prior  to  the 
Justice  Department,  Mr.  Noble  was  an  Assistant  U.S.  Attorney  in 
the  Eastern  District  of  Pennsylvania  at  Philadelphia.   He  began 
his  legal  career  as  Senior  Law  Clerk  for  Judge  A.  Leon 
Higginbotham,  Jr.  on  U.S.  Court  of  Appeals  for  the  Third  Circuit 
in  Philadelphia,  Pennsylvania.   Mr.  Noble  received  his  J.D.  in 
1982  from  Stanford  Law  School  and  his  B.A.  in  1979  from  the 
University  of  New  Hampshire,  where  he  majored  in  Economics  and 
Business  Administration. 
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IMPLEMENTATION  OF  NAFTA  AND  GATT 

Mr.  HOYER.  Thank  you  very  much,  Mr.  Secretary,  for  that  state- 
ment. Obviously  it  covered  a  lot  of  ground  because  the  responsibil- 
ities your  Department  are  very  broad  based  in  terms  of  revenue 
collection  and  law  enforcement.  We  appreciate  that  statement. 

First  of  all,  let  me  say  to  the  Members,  and  I  have  discussed  this 
with  Mr.  Lightfoot,  that  on  the  first  round  we  are  going  to  limit 
everyone  to  five  minutes  so  that  we  can  make  sure  everybody  gets 
an  opportunity  to  ask  questions. 

You  started  your  statement  with  NAFTA  and  GATT  and  I  want 
to  start  with  those  as  well. 

What  will  the  total  fiscal  year  1995  costs  associated  with  the  im- 
plementation of  NAFTA  be?  Your  statement  references  $26  million. 
Is  that  the  total  cost  of  implementation  or  is  that  a  part  of  it?  Is 
that  in  addition  to  the  upgrade  of  Customs  revenue  collections  and 
merchandise  processing  system,  and  the  $25  million  request  for 
trade  enforcement?  Is  $51  million  the  total  cost  that  your  Depart- 
ment is  setting  aside? 

The  reason  I  say  that,  Mr.  Secretary,  is  I  told  Assistant  Sec- 
retary Muiioz  and  others,  many  of  us,  as  you  know,  supported 
NAFTA.  There  were,  however,  great  fears  by  many  of  our  people 
that  this  would  be  a  job  loser,  that  particularly  those  folks  in  man- 
ufacturing would  be  losing  jobs  because  of  job  flight  to  Mexico. 
Many  were  concerned  about  the  point  of  origin  rules  and  the  en- 
forcement of  goods  coming  into  this  country  actually  being  from 
Mexico  with  Mexico  being  used  as  a  base  from  which  to  put  into 
this  country  other  foreign  made  products  not  consistent  with 
NAFTA. 

I  believe  this  Committee  has  the  responsibility,  as  I  know  you  do 
as  a  supporter  of  NAFTA,  to  make  sure  that  it  works  as  we  said 
it  was  going  to  work. 

Secretary  Bentsen.  Mr.  Chairman,  you  are  quite  right,  and  we 
have  made  no  cuts  in  the  enforcement  part.  We  have  done  some 
things  in  the  way  of  modernization  to  get  more  results  out  of  the 
FTEs  that  are  expended  in  this  process.  So,  we  are  looking  at 
stronger,  more  capable  enforcement,  even  with  cuts  in  that  regard. 

Mr.  HoYER.  Are  all  of  the  costs  included  in  the  fiscal  year  1995 
budget  request?  There  is  the  assertion  that  we  are  delaying  some 
costs  and  haven't  counted  those  in  our  budget  numbers.  Are  there 
additional  costs  that  will  be  incurred?  I  might  ask  that  question  as 
to  GATT  as  well. 

IRS  TAX  COMPLIANCE  INITIATIVE 

Mr.  MUNOZ.  The  1995  budget  has  all  the  costs  that  Treasury 
would  require  to  operate  its  program.  There  was  reference  made  by 
the  Secretary  with  respect  to  a  tax  compliance  initiative  for  the 
IRS.  That  is  not  in  this  budget. 

Mr.  HoYER.  That  is  the  $405  million  and  the  question  will  be  as 
to  whether  or  not  that  ought  to  be  within  the  caps. 

Secretary  Bentsen.  That  is  right,  and  we  see  a  big  payoff  if  we 
can  get  the  funds  to  do  it. 

Mr.  HOYER.  Let  me  ask  you  on  that  question,  Mr.  Secretary, 
what  is  the  status  of  that  issue?  Obviously  that  is  of  great  concern 
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to  this  Committee.  We  will  have  to  work  that  out  with  the  Budget 
Committee  and  the  full  Appropriations  Committee. 

Secretary  Bentsen.  Well,  I  have  discussed  that  with  0MB  and 
urged  them  to  take  it  under  consideration  and  to  assist  us  in  that 
regard.  Obviously,  that  is  why  I  am  here  before  this  Subcommittee. 

Mr.  MUNOZ.  We  have  started  the  discussions  with  0MB,  and  we 
presented  it  to  your  Subcommittee  for  the  first  time.  The  President, 
as  you  know,  mentioned  it  in  his  1995  budget,  but  right  now,  dis- 
cussions need  to  take  place  as  to  how  to  best  introduce  it. 

Mr.  HOYER.  Mr.  Secretary,  I  was  pleased  to  hear  you  indicate 
that  the  additional  revenues  that  would  result  from  the  increase  in 
the  collections  would  all  be  dedicated  to  deficit  reduction. 

Secretary  Bentsen.  That  is  correct,  and  we  think  we  can  get  $5 
for  every  dollar  expended  in  that  regard. 

special  counsel  investigation  on  MADISON  SAVINGS  AND  LOAN 

Mr.  HOYER.  Mr.  Secretary,  I  have  a  number  of  other  questions 
but  as  I  say,  I  want  to  limit  myself  to  five  minutes. 

In  particular,  I  had  some  questions  dealing  with  the  issue  related 
to  Madison  Guaranty,  and  other  issues  which  have  caused  a  great 
deal  of  interest.  I  am  in  receipt  of  a  copy  of  a  letter  from  Mr.  Fiske, 
who  is  the  Special  Counsel  who  has  been  asked  to  inquire  into  this 
matter,  dated  March  7th  to  Congressman  Riegle.  A  copy  has  obvi- 
ously been  sent  to  others.  This  letter  requests  that  Congress  not 
delve  into  specifics  in  this  matter  based  upon  the  ongoing  Special 
Counsel  investigation  through  the  grand  jury.  In  light  of  that,  I 
will  not  be  asking  any  questions  on  this  issue  at  this  time. 

Secretary  Bentsen.  Mr.  Chairman,  because  I  received  a  copy  of 
that  also  this  morning,  let  me  say,  I  am  very  conscious  of  the  seri- 
ous concerns  raised  about  several  meetings  between  the  Treasury 
officials  and  White  House  staffers  concerning  matters  that  have 
some  relationship  with  the  Madison  Savings  and  Loan  Association. 
As  I  have  said  before,  I  did  not  attend  any  of  these  meetings.  I 
have  the  highest  regard  for  the  integrity  of  the  hard  working  public 
servants  who  did  attend  those  meetings.  Nevertheless,  I  under- 
stand the  concerns  about  ethics,  appearances  that  have  arisen. 

Accordingly,  I  directed  Treasury  staff  to  work  with  the  Office  of 
Government  Ethics  (OGE)  to  assemble  all  the  facts  and  cir- 
cumstances about  those  meetings,  and  I  directed  that  forthwith.  On 
this,  OGE  can  advise  me  about  any  ethics  or  conflict  of  interest 
matters  that  might  arise  from  these  facts.  The  fact-finding  effort  is 
currently  far  from  complete. 

As  you  know,  last  Friday,  March  4th,  Treasury  and  several  sen- 
ior officials  were  served  with  subpoenas  by  Special  Counsel  Robert 
Fiske  for  any  and  all  documents  and  other  materials  related  to 
those  meetings.  The  subpoena  directed  that  the  responsive  docu- 
ments be  produced  on  March  10th  and  that  several  individuals  tes- 
tify before  a  grand  jury  on  the  same  day.  We  are  taking  extraor- 
dinary steps  at  the  Department  to  ensure  full  and  complete  compli- 
ance with  the  subpoenas. 

The  Department's  executive  secretary  directed  the  identification, 
collection,  and  preservation  of  all  documents  and  other  material  re- 
sponsive to  the  subpoena.  In  addition.  Treasury  staff  has  been  in- 
structed not  to  shred  or  destroy  any  documents  regardless  of  the 
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subject  matter,  until  the  Department  has  complied  fully  with  the 
subpoena. 

I  understand  that  Special  Counsel  Fiske  yesterday  asked  the  act- 
ing Inspector  General  (IG)  of  the  Treasury  Department  not  to  un- 
dertake an  IG  investigation  of  these  meetings  that  was  requested 
last  week  by  Congressman  Wolf.  I  also  understand  that  Special 
Counsel  Fiske  has  sent  letters  to  Senator  Riegle,  Chairman  of  the 
Senate  Banking  Committee,  and  Representative  Gronzalez,  Chair- 
man of  the  House  Banking  Committee,  requesting  that  Congres- 
sional hearings  not  be  held  on  these  matters.  I  have  a  copy  of  that 
letter  here  with  me. 

Further,  I  understand  that  OGE  has  requested  a  meeting  with 
Special  Counsel  attorneys  to  discuss  the  OGE  review  of  those  meet- 
ings. Given  all  of  those  circumstances,  it  would  serve  no  purpose 
for  me  to  discuss  these  meetings  in  any  detail  today.  This  is  not 
the  time  or  the  place,  nor  have  I  gathered  the  facts  regarding  those 
meetings. 

As  Chairman  of  the  Thrift  Depository  Protection  Oversight 
Board,  I  take  my  responsibilities  very  seriously.  Congress  limited 
the  Board's  and  my  involvement  solely  to  policy  oversight  of  the 
RTC  and  instructed  that  neither  it  nor  I  become  involved  in  case 
specific  matters  involving  individual  institutions  or  the  day-to-day 
operations  of  the  RTC. 

I  believe  that  this  is  the  most  careful,  thorough  and  fairest  way 
to  deal  with  these  issues.  It  ensures  that  Special  Counsel  Fiske  and 
the  OGE  have  the  unimpeded  opportunity  to  collect  and  organize 
all  the  relevant  information.  Of  course.  Treasury  will  cooperate 
fully  with  OGE  and  Special  Counsel  Fiske. 

Again,  I  want  to  reiterate  my  appreciation  for  the  dedication  and 
the  hard  work  of  Treasury  staff.  I  am  anxious  for  OGE  to  complete 
its  work,  and  I  look  forward  to  receiving  their  advice. 

I  appreciate  your  support  £ind  understanding  of  this  matter.  Let 
me  read  the  specifics,  Mr.  Chairman,  from  Mr.  Fiske,  the  Special 
Counsel.  In  the  letter  to  Chairman  Riegle  and  the  Ranking  Mem- 
ber, Senator  D'Amato,  it  says:  "We  have  similar  concerns  with  the 
congressional  investigation  into  the  recently  disclosed  meetings  be- 
tween the  White  House  and  Treasury  Department  officials,  particu- 
larly because  we  believe  these  hearings  will  inevitably  lead  to  the 
disclosure  of  the  contents  of  RTC  referrals  and  other  infoi-mation 
relating  to  the  underlying  grand  jury  investigations,  and  for  these 
reasons,  we  request  that  your  committee  not  conduct  any  hearings 
in  the  areas  covered  by  the  grand  jury's  ongoing  investigation,  both 
in  order  to  avoid  compromising  that  investigation  and  in  order  to 
further  public  interest  in  preserving  the  fairness,  thoroughness  and 
confidentiality  of  the  grand  jury  process." 

Mr.  HOYER.  Thank  you  very  much,  Mr.  Secretary. 

Now,  it  is  my  understanding  that  Mr.  Lightfoot  requested  I  yield 
to  Mr.  Wolf  who  is  the  Ranking  Member  of  the  Transportation  Sub- 
committee. That  Subcommittee  is  also  having  a  hearing  so  he  has 
to  leave  relatively  soon.  Is  that  correct? 

Mr.  Wolf.  Yes. 

Mr.  HOYER.  I  recognize  Mr.  Wolf. 

Mr.  Wolf.  I  thank  Mr.  Lightfoot  and  I  thank  the  Chairman,  and 
I  have  some  questions  we  will  just  submit  for  the  record. 
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There  is  one  thing,  if  I  could  talk  to  your  people  later,  on  the  Of- 
fice of  Government  Ethics,  there  is  a  problem  there  which  we  can 
maybe  just  talk  about  privately. 

Secretary  Bentsen.  Be  happy  to. 

MOST  FAVORED  NATION  STATUS  FOR  THE  PEOPLE'S  REPUBLIC  OF 

CHINA 

Mr.  Wolf.  I  want  to  concentrate  my  efforts  solely  on  the  ques- 
tion of  MFN  in  China,  and  I  don't  really  come  to  get  into  an  argu- 
ment with  you  and  to  get  into  a  great  controversy.  I  have  great  re- 
spect for  you.  That  is  not  for  the  record. 

It  is  just  a  fact,  so  I  am  not  here  to  pick  on  you  and  hopefully 
I  won't  come  across  that  way.  I  feel  very,  very  strongly. 

Secretary  Bentsen.  Let  me  say.  Congressman,  if  you  have  great 
respect  for  me,  I  like  that. 

Mr.  Wolf.  But  I  mean,  the  point  is,  I  am  not  trying  to  set  you — 
I  feel  very,  very  strongly  about  this,  and  I  am  going  to  raise  a  cou- 
ple issues.  This  will  not  be  so  many  questions  as  it  will  be  to  get 
some  things  across  to  you. 

One,  I  saw  a  statement  that  you  put  out  in  1991  critical  of  the 
Bush  administration  on  MFN,  and  frankly  I  was  critical  of  the 
Bush  administration  on  this  issue  also.  I  won't  read  it  here,  but 
you  basically  said  that  China  was  running  a  slave  labor  camp  and 
it  ought  to  stop. 

Secondly,  I  am  a  little  worried,  Mr.  Secretary.  I  was  the  author 
of  the  bill  that  took  away  the  Most  Favored  Nation  trading  status 
for  Romania.  They  were  selling  those  to  the  Jewish  faith,  persecut- 
ing them  of  the  Christian  faith.  When  you  had  an  opportunity  to 
vote  on  that  in  the  Senate,  you  voted  against  my  amendment.  It 
was  the  Armstrong  amendment,  and  I  think  that  did  more  to  help 
the  human  rights  issue  in  Romania  than  anything  could  have  done, 
and  there  were  two  separate  votes,  and  on  the  Armstrong,  you 
voted  in  essence  to  keep  granting  MFN  for  Romania,  and  that  trou- 
bles me  and  that  is  why  I  want  to  kind  of  go  through  this. 

I  have  visited  one  of  these  camps.  I  am  one  of  two  Members  of 
Congress,  Congressman  Smith  and  I,  that  have  been  in  a  slave  or 
prison  labor  camp  in  China.  These  are  pictures  that  we  took  when 
we  got  in  there.  We  were  going  in  to  visit  some  Tiananmen  Square 
demonstrators.  There  were  40  of  them  in  the  prison.  For  some  rea- 
son we  were  able  to  go  and  we  got  in  to  see  what  we  later  saw. 
It  said,  hosiery  factory.  This  is  a  slave  labor,  prison  labor,  forced 
labor  camp.  From  there,  we  have  the  main  roundhouse  of  the  pris- 
on. These  are  the  goods  that  they  were  making.  These  are  socks 
that  they  were  making  for  export,  and  we  believe  to  export  to  the 
U.S.  I  brought  a  couple  pair.  Here  is  one  with  golfers  on  them. 
They  don't  play  golf  in  China. 

These  are  the  men — this  is  Congressman  Smith  in  this  picture. 
We  were — this  is  myself.  These  were  men  that  were  working  on 
goods  for  export  to  the  U.S. 

Secretary  Bentsen.  Those  are  prisoners? 

Mr.  Wolf.  They  were  prisoners. 

Secretary  Bentsen.  Could  I  see  that? 

Mr.  Wolf.  Yes.  Tiananmen  Square  demonstrators,  and  then 
when  Customs  asked  to  go  back  in,  they  hemmed  and  hawed,  and 
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by  the  time  Customs  got  back  in,  they  had  taken  all  of  the  equip- 
ment out,  and  so  I  am  a  little  bit  concerned  on  the  Memorandum 
of  Understanding.  If  you  are  going  to  have  visits  and  inspections, 
they  have  to  be  relatively  quick. 

Thirdly  this  is  Congressman  Smith.  He  was  given  holy  commun- 
ion from  Bishop  Zhu.  When  you  were  in  China  during  that  week. 
Bishop  Zhu  was  arrested  and  taken  away,  the  very  week  that  you 
were  in  the  meeting  with  him,  and  all  we  have  to  do  is  look  at 
what  has  taken  place  this  past  week.  Assistant  Secretary  Shattuck, 
who  I  think  is  doing  a  very  good  job,  he  is  there  and  they  arrest 
some  of  the  more  prominent  human  rights  dissidents  and  now  Sec- 
retary Christopher  is  going  and  you  have  to  think,  what  are  they 
doing? 

They  frankly  did  the  same  thing  when  Secretary  Baker  was  in 
town.  At  the  very  time  you  were  there,  he  was  arrested.  Three  Chi- 
nese were  arrested  with  him  and  they  are  no  longer  to  be  known. 
Some  believe  that  they  may  be  dead. 

You  should  also  know  that  there  are  a  lot  of  bishops  and  priests 
and  ministers,  this  is  one,  who  have  been  in  jail  for  up  to  30  years, 
30  years,  and  a  report  came  out  on  Friday  from  the  national  jour- 
nal, and  this  is — I  will  give  you  a  copy,  but  let  me  just  read  it  for 
the  record.  It  said,  'The  coming  debate  over  China's  most  favored 
nation  trade  status  could  be  complicated  by  new  allegations  of  bru- 
tality in  China's  corrections  system."  They  go  on  to  say  that  an 
American  who  was — had  a  green  card  was  recently  released  from 
spending  30  months  in  a  detention  center  in  the  Chinese  city  of 
Yangzhou  in  Henan  province.  He  charges  that  during  his  stay,  200 
inmates  were  executed  and  some  body  parts  were  sold  to  trans- 
port— to  transplant  clinics  in  Japan  and  Hong  Kong.  They  are  bru- 
tal. 

Now,  in  the  audience  today  is  Harry  Wu.  I  would  urge  you  to 
take  a  look  at  Harry's  book.  Harry  autographed  a  copy  for  you. 
This  is  not — we  are  not  talking,  Mr.  Secretary,  about  do  they  have 
the  right  to  vote  or  do  they  have  the  right  to  participate.  We  are 
talking  about  fundamental  rights.  Let  me  just  read  you  one  pas- 
sage and  again,  having  been  in  one  of  these  camps,  they  are  very, 
very  grim  places. 

Harry  Wu  talks  about  how  hungry  they  were  and  they  never  had 
enough  food.  He  says,  "On  the  fifth  day  I  stood  watching  a  tractor 
making  sweeping  circles  in  the  adjacent  field  wondering  if  that  sec- 
tion would  yield  anything  edible  to  salvage.  I  jumped  back  when 
the  driver  took  too  wide  a  turn  just  a  few  feet  from  me.  His  blade 
swiped  into  the  canal  bank.  The  separated  two  fields  uncovered  a 
small  hole.  I  leapt  forward,  plunged  my  hands  into  the  three  inch 
wide  opening,  and  pulled  out  a  tangle  of  12  hibernating  snakes, 
still  twisted  together.  Each  was  more  than  a  foot  long,  as  thick  as 
my  thumb,  with  green  backs,  white  bellies  and  dark  red  spots  on 
their  heads. 

"Like  an  animal" — like  an  animal,  because  when  you  read  this 
book  and  the  men  in  there  are  treated  like  animals,  "like  an  ani- 
mal I  huddled  over  my  prey.  This  meat  was  mine,  all  mine  I 
thought.  I  watched  over  my  shoulder  concerned  that  someone  in 
the  field  might  notice  what  I  was  doing. 
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"Working  quickly,  I  grabbed  the  snakes  one  by  one  and  counted 
as  I  bit  off  12  heads.  Then  I  tore  off  their  skins  with  my  teeth  and 
ripped  out  their  insides.  In  just  a  few  minutes,  I  stuffed  a  large 
handful  of  raw  meat  into  my  nap  sack.  That  afternoon  I  headed  im- 
mediately back  for  the  latrine  and  boiled  the  snake  meat  for  an 
hour  in  my  wash  bin. 

"A  shovel  lay  at  my  feet  as  a  warning  that  the  meal  was  mine, 
meaning  if  anyone  tried  to  take  Harry's  snake,  he  was  going  to  hit 
them  with  the  shovel.  I  savored  the  pungent  taste  as  the  steamed 
meat  spread  a  feeling  of  warmth  about  my  body." 

We  are  not  talking  about — the  big  law  firms  that  are  being  hired 
downtown  for  Columbus  McKinnon,  they  don't  get  into  this.  They 
are  interested  in  business  and  frankly  I  would  have  hoped  that  we 
could  have  given  China  MFN. 

I  have  been  very  quiet  for  six  months  on  this  issue.  I  tried  to  go 
there  in  December.  They  wouldn't  grant  me  a  visa.  Now,  if  you  are 
a  Member  of  Congress  going  to  bring  trade,  they  give  you  a  visa 
and  you  can  see  Li  Pong.  The  last  time  I  met  Li  Pong,  I  gave  him 
a  list  of  human  rights  cases.  This  time  I  couldn't  get  in  until  two 
days  before  the  trip  was  scheduled.  They  then  granted  me  a  visa. 
I  didn't  go  because  I  had  every  right  to  go  and  be  treated  the  way 
any  Member  that  wants  to  bring  trade.  Senator  Bennett  Johnston's 
group,  who  favors  MFN,  they  get  wined  and  dined.  A  Congressman 
who  cares  about  human  rights,  you  can't  get  a  visa. 

This  is  a  fundamentally  important  issue.  The  Memorandum  of 
Understanding  was  not  lived  up  to.  We  watched  what  they  are 
doing  this  last  two  weeks  with  regard  to  human  rights.  Whether 
the  President  made  a  mistake  or  not,  I  don't  think  he  did.  I  also 
brought  a  picture  for  you. 

During  the  State  of  the  Union  message  when  the  President  men- 
tioned China,  one  Member  on  myside  of  the  aisle,  me,  got  up  and 
gave  him  a  standing  ovation.  I  didn't  know  it,  but  Keith  Jewel,  the 
photographer,  took  a  picture  of  me  giving  President  Clinton  a 
standing  ovation,  and  I  think  if  you  recall,  the  President  looked 
baffled  that  anybody  on  that  side  was  clapping,  let  alone  giving 
him  a  standing  ovation. 

This  is  a  fundamental  core  value  issue.  In  the  Bible,  Matthew 
XXV,  Christ  talks  about  when  you  were  hungry,  when  you  were 
naked,  when  you  are  in  prison,  you  visited  me.  These  are  the  least 
of  these.  This  issue  will  live  long  after  you  and  I  die,  and  to  lose 
a  little  business,  not  to  be  able  to  sell  lights,  Christmas  tree  lights 
here  and  do  things  like  that  may  not  be  in  the  best  interest  eco- 
nomically, but,  the  President,  made  slave  labor  and  forced  labor  an 
issue  for  MFN. 

Mr.  Secretary,  in  closing,  this  is  a  gut  issue.  There  is  no  way  that 
I  believe  now  the  Clinton  administration  can  grant  MFN  to  China. 
I  think  it  is  over.  I  don't  think  we  should  even  have  to  vote  on  it 
here  in  the  Congress.  When  Mr.  Noble  came  up,  who  did  a  good 
job  the  other  day,  I  got  very  upset  about  this  issue  and  Mr.  Hoyer 
made  the  comment,  I  had  been  just  as  upset,  even  more  so,  against 
the  previous  administration. 

You  all  can't  send  it  up.  You  really  cannot  grant  them  MFN.  Be- 
cause what  happens,  when  I  went  to  Romania,  every  time  Presi- 
dent Reagan  used  to  give  them  MFN,  the  people  in  the  prisons  and 


1007 

the  people  in  the  villages  would  all  come  up  and  say  that  they  lis- 
tened to  it  on  Radio  Free  Europe  and  they  couldn't  believe  that 
President  Reagan  was  granting  MFN  because  they  thought  every- 
one understood.  The  Harry  Wus  and  the  people  in  the  villages  and 
the  90  million  Christians  and  the  Dalai  Lama  and  the  people  in 
Tibet  and  the  people  in  the  prison  camps  will  all  fmd  out  what  we 
do. 

And  if  they  are  out  there  one  day  scavaging  for  snakes  or  rats 
or  whatever  they  do,  and  they  hear,  whether  it  be  from  a  little 
paper  somehow,  that  we  have  granted  MFN,  they  will  be  demor- 
alized. They  will  be  crushed. 

So  I  just  think,  like  in  the  Book  of  Esther,  perhaps  you  have 
been  sent  just  for  a  time  like  this.  I  will  tell  you,  do  not  give  it  to 
them.  It  is  over. 

We  have  watched  what  they  have  done.  They  have  just  not  re- 
sponded at  all,  and  things  are  no  better — there  has  been  no 
progress.  They  have  actually  regressed  and  they  are  worse,  and  I 
will  just  submit  for  the  record  the  questions. 

I  don't  want  to  put  you  on  the  spot.  I  don't  think  I  could  put  you 
on  the  spot  because  I  think  you  understand  what  I  am  saying.  Just 
look  at  the  questions  and  submit  it  for  the  record,  but  I  want  you 
to  know,  I  will  never  ever  put  this  down. 

I  don't  want  to  be  70  or  80  and  some  day  my  kids  come  up  to 
me  and  say,  you  know,  dad,  look  at  all  the  stuff  that  came  out.  You 
were  in  Congress.  Did  you  do  anything  about  it?  Mr.  Secretary,  this 
is  a  Schindler's  List.  If  you  saw  the  movie  Schindler's  List,  Harry 
Wu  the  other  day  said  this  is  a  Schindler's  List.  This  is  a 
Schindler's  List. 

So  I  don't  want  it  on  my  conscience  when  I  stand  at  the  end  of 
my  life  and  have  to  face  my  maker  that  I  didn't  do  everything  I 
could  to  stop  it.  So  send  the  word  to  them,  it  is  not  coming  up  be- 
cause they  have  failed,  and  then  we  could  hopefully  put  pressure 
on  whereby  in  the  next  year  there  will  be  progress  where  we  can 
grant  MFN  and  there  can  be  trade  and  there  can  be  exchanges,  but 
to  grant  it  to  them  now  under  these  circumstances,  I  think  we 
would  have  a  hard  time  looking  in  the  mirror,  but  particularly 
looking  at  the  Harry  Wus  and  going  into  those  prison  ramps. 

I  thank  you.  I  thank  you  for  giving  me  the  extra  time.  Mr.  Sec- 
retary, I  will  just  submit  them  for  the  record  and  I  will  go  on.  You 
don't  even  have  to  comment.  I  am  hot  asking  you  to  make  a  com- 
ment even  for  the  record.  I  just  appreciate  your  being  here,  and  I 
know  you  have  got  a  tough  choice,  a  tough  decision,  but  I  think  you 
are  honest  about  it;  I  think  you  are  up  to  it  and  I  yield  back  the 
balance  of  my  time. 

Mr.  HOYER.  I  thank  the  gentleman  for  his  comments. 

Mr.  Secretary. 

Secretary  Bentsen.  The  intensity  and  compassion  of  your  feel- 
ings. ...  I  will  state  for  the  record  that  I  brought  up  the  question 
of  human  rights  in  every  meeting  I  had  with  the  People's  Republic 
of  China  officials. 

Mr.  Wolf.  I  know. 

Mr.  HOYER.  I  might  say,  as  I  said  to  Assistant  Secretary  Noble 
and  Assistant  Secretary  Muiioz,  Congressman  Wolf,  who  has  had 
this  deep  commitment  for  a  long  period  of  time,  and  I  share  that 
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commitment  with  him,  has  been  passionate  and  committed  on  this 
issue  ever  since  I  have  known  him. 

So  I  want  to  make  it  clear  to  everybody,  this  is  not  a  partisan 
in  any  way.  I  appreciate  his  comments  and  I  want  to  tell  the  other 
Members,  that  I  gave  Mr.  Wolf  a  longer  time  because  he  has  to  go 
to  the  Transportation  Hearing  Committee  and  will  not  be  able  to 
ask  questions  in  a  later  round.  We  thank  you  for  being  here. 

Mr.  Visclosky. 

COUhfTERFEITING 

Mr.  Visclosky.  Thank  you,  Mr.  Chairman. 

Secretary,  good  to  see  you  again.  Thank  you,  very  much  for  com- 
ing. I  would  like  to  talk  to  you  today  about  counterfeiting  of  our 
U.S.  currency  and  start  off  with  a  general  question  and  ask,  what 
is  your  perception  of  the  problem  and  its  magnitude? 

Secretary  Bentsen.  I  think  it  is  a  major  problem,  Mr.  Visclosky. 
If  there  is  a  world  currency,  ours  is  close  to  being  it,  and  they  cer- 
tainly have  concentrated  in  trying  to  take  advantage  of  that. 

I  have  a  study  being  done  right  now  to  see  what  we  can  do  to 
make  it  more  difficult  to  counterfeit  our  currency.  We  are  looking 
at  other  countries  and  what  they  have  done.  The  problem  is  not  as 
easy  for  us  as  for  some  of  the  smaller  countries  whose  currency  is 
pretty  well  controlled. 

I  will  get  into  some  of  the  issues.  We  must  be  quite  sensitive  in 
discussing  what  we  want  to  do  and  what  should  be  done.  I  will  be 
coming  back  to  this  Subommittee  for  a  closed  session  when  I  get 
that  report  to  tell  you  what  is  being  recommended  to  us  and  what 
we  hope  to  do. 

Mr.  Visclosky.  Do  you  know  when  that  will  be,  Mr.  Secretary? 

Secretary  Bentsen.  They  tell  me  it  will  be  midyear  1994.  We 
have  got  about  $15  billion  in  circulation  and  about  half  of  that  is 
thought  to  be  overseas.  To  some  extent,  we  have  gotten  free  inter- 
est on  some  of  that  money  that  is  floating  around. 

Mr.  Visclosky.  I  don't  know  if  it  is  worth  the  price,  so  I  won't 
comment. 

Secretary  BENTSEN.  I  am  not  sure  how  much  the  value  of  our 
currency  is  diminished,  either,  if  we  get  that  duplication  through 
counterfeiting. 

Mr.  Visclosky.  Mr.  Secretary,  in  the  past  there  have  been  alle- 
gations that  at  least  one  foreign  government  has  been  involved  in 
counterfeiting  our  currency.  Without  asking  you  to  divulge  any 
classified  information,  would  you  comment  on  that?  It  certainly  has 
been  a  consistent 

Secretary  BENTSEN.  I  have  seen  that  allegation.  I  have  not  seen 
the  proof  of  it  to  this  point. 

Mr.  Visclosky.  Are  you  saying  that  you  don't  believe 

Secretary  Bentsen.  No,  I  am  not  saying  that. 

CHANGE  IN  U.S.  CURRENCY 

Mr.  Visclosky.  That  is  all  I  wanted  to  know. 

A  lot  of  drug  trafficking  involves  large  amounts  of  cash.  The  De- 
partment obviously  is  worried  about  the  laundering  of  money  as 
well. 
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What  is  your  general  sense  about  the  possibilities  of  changing 
the  currency,  that  is,  their  comment  that  the  U.S.  currency  is  eas- 
ily counterfeited,  changing  the  size,  changing  color? 

Secretary  Bentsen.  I  have  asked  for  that  study  to  see  what  could 
be  done.  I  am  advised  it  would  take  about  three  to  three  and  a  half 
years  to  implement  if  we  decided  to  change  the  currency. 

But  we  must  have  secrecy  and  surprise  to  flush  out  the  counter- 
feited currency.  Because  of  an  Act  of  Congress,  it  is  necessary  that 
the  monetizing  of  new  currency  be  monitored. 

So,  it  would  take  the  Bureau  of  Engraving  and  Printing  almost 
a  year  to  replace  inventory,  even  for  the  higher  denominations.  Full 
secrecy  is  not  very  practical. 

Mr.  ViSCLOSKY.  Mr.  Secretary,  I  will  certainly,  and  I  think  the 
Chairman  as  well  as  others  on  the  committee  will  look  forward  to 
the  report. 

During  the  two  years  I  have  now  spent  on  the  committee,  it  has 
been  my  sense  that  our  currency  is,  relative  to  other  major  cur- 
rencies, relatively  easy  to  counterfeit,  especially  with  the  improve- 
ments in  technology,  which  you  point  out  in  your  statement.  If 
there  is  such  a  thing  as  a  world  currency,  it  is  ours.  It  would  do 
wonders  as  far  as  making  it  difficult  for  those  who  have  been  en- 
gaged in  the  drug  trade,  if  they  would  have  to  come  back  to  our 
government  and  bring  all  those  $100  bills  back  with  them.  So  I 
wish  the  department  well  and  look  forward  to  receiving  the  results. 

Mr.  HOYER.  Just  a  brief  follow  up  to  that.  Mr.  Secretary,  I  don't 
know  whether  you  had  the  opportunity  of  seeing  the  piece  in  Sun- 
day's Washington  Post,  on  the  second  page,  a  piece  entitled  'Terror 
Dollars",  made  specific  allegations  to  why  counterfeiting  takes 
place. 

I  did  not  know  this  article  was  appearing,  but  as  Assistant  Sec- 
retary Noble  and  Assistant  Secretary  Mufioz  will  tell  you,  I  vvent 
into  this  in  somewhat  detail,  along  with  Mr.  Lightfoot,  in  questions 
with  the  Bureau  of  Engraving  and  Printing.  This  author  has  an  in- 
teresting observation.  I  have  sent  a  copy  of  this  to  each  one  of  the 
committee  Members.  The  discussion  of  dealing  with  green  dollars 
and  red  dollars,  red  backs  being  overseas  currency,  so  that  it  could 
not  be  easily  transported  back  into  this  country  and  could  be  clear- 
ly identified  as  foreign  dollars.  It  is  an  interesting  proposal. 

Mr.  Secretary. 

Secretary  Bentsen.  May  I  have  that? 
Mr.  HoYER.  Let  me  give  you  this  copy. 
Mr.  Lightfoot. 

MEN  STATUS  FOR  CHINA 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  would  say  that  I  guess  Mr.  Wolf  and  I  have  dif- 
ferent opinions  on  MFN.  I  happen  to  be  one  who  thinks  that  as  the 
Chinese  people  reach  higher  economic  levels  and  have  more  eco- 
nomic freedoms,  it  is  going  to  lead  to  resolving  a  lot  of  the  problems 
that  Mr.  Wolf  and  all  of  us  are  concerned  with,  the  human  rights 
issue.  As  we  have  seen  in  some  areas  of  China  where  the  economy 
has  been  allowed  to  grow,  those  people  are  making  some  political 
decisions  and  those  decisions  are  to  do  away  with  a  lot  of  the 
things  we  are  concerned  with,  but  be  that  as  it  may 
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Secretary  Bentsen.  Let  me  say,  Mr.  Lightfoot,  I  sure  hope  you 
are  right.  From  what  I  have  seen,  the  difference  in  the  coastal  area 
in  the  southern  part  as  far  as  entrepreneurship 

Mr.  HOYER.  Mr.  Secretary,  lean  up.  We  are  having  a  great  dif- 
ficulty hearing  you.  I  happen  to  think  what  you  are  saying  is  im- 
portant. 

Secretary  Bentsen.  Bless  you. 

Mr.  Lightfoot.  Besides,  you  are  the  Chairman. 

Secretary  BENTSEN.  From  what  I  saw  insofar  as  the  southern 
areas  and  the  coastal  areas,  there  seems  to  be  more  entrepreneur- 
ship  and  more  development  of  a  middle  class  coming  about — a  little 
more  flexibility,  let  me  say,  a  bit  of  democratization. 

MADISON  SAVINGS  AND  LOAN 

Mr.  Lightfoot.  Well,  I  think  we  are  on  the  same  frequency  on 
that  particular  argument.  One  issue  apparently  we  are  not  on  the 
same  frequency,  from  the  Chairman's  comments  and  the  state- 
ments you  read  earlier,  is  in  regard  to  not  responding  to  any  ques- 
tions on  the  Madison  issue,  the  letter  to  Mr.  Riegle  and  Senator 
D'Amato,  who  both  are  Senators,  basically,  as  I  interpret  it,  says 
you  shouldn't  divulge  the  content  of  what  went  on,  and  I  totally 
agree  with  that. 

I  have  no  problems  with  that,  but  the  question  I  think  that  needs 
to  be  answered  is,  when  did  we  know  about  these  meetings  and 
when  did  they  take  place,  without  divulging  the  contents  of  it.  I 
think  it  would  clear  a  lot  of  air.  I  know  what  you  are  using  for  your 
argument  to  not  answer  the  question,  but  I  think  I  have  a  respon- 
sibility to  ask  those  questions  as  well  in  an  oversight  capacity. 

Secretary  BENTSEN.  Congressman,  the  problem  is  where  to  draw 
that  line.  I  came  prepared  to  talk  about  some  of  those  things  that 
I  suppose  you  are  interested  in.  I  was  advised  this  morning  of  Mr. 
Fiske's  letter.  I  have  read  it,  and  I  think  I  am  precluded  from  an- 
swering. 

Mr.  Lightfoot.  Well,  with  respect  to  you,  sir,  I  have  the  greatest 
respect  for  you  as  an  individual,  for  your  honesty,  your  integrity, 
always  have,  and  I  have  great  respect  for  your  office  and  will  not 
pursue  this  further,  but  as  we  start  to  see  this  pattern  sort  of 
emerging  here,  after  awhile,  I  am  afraid  we  are  going  to  get  to  the 
point  that  some  good  people's  integrity  is  going  to  be  questioned  be- 
cause we  continue  to  get  what  appears  to  be  a  stone  wall. 

Secretary  Bentsen.  I  reacted  and  directed  the  Grovemment  Of- 
fice of  Ethics  to  check  into  the  ethics  conflicts.  I  thought  that  was 
appropriate.  I  did  it  quickly,  and  I  am  confronted  with  this  Special 
Counsel  directive. 

ATF  USER  FEES 

Mr.  Lightfoot.  I  applaud  your  doing  that  because  I  think  you 
did  exactly  the  right  thing,  and  our  question  simply  was,  when  did 
we  know  about  the  meetings,  and  that  was  as  far  as  I  intended  to 
go  with  the  questioning. 

Another  issue  that  we  probably  don't  see  eye  to  eye  on  as  far  as 
the  issue  with  some  of  the  new  fees  that  are  coming  down.  In  your 
statement  we  are  talking  about  eliminating  80  percent  of  the  small 
gun  dealers. 
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Mr.  Magaw  testified  the  other  day  that  83  percent  of  firearms 
used  in  crimes  come  from  sources,  not  legal  sources,  and  this  is  a 
very  parochial  one  coming  from  a  very  rural  State  where  a  lot  of 
our  little  mom  and  pop  grocery  stores  sell  hunting  licenses,  some 
ammunition  for  hunters  and  target  shooters,  sell  a  few  guns  and 
so  on,  and  they  are  just  being  hit  with  all  kinds  of  fees  from  every 
side,  not  only  from  the  Federal  Government,  but  the  State  as  well, 
and  they  view  this  as  another  way  to  put  the  small  guy  out  of  busi- 
ness, and  then  all  that  is  going  to  be  left  will  be  the  Guns  Unlim- 
ited, the  huge  outfits  who  then  without  competition  will  probably 
raise  prices. 

And  we  are  not  really  getting  to  the  floor  of  the  thing,  which  is 
getting  the  weapons  out  of  the  hands  of  people  who  shouldn't  have 
them.  One  analogy  that  has  been  made,  and  I  guess  Treasury  was 
involved  in  this  too,  is  that  once  upon  a  time  we  thought  we  had 
solved  the  alcohol  problem  in  this  country  by  banning  alcohol, 
when  we  had  prohibition,  and  the  net  result  was  we  had  more 
problems  than  we  had  before. 

Today  we  are  starting  to  get  a  handle  on  drunk  drivers  and  so 
on  through  education,  through  stift'er  laws,  through  stiffer  enforce- 
ment, this  sort  of  thing,  with  people  who  misuse  the  product.  I  am 
just  wondering  if  maybe  that  philosophy  shouldn't  be  used  in  trying 
to  get  weapons  out  of  the  hands  of  people  who  are  using  them  ille- 
gally as  well,  rather  than  just  banning  them  from  the  general  pub- 
lic. 

Secretary  Bentsen.  Let  me  tell  you  the  practical  problem.  We've 
got  284,000  gun  dealers.  A  lot  of  those  are  people  that  call  them- 
selves gun  dealers  in  order  to  be  able  to  buy  a  gun  at  some  kind 
of  a  discount  from  the  manufacturer. 

I  have  a  problem  in  that  I  have  only  about  240  inspectors.  There 
is  no  way  that  we  can  supervise  284,000  gun  dealers.  It  is  impos- 
sible. So,  we  are  trying  to  keep  those  people  that  are  really  in  the 
business — those  whose  livelihood  depends  on  it — in  business. 

You  know.  Congressman,  I  have  probably  done  about  as  much 
hunting  as  any  of  you  fellows  around  this  table.  There  is  nothing 
I  like  better  than  a  quail  hunt,  to  go  out  and  let  my  bullets  try  to 
shoot  one  in  front  of  me. 

Mr.  LiGHTFOOT.  Which  quail  is  this,  sir? 

Secretary  Bentsen.  Well 

Mr.  LiGHTFOOT.  You  still  got  a  good  sense  of  humor. 

Secretary  Bentsen.  You  threw  me  off  track. 

Yes.  In  being  able  to  monitor  these  gun  dealers  and  see  that  we 
don't  have  some  gunrunners  in  this  business,  the  limitation  for  us 
is  a  very  difficult  one.  So,  that  is  why  I  proposed  the  higher  fee. 
It  is  not  my  intent  at  all  to  stop  guns,  period. 

Mr.  LiGHTFOOT.  I  think  my  time  is  expired.  When  the  Chairman 
raises  the  gavel,  that  is  usually  a  quitter. 

Thank  you,  Mr.  Secretary. 

Mr.  Hoyer.  Thank  you. 

Mr.  Darden. 

Mr.  Darden.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  it  is  good  to  have  you  back  with  the  Committee. 
We  have  seen  a  lot  of  Mr.  Noble  and  Mr.  Munoz  over  the  last  cou- 
ple days  and  it  is  good  to  have  them  back  as  well. 
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I  appreciated  you  bringing  up  to  our  attention  several  other  ini- 
tiatives that  you  have  conducted  since  you  have  been  Secretary  of 
the  Treasury.  I  applaud  them  very  much,  particularly  the  reorga- 
nization of  the  Internal  Revenue  Service  by  providing  more  tech- 
nical help  to  them  and  law  enforcement  initiatives  that  you  have 
done  are  very  important,  and  generally  speaking,  I  want  to  com- 
mend your  administration  on  the  way  in  which  you  have  carried 
out  your  responsibilities,  including  NAFTA  and  the  many  other 
matters  that  we  have  discussed.  I  like  to  think  in  a  very  small  in- 
significant way  I  have  been  supportive  of  those,  both  as  a  Member 
of  this  subcommittee  and  as  a  Member  of  the  House  of  Representa- 
tives. 

FEDERAL  FINANCING  BANK-PREPAYMENT  PREMIUMS 

But  there  is  a  matter  I  feel  very  strongly  about  that  I  want  to 
bring  to  your  attention.  Again,  I  realize  that  as  far  as  the  totality 
of  the  circumstances  and  the  performance  of  the  Department,  I 
have  been  very  pleased.  But  I  have  been  very  concerned  about  the 
lack  of  responsiveness  by  your  Department  to  a  problem  relating 
to  efforts  to  pay  back  on  behalf  of  a  Greorgia  company  $3  billion  to 
the  United  States  Treasury,  and  you  wouldn't  take  the  money.  It 
really  makes  me  wonder  a  little  bit  about  the  Federal  Financing 
Bank. 

Secretary  Bentsen.  You  sure  got  my  attention.  Now  tell  me. 

Mr.  Darden.  As  you  know,  a  powerful  corporation,  which  is  a 
rural  electrification  cooperative,  owes  the  government  about  $3.1 
billion.  I  realize  there  is  a  question  of  prepajonent  penalties.  I  real- 
ize that  there  are  some  issues  here,  but  I  really,  have  been  con- 
cerned at  the  lack  of  interest  in  Treasury  in  getting  this  money 
paid  back.  It  goes,  I  think,  further  to  another  problem,  perhaps  in- 
stitutional, in  our  reinventing  government,  is  the  Federal  Financ- 
ing Bank  one  of  those  dinosaurs  that  maybe  we  ought  to  look  to- 
ward consolidating,  as  you  have  the  Treasury  Department,  Savings 
Bond  Division  with  the  Bureau  of  Public  Debt?  I  got  the  impression 
talking  with  the  Federal  Financing  Bank,  they  were  a  lot  more  in- 
terested in  the  institutional  existence  than  they  were  trying  to 
serve  the  constituency. 

So  what  I  am  going  to  ask  you  to  do  is  let  you  know  that  we  were 
frankly  disappointed  that  the  Federal  Government  wouldn't  take 
$3  billion  that  one  of  its  largest  creditors  owed.  Also  I  would  like 
to  ask  that  you  provide  for  the  committee,  through  your  staff,  the 
National  Performance  Review  analysis  of  this  Federal  Financing 
Bank  and  Treasury  detail  fiscal  year  1995  justification  for  it. 

Again,  I  want  to  commend  you  on  the  many  good  and  positive 
things  that  have  happened  at  Treasury  and  assure  you  of  my  con- 
tinued support  for  them.  But  I  do  want  to  express  to  you,  maybe 
not  in  terms  quite  as  passionately  as  Mr.  Wolf,  but  our  strong  feel- 
ings that  how  this  matter  could  better  be  handled. 

Secretary  Bentsen.  Thank  you.  Let  me  state  that  the  recently 
enacted  Budget  Reconciliation  Act  of  1993  contains  specific  provi- 
sions which  provide  rural  electric  cooperatives  with  relief  from  the 
prepa3anent  premiums  applicable  to  many  REA  loans  from  the  Fed- 
eral Financing  Bank.  Those  provisions  go  a  long  way  toward  ad- 
dressing some  of  the  competitive  concerns  that  have  been  raised 
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and  will  assist  rural  electric  cooperatives  in  providing  competitive 
and  cost-effective  electric  service. 

I  go  back  a  long  way  with  the  rural  electric  cooperatives.  I  can 
remember  when  the  local  utility — I  am  kind  of  long  in  the  tooth  to 
tell  you  the  story — but  I  could  remember  when  the  head  of  the  local 
utilities  said  to  me,  "Lloyd,  we  ran  the  electricity  to  your  farm 
home  that  you  were  bom  in."  I  said,  'That  is  right."  I  also  remem- 
ber my  father  told  me  that  he  put  up  $900  to  get  it;  $900  was  an 
awful  lot  of  money  in  those  days. 

So,  rural  electrification  has  done  an  incredible  job  in  helping 
keep  people  back  on  the  farm,  and  I  am  a  supporter  of  it.  The  prob- 
lem we  run  into  are  some  budgetary  problems.  We  have  them 
standing  in  line  to  do  prepayments  and  refinance  at  lower  interest 
rates  today,  while  lowering  penalties  on  prepayments.  Those  are 
the  problems  we  face. 

Mr.  Darden.  Well,  again,  I  understand  it  is  not  a  one-sided 
issue,  but — those  of  us  who  have  a  large  number  of  REAs  and  co- 
operatives, are  under  pressure  to  try  to  wean — and  I  know  you 
want  to  wean  these  cooperatives. 

Secretary  Bentsen.  Yes. 

Mr.  Darden.  And  as  you  well  know,  some  of  them  have  grown 
into  more  populated  areas  where  they  would  be  best  off  the  wean, 
and  then  use  the  funds  as  you  indicated  in  your  experience,  for  the 
sparsely  populated  areas. 

We  have  got  EMC's  now  serving  areas  as  densely  populated  as 
Capitol  Hill.  I  think  perhaps  it  is  time  to  take  another  look  at 
those.  I  did  want  to  express  my  viewpoint.  Thank  you  for  being 
with  us  today. 

Thank  you,  Mr.  Chairman. 

Mr.  Hoyer.  Thank  you,  Mr.  Darden. 

Mr.  Istook. 

MADISON  SAVINGS  AND  LOAN 

Mr.  Istook.  Thank  you,  Mr.  Chairman. 

Gk>od  to  see  you  again,  Mr.  Secretary.  I  would  like  to  go  back  a 
moment  and  make  a  personal  statement  and  interact  with  you  on 
it. 

I  am  troubled  by  knowing  what  is  going  on  or  who  is  doing  it 
when  it  relates  to  inquiries  regarding  Whitewater.  Certainly  in 
your  opening  comments  you  indicated  you  felt  it  appropriate  to  vol- 
unteer a  defense  of  the  administration,  so  obviously,  you  know, 
mentioning  the  words  Whitewater,  Madison  is  not  totally  off  limits. 

I  am  troubled  by  your  characterization  of  the  letter  from  Mr. 
Fiske  as  a  directive  from  the  special  counsel,  because  I  am  cer- 
tainly not  aware  of  any  authority  that  he  has.  Instead,  he  has  the 
ability  to  make  requests  as  opposed  to  ordering  people  to  discuss 
or  not  discuss  this  matter. 

But  when  you  look  at  what  has  been  requested  or  what  is  being 
done  to  find  out,  certainly  there  has  been  discussion  of  whether 
there  should  be  congressional  inquiry.  There  was  the  request  that 
you  referred  to  for  the  Inspector  General's  inquiry  within  Treasury, 
which  I  believe  you  indicated  you  had  declined  to  approve  that  re- 
quest. 
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You  initiated  a  request  of  the  Office  of  Government  Ethics,  I  be- 
lieve made  some  inquiry  or  interaction  with  you. 

Secretary  Bentsen.  That  is  just  not  correct. 

Mr.  ISTOOK.  What  did  you  say  in  your  statement  regarding  the 
Office  of  Grovemment  Ethics?  You  can  come  back  to  it,  but  I  under- 
stand that  you  made  a  statement  which  brought  them  into  play. 
There  is  potentially  some 

Secretary  Bentsen.  Office  of  Grovemment  Ethics,  that  is  correct. 

Mr.  ISTOOK.  Let  me  just  complete  what  I  am  asking  about  here 
on  the  groups  that  potentially  have  an  interest  in  inquiry.  Cer- 
tainly I  would  want  to  know  whether  there  is  any  internal  effort 
regarding  the  general  counsel  at  Treasury,  just  as  people  are  con- 
cerned that  there  is  an  internal  effort  at  the  White  House;  and 
then  you  have  the  grand  jury.  You  have  many  groupings  that  have 
authority  and  responsibility  to  inquire  in  to  this,  and  I  am  trying 
to  determine  whether  the  only  one  that  you  wish  to  have  the  in- 
quiry is  the  grand  jury  as  opposed  even  to  the  Office  of  Govern- 
ment Ethics,  as  well  as  to  the  Congress. 

Secretary  Bentsen.  I  directed  the  Office  of  Government  Ethics  to 
get  into  this.  If  I  get  a  report  back  from  them,  subject  to  what  the 
Special  Counsel  says,  I  would  be  happy  to  disclose  it.  But,  I  don't 
want  to  get  into  any  situation  where  I  have  clouded  or  com- 
promised the  efforts  of  the  Special  Counsel.  I  am  not  going  to  do 
that,  and  I  have  been  advised  by  counsel  that  I  must  not. 

Mr.  ISTOOK.  So  you  are  content  to  cloud  the  efforts  of  Members 
of  Congress  and  give  preference  only  to  the  grand  jury? 

Secretary  Bentsen.  No,  I  did  not  say  that. 

Mr.  ISTOOK.  And  the  Special  Counsel? 

Secretary  Bentsen.  I  did  not  say  that. 

Mr.  ISTOOK.  Well,  you  were  declining  to  cooperate  with  informa- 
tion requests  by  Members  of  Congress.  Isn't  that  giving  preference 
to  one  inquiry  over  another? 

Secretary  Bentsen.  I  am  cooperating  with  the  Special  Counsel, 
and  I  want  to  be  certain  I  do  nothing  that  would  impinge  on  or  stop 
his  work  from  being  successfully  completed. 

Mr.  ISTOOK.  Would  you  want  to  do  an3d;hing  to  stop  a  legitimate 
inquiry  by  Members  of  Congress  from  being  successfully  completed? 

Secretary  BENTSEN.  I  am  going  to  follow  the  directive  of  the  Spe- 
cial Counsel. 

Mr.  ISTOOK.  This  is  what  is  disturbing  to  me,  Mr.  Bentsen,  that 
we  have  the  President  proclaiming  yesterday  that  their  whole  de- 
sire is  openness  and  to  get  information  out,  and  then  the  moment 
that  you  have  a  request  from  the  special  counsel  saying  don't  do 
anything,  then  you  are  all  too  willing  to  say,  that  is  the  only  in- 
quiry with  which  we  will  cooperate.  There  will  not  be  an  Inspector 
General  inquiry  and  so  forth. 

Secretary  BENTSEN.  Congressman,  I  asked  the  Office  of  Govern- 
ment Ethics  for  their  views;  that  is  obvious. 

Mr.  ISTOOK.  Are  you  concerned  with  whether  that  will  interfere 
with  the  Special  Counsel's  effort? 

Secretary  BENTSEN.  As  I  stated  now  several  times,  I  don't  want 
to  do  anything  that  will  impinge  or  stop  the  Special  Counsel  from 
carrying  out  his  responsibilities  or  that  would  cloud  the  efforts  of 
any  later  trials  that  might  occur. 
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Mr.  ISTOOK.  Yes.  And  my  question  is,  why  are  you  singling  out 
the  Office  of  Special  Counsel  as  opposed  to,  for  example,  the  Con- 
gress which  has  constitutional  oversight  responsibilities? 

Secretary  Bentsen.  Well,  I  also  recall  some  of  the  problems  that 
occurred  as  a  result  of  the  Congressional  hearings  in  regard  to 
later  action  on  the  Iran-Contra  trials. 

Mr.  ISTOOK.  Because  of  a  grant  of  immunity  as  opposed  to  gen- 
eral inquiry.  Would  you  agree  that 

Secretary  Bentsen.  Congressman,  I  am  not  going  to  get  myself, 
in  trying  to  draw  this  line,  beyond  what  the  general  counsel  has 
already  requested  of  the  Chairman  of  the  Senate  committee. 

Mr.  ISTOOK.  You  said  the  general  counsel.  I  presume  you  mean 
Special  Counsel  on  that  occasion. 

Secretary  Bentsen.  He  has  called  himself  several  things. 

Mr.  ISTOOK.  Mr.  Bentsen,  my  concern  is  that,  based  upon  the  his- 
tory, for  example,  when  we  had  the  Watergate  inquiries,  it  was  not 
just  the  effort  within  the  legal  system.  There  were  also  continuous 
inquiries  in  the  press,  continuous  inquiries  regarding  Congress, 
and  rather  than  one  single  element  of  that  resulting  in  getting  to 
the  bottom  of  it  and  getting  to  the  truth,  it  was  the  combination 
of  efforts  that  resulted  in  the  truth  coming  out  ultimately. 

So  too  I  am  concerned  here  that  there  are  many  areas,  many  en- 
tities that  have  legitimate  responsibility  to  conduct  inquiry  and  yet 
only  the  one  that  deals  totally  in  secret  is  being  approved  by  the 
administration  for  cooperation. 

Secretary  Bentsen.  Let  me  say  that  Ron  Noble  was  with  Depart- 
ment of  Justice  at  the  time  of  the  Iran  Contra  hearings,  and  he 
might  comment  on  that. 

Mr.  ISTOOK.  I  would  prefer  to  question  you,  Mr.  Secretary,  on 
these  matters. 

Secretary  BENTSEN.  I  have  told  you  what  I  would  do. 

Mr.  Noble.  May  I  just  respond  for  the  record? 

Mr.  ISTOOK.  If  you  want  to  get  into  Iran  Contra 

Mr.  Noble.  No,  no.  I  just  want  to  respond  for  the  record  that  the 
public  disclosure  of  information  by  witnesses  can  influence  and  can 
impede  ongoing  investigations. 

Therefore,  the  Secretary's  action  of  referring  it  to  the  OGE,  and 
the  OGE's  action  of  getting  in  contact  with  Special  Counsel  Robert 
Fiske  to  make  sure  that  nothing  anyone  does  will  interfere  with  an 
independent  investigation  are  appropriate. 

Mr.  ISTOOK.  Well,  I  would  say,  Mr.  Noble  and  Mr.  Bentsen,  that 
I  think  the  appropriate  course,  rather  than  saying  that  one  inves- 
tigation receives  full  cooperation  and  all  others  receive  no  coopera- 
tion, that  the  proper  course  of  action  is  to  find  the  ways  that  all 
the  legitimate  inquiries  can  be  handled,  and  find  the  way  to  cooper- 
ate, rather  than  to  say,  we  will  honor  only  the  inquiries  of  a  grand 
jury  and  we  will  totally  ignore  inquiries  by  Members  of  Congress. 

Secretary  Bentsen.  I  would  say  my  action.  Congressman,  in  re- 
ferring it  to  the  Office  of  Grovemment  Ethics  showed  my  spirit  and 
my  intent. 

Mr.  ISTOOK.  Is  there  any  internal  inquiry  within  Treasury? 

Secretary  Bentsen.  I  told  you.  Congressman,  I  am  going  to  abide 
by  request  of  the  Special  Counsel,  and  I  am  not  going  to  get  in  a 
situation  of  debating  at  what  point  that  stops. 
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Mr.  ISTOOK.  My  question  is  just  simple,  whether  an  internal  in- 
quiry is  being  conducted  at  Treasury. 

Secretary  Bentsen.  And  I  told  you,  I  am  going  to  stay  in  a  situa- 
tion where  I  do  not  try  to  draw  the  line  insofar  as  how  much  I  can 
discuss  and  how  much  I  can't. 

Mr.  ISTOOK.  Does  that  mean  there  is  such  an  inquiry,  is  not  such 
an  inquiry,  or  you  are  refusing  to  say? 

Secretary  Bentsen.  I  am  not  going  to  try  to  draw  the  line. 

Mr.  ISTOOK.  I  would  just  like  a  simple  answer  to  that.  Does  that 
mean  there  is  no  inquiry,  there  is  an  inquiry  or  you  are  not  going 
to  say  if  there  is  an  inquiry? 

Secretary  Bentsen.  I  have  given  you  a  simple  answer  to  it. 

Mr.  ISTOOK.  You  have  given  me  a  very  convoluted  answer  that 
fails  to  answer  the  question. 

Mr.  Hoyer.  However,  the  answer  has  been  given. 

Mr.  ISTOOK.  Then  he  should  state  what  it  is.  Is  there  an  internal 
inquiry,  is  there  not  an  internal  inquiry,  or  you  are  just  not  willing 
to  say  whether  there  is  or  is  not? 

HISTORY  OF  committee's  REVIEW  OF  ISSUES  UNDER  INVESTIGATION 

Mr.  HOYER.  Congressman,  your  time  is  expired.  Furthermore,  I 
am  not  going  to  have  the  Secretary  badgered.  I  said  at  the  begin- 
ning everyone  is  limited  to  five  minutes  and  you  have  taken  nine. 

Let  me  make  a  point  though  for  all  the  Members  of  this  Commit- 
tee. The  Director  of  ATF,  Mr.  Higgins,  who  was  appointed  by  the 
previous  administration,  asked  us  to  limit  our  inquiries  concerning 
the  Waco  tragedy,  you  recall.  I  did  so,  not  because  of  any  Special 
Counsel  that  was  appointed  by  a  statute  passed  in  the  Congress, 
and  through  the  courts,  but  I  did  so  administratively,  because  and 
Mr.  Noble,  as  you  recall,  we  were  asked  not  to  go  into  the  matter 
because  of  the  ongoing  Treasury  investigation.  We  specifically  pre- 
cluded questions,  as  you  recall,  about  the  incident  itself.  The  rea- 
son for  doing  that  was  so  as  not  to  compromise  an  administrative 
investigation. 

In  fact,  the  investigation  was  conducted  very  well  under  this  ad- 
ministration and  it  was  very  critical,  I  might  say,  of  their  agency. 

Now,  the  reason  the  Chair  states  that  is,  I  understand  the  Sec- 
retary's position  and  I  understand  the  gentleman  from  Oklahoma's 
position.  I  think  the  Secretary  has  answered  that  he  believes, 
based  upon  his  interpretation  of  what  the  Counsel  has  asked  him, 
he  can  answer. 

I  know  you,  Mr.  Istook,  don't  agree  with  that,  but  it  seems  to  me 
that  question  has  been  answered  and  while  you  may  not  nec- 
essarily agree,  it  has  been  answered.  So  I  want  to  move  on. 

Secretary  BENTSEN.  Let  me  make  one  other  point.  Congressman 
Wolf  had  asked  Treasury's  Inspector  General  to  conduct  an  inves- 
tigation, and  Treasury's  acting  Inspector  General  had  decided  to 
initiate  that  investigation. 

However,  when  the  acting  Inspector  General  learned  that  the 
Treasury  Department  had  received  a  subpoena  from  the  Special 
Counsel,  he  contacted  Special  Counsel  Fiske  before  beginning  the 
investigation.  Mr.  Fiske  does  not  want  him  to  investigate,  and  the 
IG  agreed  not  to  do  so. 

Mr.  HOYER.  Mr.  Olver. 
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RECYCLING  OF  CURRENCY 

Mr.  Olver.  Thank  you,  Mr.  Chairman. 

Thanks  for  being  here  again,  Mr.  Secretary.  It  is  always  good  to 
have  your  very  calm  equanimity  before  us.  I  have  nothing  quite  so 
confrontation^. 

A  couple  of  things  that  I  would  like  to  say  to  you,  one  perhaps 
ftin  and  one  on  policy.  Actually  both  are  policy.  As  you  know,  the 
paper  for  the  currency  for  the  country  has  been  produced  for  many 
years  by  a  company  which  happens  to  be  in  my  district.  Crane  and 
Company  from  Dalton,  Massachusetts,  and  they  have  been  getting 
back  tons  and  tons,  perhaps  thousands  of  tons,  I  am  not  exactly 
certain  of  the  number,  of  worn-out  money,  spent  money  so  to 
speak,  and  have  been  trying  to  figure  out  exactly  what  to  do  with 
that.  I  would  like  to  present  to  you  a  small  packet  of  old  money 
paper  products  from  the  Crane  Company,  the  division  that  has 
been  in  the  process  of  recycling  old  money.  The  head  of  that  divi- 
sion is  in  the  audience  today.  You  will  note  that  that  it  is  green, 
since  the  money  comes  in  green  in  the  first  place.  This  product  has 
some  very  good  environmental  significance  because  of  the  fact  that 
we  are  now  recycling  a  large  tonnage  of  the  worn  money  that  is  re- 
turned to  them.  If  at  some  time  you  are  visiting  some  of  the  fine 
tourist  attractions  in  western  Massachusetts,  I  would  be  happy  to 
arrange  for  a  tour  of  the  processes  by  which  they  recycle  old  cur- 
rency, and  I  that  I  commend  it  to  you  for  consideration. 

Secretary  Bentsen.  Thank  you  very  much.  Congressman. 

I  will  look  forward  tc-  looking  at  the  product. 

TAX  GAP 

Mr.  Olver.  Okay.  Let  me  take  up  one  other  thing  in  what  little 
time  I  have.  When  Mrs.  Richardson  was  here  as  Director  of  the 
IRS,  I  had  explored  with  her  the  issue  of  the  tax  gap,  and  in  your 
testimony  you  point  out  that  you  want  taxpayers  to  pay  their  fair 
share  and  that  what  we  spend  on  tax  compliance  produces  letums 
of  the  order  of  $5  to  $1.  In  that  vein,  I  would  like  to  just  explore 
for  a  couple  minutes  the  points  about  your  new  initiative,  the  5,000 
additional  employees  and  the  purposes  and  what  that  manages  to 
bring  in. 

The  GAO  report  on  this  issue  which  I  requested  indicates  that 
the  tax  gap  is  $130  billion  plus  or  minus.  IRS  points  out  from  their 
estimates  that  the  voluntary  compliance  on  the  income  taxes,  that 
is,  personal  and  corporate  income  tsixes,  is  of  the  order  of  82  per- 
cent, and  even  with  what  enforcement  goes  on  now,  with  voluntary 
and  involuntary  compliance,  that  we  are  getting  up  to  about  85 
percent  or  thereabouts. 

Mrs.  Richardson  sets  as  her  goal  by  the  end  of  this  decade  to 
have  the  compliance  rate  up  to  90  percent,  and  1  percent  rep- 
resents somewhere  between  $7  and  $10  billion  per  year,  so  that  a 
5  percent  increase  in  total  compliance,  voluntary  and  involuntary, 
would  represent  in  the  range  of  $40,  $50  billion  or  thereabouts  of 
revenue  to  the  Treasury,  and  that  is  no  small  piece  of  change. 

It  represents  one-quarter  to  one-third  of  the  deficit  that  we  are 
presently  dealing  with,  and  that  is  only  at  the  modest  level  of  90 
percent  compliance  with  the  tax  laws. 
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Now,  I  would  point  out  that  the  initiative  that  you  put  forward, 
the  5,000  over  a  five-year  period,  represents  only  about  3  percent 
of  the  tax  gap,  not  something  like  the — 3  percent  of  the  total  $130 
billion  of  tax  gap,  even  less  than  that,  really  perhaps  only  a  couple 
of  percent  of  that  tax  gap,  whereas  $40  billion,  which  would  be  the 
result  of  compliance  up  to  the  90  percent  level  would  be  one-quar- 
ter to  one-third  of  the  tax  gap  depending  on  exactly  what  it  turns 
out  to  be,  the  estimates  being  as  I  have  indicated. 

I  think  in  the  proposal  that  is  before  us,  of  the  5,000  employees, 
there  are  about  3,000  of  those  employees  that,  if  they  were  applied 
where  they  are  being  proposed  to  be  applied,  they  would  bring  in 
not  a  return  of  $5  to  $1,  but  a  return  of  between  $10  and  $13  to 

$1. 

There  is  about  1,200  or  so  of  those  employees  applied  to  the  use 
of  information  reporting  documents  properly,  and  on  service  center 
correspondence  audits  where  the  rate  of  return  is  at  least  $13  to 
$1  on  the  dollars  expended,  which  is  much  better  than  the  $5  to 
$1,  and  of  course  other  places  in  that  average,  there  must  be  some 
that  are  not  directly  bringing  in  much  in  the  way  of  compliance. 

I  just  would  point  out,  again,  that  this  initiative  represents  only 
$3  billion,  when  the  tax  gap  is  $130  billion.  Mrs.  Richardson's  stat- 
ed goal  is  by  the  end  of  this  decade  is  to  get  us  up  to  90  percent 
compliance,  which  would  be  a  $40  billion  return  into  the  Treasury. 
I  also  w£int  to  point  out  that  there  are  some  areas  where  much 
higher  returns  can  be  obtained  than  $5  to  $1,  and  would  urge  you 
to  put  the  effort  into  those  areas  where  the  return  is  the  greatest. 
And  just  comment  that  I  think  I  said  to  the  Commissioner,  that  it 
offends  me  and  should  all  those  people  who  do  attempt  to  comply 
as  closely  as  they  possibly  can,  that  there  is  as  much  as  18  percent 
noncompliance,  even  after  enforcement  15  percent,  and  I  don't 
think  we  are  even  really  talking  about  a  barter  economy,  no  matter 
what  component  of  the  barter  economy  it  may  be  which  is  out 
there,  but  people,  particularly  those  who  pay  by  withholding  taxes, 
are  probably  paying  everything  that  they  owe  and  at  the  same 
time,  there  are  a  lot  of  people,  the  IRS'  own  estimates  are  that  for 
sole  proprietorships,  only  80  percent  of  income  is  reported,  and  for 
small  corporations,  only  60  percent  of  income  is  reported. 

There  is  a  lot  of  room  for  enforcement  there  with  a  lot  of  revenue 
at  a  time  when  we  need  that  deficit  reduction.  We  could  get  a  lot 
more  of  a  deficit  reduction  by  truly  effective  compliance  efforts  in 
the  IRS. 

Secretary  Bentsen.  Congressman,  frankly,  you  are  educating 
me.  I  will  be  delighted  to  further  pursue  that  with  the  Commis- 
sioner of  the  IRS. 

Mr.  Olver.  I  would  suspect  that  you  would  probably  have  heard 
a  great  deal  about  that  in  an  earlier  time  in  your  life. 

Secretary  Bentsen.  That  is  true. 

proposed  user  fees 

Mr.  HOYER.  Thank  you. 

Mr.  Secretary,  the  administration  is  proposing  a  number  of  dif- 
ferent user  fees,  as  you  know.  In  your  Department,  $243.7  million 
in  various  different  user  fees  has  been  proposed. 
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You  referred  to  one  in  your  statement.  That  is  the  $8  fee  direct 
deposit  indicator  charge.  What  is  the  background  of  these  proposed 
fees,  and  how  were  they  developed,  and  what  was  your  role  in  this 
effort? 

Secretary  Bentsen.  Well,  the  IRS  gave  us  a  good  part  of  that, 
and  in  turn,  the  tax  policy  section  of  Treasury  was  involved  in  it. 
They  brought  each  of  these  proposals  to  me  in  order  to  value  them 
and  give  my  judgment  on  them. 

I  felt  that  these  proposed  fees  would  cover  the  cost  of  providing 
services,  and  would  affect  a  small  segment  of  taxpayers  who  are  ac- 
tually getting  a  service  rendered  to  them  that  the  other  tax  payers 
are  not. 

Mr.  HOYER.  I  have  asked,  as  you  may  have  heard,  Mr.  Secretary, 
from  Assistant  Secretary  Munoz,  the  question  concerning  the  anal- 
ysis done  to  develop  the  cost  as  it  relates  to  the  fees  being  sug- 
gested. 

Secretary  Bentsen.  That  is  fine. 

Mr.  HOYER.  When  we  receive  that,  we  would  like  to  review  it  and 
may  have  additional  questions  on  that. 

Secretary  BE^fTSEN.  That  is  fine. 

LAW  ENFORCEMENT  EXEMPTION  FROM  FTE  REDUCTIONS 

Mr.  HOYER.  Thank  you. 

The  administration  has  exempted  law  enforcement  from  across 
the  board  cuts  in  fiscal  year  1995  causing  deeper  reductions  obvi- 
ously elsewhere.  If  you  don't  cut  employees  here  and  you  want  to 
reach  the  252,000,  you  have  to  cut  someplace. 

Do  you  support  continuation  of  the  law  enforcement  exemption  in 
fiscal  year  1996  as  well,  even  if  it  meant  deeper  cuts  in  other 
Treasury  programs? 

My  question  is  really,  where  are  we  going  with  this?  Is  this  pro- 
posed to  be  a  continuing  policy? 

Secretary  BENTSEN.  Mr.  Chairman,  it  is  a  continuing  policy.  We 
feel  strongly  about  it.  We  want  to  support  what  we  are  doing  to  at- 
tack crime. 

We  want  to  continue  to  support  Customs'  trade  enforcement  and 
have  the  personnel  to  take  care  of  that.  We  think  those  initiatives 
are  imperative,  and  they  are  not  short  term. 

FTE  REDUCTIONS 

Mr.  Hover.  All  right,  sir. 

On  the  issue  of  the  252,000  reduction  and  FTEs  and  how  many 
people  we  have  working  for  government,  this  is  really  for  the 
record,  but  I  wanted  you  to  be  aware  of  it.  I  am  concerned  as  a 
Federal  employee  advocate  and  as  somebody  who  in  this  Commit- 
tee will  be,  in  terms  of  overall  policy,  required  to  look  at  this  to  de- 
termine whether  or  not  we  accomplish  the  reduction  of  252,000  in 
1998. 
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Mr.  Secretary,  if  you  have,  I  guess  probably  Assistant  Secretary 
Mufioz  would  have  this,  a  breakout  of  the  direct  hire  personnel,  re- 
imbursable FTEs  and  contract  personnel  at  Treasury.  I  would  ap- 
preciate it  if  you  could  give  me  that  breakdown  for  the  record. 

Secretary  Bentsen.  Be  happy  to  do  it,  Mr.  Chairman. 

[The  information  follows:] 
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DIRECT,  REIMBURSABLE  AND  CONTRACTOR  ON-BOARDS 
AS  OF  OCTOBER  2,  1994 


The  attached  table  exhibits  direct,  reimbursable  and 
contractor  employees  on  board  as  of  October  2,  1993.    Before  the  Committee  uses  the  data, 
please  consider  the  following: 

•  The  Office  of  Management  and  Budget  (0MB)  is  using  the  FY  1993 
allotment  as  the  base  upon  which  the  252,000  FTE  will  be  cut.    As  you 
know,  the  Federal  government  must  be  reduced  by  100,000  by  the  end 
of  FY  1995.     The  additional  152,000  wUl  be  taken  in  FY  1996-FY 
1999. 

•  The  reduction  is  to  average,  or  Full-Time  Equivalent  (FTE),  positions 
rather  than  to  on-board  positions.    Because  the  attached  table  presents 
positions,  in  most  cases,  it  shows  a  higher  number  than  will  actually  be 
used  in  FY  1994.    Every  intermittent,  temporary  and  part-time 
employee  is  shown  as  one  position.    In  terms  of  Kits,  those  employees 
will  not  use  a  full  FTE  during  the  year.   The  exception  would  be  the 
Internal  Revenue  Service  which  will  accrue  a  higher  FTE  than  shown 
due  to  the  seasonal  nature  of  its  work. 

•  The  contractor  positions  on  board  as  of  October  2,  1993,  is  also  not  an 
entirely  accurate  representation  of  average  positions  for  the  entire  year. 
For  example,  the  Internal  Revenue  Service  had  539  contractor 
personnel  on  board  on  October  2,  but  expects  to  accrue  877  average 
positions  by  the  end  of  the  year  due  to  the  seasonal  nature  of  the  work. 

•  Finally,  the  Direct  and  Reimbursable  split  for  on-boards  is  based  on  the 
FY  1994  ceilings  shown  in  the  FY  1994  President's  Budget  Appendix. 
Actual  on-board  reimbursable  data  is  not  available  for  some  bureaus, 
because  they  pay  for  their  positions  with  Direct  funds  and  are 
reimbursed  for  actual  hours  worked. 
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BUREAU 

On-Board  (10/2/94) 
Direct         Reimb. 

Total 

Contract 
On-Board 

Total 

DO 

1.063 

332 

JU395 

60 

1.455 

OIG 

302 

12 

314 

43 

357 

FlnCEN 

148 

0 

148 

26 

174 

FLETC 

482 

4 

486 

887 

1.373 

FMS 

2.209 

115 

1^324 

182 

2.506 

ATF 

4.229 

142 

li371 

130 

4.501 

uses 

18.065 

1.718 

19^783 

1.722 

21.505 

Mint 

2.301 

26 

2^327 

186 

2.513 

APD 

2.171 

0 

lil71 

53 

2.224 

ms 

108.607 

1.403 

110,010 

539 

110.549 

USSS 

4.670 

0 

li670 

62 

4,732 

E&P 

2.903 

0 

li903 

181 

3.084 

OCC 

4.069 

0 

A069 

40 

4.109 

OTS 

7om 

n 

9nnQ 

89 

7m\ 

JTotsd 

1«.22« 

1«WJQ«0 

A  1  €%'y 

-,161.m. 
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IMPACT  OF  FTE  REDUCTION  AND  USE  OF  BUYOUT  LEGISLATION 

Mr.  HOYER.  This  is  the  last  question  I  will  ask  in  this  round.  Do 
you  foresee  that  meeting  govemmentwide  FTE  targets  will  cause 
RIFs  at  Treasury  and  will  the  buyout  authority  be  used  if  we  pass 
it?  Hopefully  we  will  pass  it  today  through  the  House. 

Secretary  Bentsen.  I  would  rather  that  Assistant  Secretary 
Munoz  comment  on  that. 

Mr.  HoYER.  Fine. 

Mr.  MuNOZ.  Mr.  Chairman,  no  RIFs  are  planned  through  fiscal 
year  1995  to  meet  the  target,  because  we  are  ahead  of  the  target. 
We  have  both,  in  direct  and  reimbursable,  a  total  of  157.7  thousand 
FTEs.  In  terms  of  fiscal  year  1996  and  beyond,  we  are  still  waiting 
for  directions  on  the  additional  152,000  FTE  reductions. 

Can  I  make  one  correction?  In  our  fiscal  year  1995  budget,  we 
do  have  the  air  and  marine  program  cuts  at  Customs  that  would 
possibly  give  us 

Mr.  HOYER.  This  could  cause  some  RIFs. 

Mr.  MuNOZ.  Yes. 

Mr.  HOYER.  Let  me  ask  you  something,  Assistant  Secretary 
Muhoz.  Are  you  figuring  the  buyouts  in  terms  of  being  able  to 
avoid  RIFs? 

Mr.  MuNOZ.  The  buyouts  are  crucial,  especially  for  this  next  fis- 
cal year.  We  think,  in  terms  of  fiscal  year  1994,  it  is  a  little  bit  late 
now  given  the  cost  figures  that  are  being  factored  in.  We  would  like 
to  see  it  in  1995. 

Mr.  HOYER.  Mr.  Lightfoot. 

MADISON  SAVINGS  AND  LOAN 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  hit  this  Whitewater  thing  one  time.  I  am  going 
to  leave  it  alone  because  I  got  some  other  questions  that  pertain 
to  the  budget.  Would  you  be  willing  to  come  back  in  a  less  public 
forum  and  discuss  some  of  that  with  us  or  not? 

Secretary  Bentsen.  I  don't  quite  underst£ind  where  you  are 
headed.  Congressman. 

Mr.  Lightfoot.  During  the  Waco  hearings,  Mr.  Noble  had  asked 
us — or  had  proposed  that  some  of  the  things  that  were  sensitive, 
we  could  do  this  in  a  less  public  forum,  which  I  think  is  very  appro- 
priate. I  have  no  problem  with  that. 

I  guess  my  question  is,  would  you  be  willing  to  come  back,  and 
we  can  clear  the  press  and  everybody  out  except  just  staff  and  we 
can  talk  about  some  of  the  questions  that  we  haven't  answered? 

Secretary  Bentsen.  On  what? 

Mr.  Lightfoot.  On  the  whole  involvement  with  Treasury  and  so 
on  with  the  Whitewater  deal. 

Secretary  Bentsen.  No,  Congressman.  I  am  going  to  follow  the 
directive  of  the  Special  Counsel  on  this.  You  know,  I  listened  to 
lawyers  this  morning  debate  on  where  the  line  is.  I  have  shown  my 
good  faith  by  directing  the  Office  of  Government  Ethics  to  do  this, 
and  I  did  it  expeditiously. 

In  addition  to  that,  when  they  publish  their  report,  and  assum- 
ing that  the  Special  Counsel  will  not  consider  that  an  impingement 
on  his  authority  and  his  objectives,  I  will  be  delighted  to  divulge 
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it.  I  wouldn't  have  directed  the  report  had  I  not  anticipated  trying 
to  do  that. 

GOVERNMENT  BANKING  REGULATIONS 

Mr.  LiGHTFOOT.  And  just  for  the  record,  I  don't  mean  anything 
by  this,  but  in  1990  I  beheve  there  was  a— the  general  counsel  for 
the  FDIC  got  a  salary  increase  cutback  and  was  rebuked  because 
he  had  conferred  with  Neal  Bush  about  the  situation  out  in  Den- 
ver. 

In  your  opening  statement,  you  mentioned  that  you  are  actmg  to 
restructure  the  banking  regulation  system.  I  certainly  applaud  you 
doing  that.  Is  your  emphasis  on  redoing  the  people  that  are  in  it 
or  redoing  the  regulations?  Because  my  sense  is  that  the  regula- 
tions are  the  basic  problem. 

Secretary  Bentsen.  That  is  correct.  I  share  that  concern  with 
you.  Absolutely. 

Mr.  LiGHTFOOT.  So  you  are  looking  at  cleaning  up  old  regs  that 
are  redundant  and  that  are  burdensome  and  really  don't  do  what 
they  are  supposed  to  do? 

Secretary  Bentsen.  If  we  get  a  consolidation,  we  will  get  rid  of 
a  lot  of  conflicting  regulations  that  are  contrary  to  the  purposes 
being  served.  The  accountability  is  being  brought  about  to  a  greater 

degree. 

Mr.  LiGHTFOOT.  The  Community  Reinvestment  Act  comes  to 
mind.  Like  out  in  our  country,  which  is  very  rural,  a  small  banker, 
if  you  are  not  reinvesting  in  a  community,  you  are  not  going  to  be 
there  to  start  with. 

A  lot  of  those  small  banks  have  had  to  hire  an  individual  to  do 
nothing  but  comply  with  CRA,  but  it  seems  kind  of  ridiculous  in 
a  town  of  5,000  people  where  you  have  got  extra  folks  doing  noth- 
ing but  filling  out  government  forms. 

Secretary  Bentsen.  Let  me  tell  you.  Congressman,  I  used  to  be 
chairman  of  a  board  of  a  community  bank.  I  used  to  serve  on  the 
board  of  a  large  bank.  So  I  have  a  background  with  some  experi- 
ence. I  must  say,  I  am  not  up  to  date  on  that  experience  because 
there  have  been  quite  a  few  changes  in  regulations  since  then,  but 
my  background  is  one  of  financial  services  in  the  private  sector. 

Mr.  LiGHTFOOT.  Well,  then  you  are  well  aware,  and  I  know  from 
your  State  of  Texas  because  there  is  a  lot  of  similarities  with  huge 
rural  areas,  with  mine,  that  that  old  country  banker  is  kind  of 
what  holds  the  community  together  in  a  lot  of  places. 

Secretary  BENTSEN.  Let  me  tell  you,  he  is  the  fella  who  is  on  the 
school  board.  He  is  the  fella  that  fights  for  the  bond  issue.  He  is 
the  fella  who  is  not  waiting  just  for  a  transfer  to  a  larger  bank. 
That  is  home  for  him.  I  sure  understand  that. 

PROPOSED  USER  FEES 

Mr.  LiGHTFOOT.  We  appreciate  your  working  at  that  area  and  we 
would  encourage  you  to  be  very  diligent  and  energetic  in  going 
after  that. 

From  the  testimony  we  have  had  last  week,  a  question  that 
keeps  coming  up,  I  am  not  a  big  fan  of  user  fees,  but  it  seems  like 
that  is  part  of  the  strategy  in  the  budget  this  year.  We  have  asked 
Mr.  Muiioz,  I  beUeve,  earlier  and  I  believe  Mr.  Noble  as  well,  but 
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it  appears  that  a  lot  of  what  the  budget  you  are  presenting  to  us 
is  predicated  on  the  abiHty  to  get  a  number  of  these  fees  put  in 
place;  it  is  going  to  require  legislation  in  order  to  do  that. 

What  happens  if  we  are  unsuccessful  in  getting  that  legislation 
put  in  place?  Are  we  going  to  have  to  come  back  and  do  this  over 
again,  or  how  are  we  going  to  handle  that? 

Secretary  Bentsen.  I  assume  that  if  we  can't,  we  will  not  be  able 
to  implement  some  of  the  things  we  are  trying  to  do  insofar  as  fur- 
ther personnel  to  accomplish  those  objectives. 

Mr.  LiGHTFOOT.  Trying  to  be  a  realist  here,  not  a  politician  in 
this  thing  and  knowing  to  ask  it,  we  may  have  on  the  Floor  with 
some  of  these,  have  you  identified  areas  that  you  would  not  go 
forth  with  if  we  could  not  get  the  legislation  to  get  the  tariffs  and 
fees,  or  does  it  pertain  to  those — the  areas  where  the  fees  are  com- 
ing from? 

Secretary  Bentsen.  Let  me  speak  with  a  generality.  Generally, 
you  would  lessen  what  you  were  trying  to  do  in  an  area,  but  I  don't 
w£int  to  be  tied  to  that  as  you  look  at  the  priorities. 

LAW  enforcement  EXEMPTION  FROM  FTE  REDUCTION 

Mr.  LiGHTFOOT.  So  you  just  go  back  and  reevaluate  the  whole 
thing  basically  is  what  you  have  to  do. 

A  quick  policy  question,  then  I  am  about  out  of  time.  Being  a 
strong  supporter  of  law  enforcement,  I  am  very  concerned  with  see- 
ing FTE  positions  cut  back  in  Treasury,  and  I  know  we  have  got 
this  overall  thing  in  the  government  to  cut  back  on  employees,  but 
sometimes  you  can  be  penny  wise  and  pound  foolish  and  really  cut 
in  areas  that  you  shouldn't  and  let  areas  go  on  that  are  maybe 
bloated  that  could  stand  some  tremendous  cuts. 

Are  there  other  law  enforcement  agencies  that  have  been  ex- 
empted that  you  are  aware  of  or  not? 

Secretary  BENTSEN.  Go  ahead,  speak  to  it. 

Mr.  Noble.  Our  understanding  is  that  the  Justice  Department 
law  enforcement  agencies  have  been  exempted,  by  and  large.  Even 
at  Treasury,  the  Secretary  has  taken  steps  to  exempt  three  compo- 
nents within  Treasury  law  enforcement — ^ATF  law  enforcement, 
Customs'  commercial  operations,  and  IRS  crimingil  investigation 
personnel. 

Mr.  LiGHTFOOT.  What  would  we  have  to  do  to  get  the  same  ex- 
emption that  Justice  has  on  Treasury,  or  do  you  favor  that?  I 
would  assume  that  you  do  from  what  you  said  just  now. 

Mr.  Noble.  I  favor  the  steps  the  Secretary  has  taken,  but  we 
have  a  dual  role  in  our  Department — law  enforcement  role  and 
other  responsibilities,  as  well.  So,  if  we  exempt  Treasury  law  en- 
forcement, the  impact  will  be  felt  in  other  aspects  of  the  Depart- 
ment. That  is  something  we  approach  as  a  Department. 

So  I  would  not  like  to  say  at  this  point,  yes,  keep  Treasury  law 
enforcement  completely  whole  and  take  it  out  of  the  hide  of  the  rest 
of  Treasury. 

Secretary  BENTSEN.  I  promise  you,  he  will  be  working  on  me. 

Mr.  LiGHTFOOT.  I  hope  so. 

Thank  you,  Mr.  Secretary. 

Mr.  HOYER.  Mr.  Visclosky. 
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NAFTA  AND  GATT  IMPLEMENTING  LEGISLATION 

Mr.  ViSCLOSKY.  Chairman,  thank  you. 

Mr.  Secretary,  just  two  comments  on  policy.  One  is,  I  think  the 
administration  has  taken  the  right  approach,  having  an  emphasis 
on  export  policy.  In  regards  to  the  NAFTA  initiative,  I  implore  you 
to  see  that  it  does  work  properly. 

I  would  also  be  concerned  if  implementing  legislation  is  brought 
to  the  Hill  on  GATT,  especially  as  to  steel  and  especially  against 
the  steel  dumping  and  subsidy  provisions.  I  will  carefully  monitor 
the  implementing  legislation.  I  think  that  the  administration  has 
taken  the  right  approach. 

BUDGETARY  CONSIDERATIONS 

The  other  point  I  would  make,  and  I  don't  want  to  add  to  your 
burden  today,  is  that  as  the  administration  looks  to  the  1996  budg- 
et, I  know  of  your  personal  and  professional  commitment  to  deficit 
reduction  and  I  do  think  it  is  time  to  come  to  grips  with  the  entitle- 
ment programs.  I  will  let  you  know  of  my  personal  support  for  that 
and  let  you  know  we  would  need  the  administration's  support  if  we 
are  going  to  be  successful  on  that  next  step.  My  personal  opinion 
is  there  is  no  more  discretionary  money  left. 

Thank  you,  Mr,  Chairman. 

Secretary  Bentsen.  Thank  you. 

Mr.  HOYER.  Thank  you. 

Mr.  Darden. 

government  BANKING  REGULATIONS 

Mr.  Darden.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  wanted  to  revisit  another  issue  that  you  dis- 
cussed in  some  detail  in  your  opening  statement  and  commend  you 
for  your  sensitivity  to  the  various  levels  of  the  banking  industry. 
I  want  to  associate  myself  with  the  remarks  made  by  Mr.  Lightfoot 
earlier  having  to  do  with  the  problems,  especially  that  the  smaller 
banks  have. 

Everybody's  congressional  district  is  different,  of  course,  but  mine 
is  almost  a  laboratory  beginning  with  NationsBank  and  some  of  the 
larger  ones,  all  the  way  down  to  the  small  independent  banks. 
They  have  expressed  a  lot  of  apprehension  at  all  levels  about  the 
administration's  plan  to  consolidate  the  various  regulatory  agen- 
cies. 

They  commend  it  in  direction,  but  could  you  be  a  little  more  spe- 
cific about  what  it  looks  like  will  be  combined.  And  how  are  you 
going  to  go  about  doing  it  insofar  as  the  OCC  and  FDIC  and  RTC? 

Secretary  Bentsen.  Well,  let  me  say  what  we  are  trying  to  do 
to  see  if  we  can  arrive  at  some  kind  of  compromise  to  get  this  legis- 
lation through.  You  get  into  a  situation  where  people  fight  for  turf. 

We  are  in  a  situation  where  62  percent  of  this  regulation  is 
under  the  jurisdiction  of  Treasury,  and  we  are  willing  to  give  that 
up.  On  the  other  hand,  you  have  people  in  the  Federal  Reserve  who 
feel  very  strongly  that  the  examination  process  is  important  in  the 
discharge  of  their  responsibilities. 

At  the  present  time,  they  have  jurisdiction  over  about  15  percent 
of  the  assets  of  thrifts  and  banks.  That  is  surprising  to  most  peo- 
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pie,  who  think  the  Fed's  jurisdiction  is  substantially  larger  than 
that.  On  the  other  hand,  I  just  had  dinner  with  the  director  of  the 
Bundesbank,  which  is  one  of  the  most  respected  central  banks  in 
Europe  and  probably  the  most  influential.  They  don't  want  exam- 
ination authority.  They  don't  have  it.  They  look  on  it  as  something 
of  a  conflict  of  interest  for  them.  So,  that  is  the  difference.  The 
central  Bank  of  Japan  doesn't  have  that  authority,  and  I  would  as- 
sume they  are  not  seeking  it.  Nevertheless,  we  want  to  see  if  we 
can't  reconcile  our  differences  with  the  Fed.  Even  though  we  don't 
get  everything  we  want,  we  hope  to  get  something  that  makes  seri- 
ous headway  insofar  as  getting  a  more  centralized  accountability. 
Now,  if  something  goes  wrong,  you  have  four  regulatory  agencies. 
It  is  somebody  else  s  responsibility.  I  am  hopeful  that  we  can  get 
the  consolidation  done. 

I  also  understand  a  lot  of  the  banks  like  to  play  off  Federal  regu- 
lators against  each  other  to  see  where  they  C£m  get  the  most  leni- 
ency, which  is  a  problem,  too.  I  can't  tell  vou  with  any  serious  defi- 
nition where  that  compromise  will  come  down,  or  even  that  we  will 
be  assured  of  success.  But,  we  are  sure  pushing  to  try. 

RTC  OBLIGATIONS 

Mr.  Darden.  When  Mr.  Altman  called  us  at  the  end  of  our  last 
session  about  the  RTC,  he  said,  this  is  absolutely  the  last  time. 
Was  that  the  last  time?  Are  we  through  insofar  as  what  Congress 
has  got  to  do  to  see  that  all  of  our  obligations  are  met? 

Secretary  Bentsen.  It  is.  From  everything  I  have  been  told  in 
the  oversight  board  that  I  chair,  we  should  be  able  to  accomplish 
what  we  have  to  do  without  asking  Congress  for  more  money. 

Mr.  Darden.  Thank  you,  very  much. 

GOVERNMENT  BANKING  REGULATIONS 

Mr.  HOYER.  We  ought  to  end  on  that  good  news,  but  I  got  a  feel- 
ing that  will  not  happen. 

Mr.  Secretary,  just  let  me  make  a  comment,  following  up  on  Mr. 
Lightfoot  and  Mr.  Darden.  I  was  one  of  those  that  applauded  the 
President,  and  I  think  probably  every  Member  of  Congress  did,  in 
directing  regulators  to  consider  the  judgments  that  were  made  by 
local  bankers  for  character  loans  and  other  types  of  services.  I  be- 
lieve that  the  reaction  to  the  lack  of  regulation  was  such  that  we 
really  tied  ourselves  into  knots  and  although  there  was  a  lot  of 
money  available,  it  wasn't  being  loaned.  I  know  in  the  home  build- 
ing industry  in  my  area,  it  was  really,  really  stretched.  The  reason 
I  say  this  is  that  the  good  news  is,  I  talked  to  a  local  banker  and 
he  said  that  his  bank  had  met  with  the  examiners  about  a  couple 
of  weeks  ago  and  that  for  the  first  time  he  had  the  feeling  that  the 
regulators  had  gotten  the  message.  That  was  just  in  March  and  he 
felt  comfortable.  They  made  good  decisions  and  in  fact  he  said  in 
some  instances  they  were  less  conservative  than  the  bank  was  in 
terms  of  whether  or  not  loans  ought  to  be  made,  and  he  said  that 
is  the  first  time  that  has  happened  in  a  long  time,  and  the  bank 
really  felt  good  about  it.  So  I  want  to  let  you  know  some  of  the  good 
news. 

Secretary  Bentsen.  My  experience  in  Washington  is  that  you 
have  to  say  something  44  times  before  someone  says,  "oh,  by  the 
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way,  did  you  hear  what  you  said?"  To  get  it  down  to  examiners 
from  the  higher  echelons  of  a  regulatory  agency,  and  to  have  all 
four  of  the  agencies  working  together  insofar  as  trying  to  help  some 
of  the  small  bsmkers  on  small  business  loans  is  finally  getting 
through. 
Mr.  HoYER.  Mr.  Istook. 

MADISON  SAVINGS  AND  LOAN 

Mr.  Istook.  Thank  you. 

I  certainly  hope  you  can  get  the  44  down  to  22,  or  whatever 
would  be  another  number,  and  I  will  be  mercifully  concise  about 
any  follow  up  on  Whitewater. 

I  do  have  one  simple  question  on  that  regarding  the  decision  that 
you  told  us  you  had  a  round  with  the  attorneys  over  at  Treasury 
this  morning.  Would  you  just  tell  us  what  input,  if  any,  the  White 
House  had  into  your  decision  this  morning  regarding  your  deferral 
to  the  letter  of  Mr.  Fiske? 

Was  that  an3rthing  that  was  discussed  between  your  office  and 
the  White  House  or  was  that  totally  an  internal  decision  at  Treas- 
ury? 

Secretary  Bentsen.  That  is  a  decision  I  made,  period. 

Mr.  Istook.  Without  any — excuse  me? 

Secretary  Bentsen.  Without. 

Mr.  Istook.  Without  any  such  consultation.  Thank  you. 

Secretary  Bentsen.  My  decision  on  direction  to  the  Office  of  Gov- 
ernment Ethics  was  my  decision,  without  consultation. 

government  banking  regulations 

Mr.  Istook.  All  right,  thank  you. 

On  the  concerns  of  bankers  that  several  Members  have  brought 
up,  I  certainly  want  to  share  with  you  that  many  bankers  in  Olda- 
homa  are  very  concerned  with  it.  They,  like  I,  were  pleased  with 
the  initiatives  last  year  to  simplify  some  of  the  regulatory  process. 

They,  like  I,  and  I  think  like  you,  feel  that  it  has  not  gone  far 
enough,  but  you  have  got  to  start.  Certainly  I  think  the  simplest 
characterization  of  a  lot  of  the  comments  revolves  around  the  Com- 
munity Reinvestment  Act.  If  they  do  not  provide  loans  to  those  that 
are  considered  disadvantaged  economically  or  otherwise,  then  they 
are  punished,  and  if  they  do  provide  the  loans,  then  the  regulators 
are  on  their  throats  for  violating  regulations  on  safety  and  sound- 
ness. 

Can  you  provide  any  specifics  that  we  can  share  regarding  the 
specific  regulations  that  you  desire  to  key  in  on  as  far  as  simplify- 
ing, abolishing  them,  or,  whatever  it  might  be?  I  realize  you  cannot 
predict  the  outcome,  but  knowing  the  thrust  of  the  administration's 
efforts  would  certainly  be  helpful  to  us  all. 

Secretary  Bentsen.  Let  me  give  you  a  more  considered  answer. 
Can  I  reply  to  that  one  in  writing? 

Mr.  Istook.  Please  do,  and  I  do  have  some  other  questions  that 
we  would  like  to  submit  to  you  for  the  record  in  this  area  and,  yes, 
a  considered  reply  is  appreciated. 

[The  information  follows:] 
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Mr.  Istook:   The  Community  Reinvestment  Act  requires  banks  to  lend  to 
disadvantaged  borrowers.    Yet  other  government  rules  require  banks  to  maintain  a  high 
financial  safety  and  soundness  standard.    Is  Treasury  aware  of  this  contradiction?   What  steps 
is  the  Department  taking  to  address  it? 

Secretary  Bentsen:     We  do  not  believe  that  implementation  and  enforcement  of  the 
CRA  is  in  contradiction  with  maintaining  the  safety  and  soundness  of  financial  institutions. 
The  CRA  was  designed  to  prevent  redlining  and  promote  affirmative  and  ongoing  efforts  by 
insured  depository  institutions  to  help  meet  the  credit  needs  of  their  entire  communities, 
including  low-  and  moderate-income  areas,  consistent  with  safety  and  soundness  objectives. 

Many  believe  that  in  its  16  years,  the  CRA  has  been  ineffective,  inefficient,  and 
needlessly  divisive  in  reaching  its  full  potential  due  to  unclear  guidelines,  inconsistent 
examination  standards,  and  uneven  enforcement.   The  President  directed  the  federal  banking 
regulators  to  change  fundamentally  the  way  they  administer  the  CRA.    He  asked  the  agencies 
to  develop  clearer  and  more  objective  standards  for  CRA  performance,  to  eliminate 
unnecessary  documentation  requirements,  and  to  improve  consistency  in  CRA  examinations 
and  enforcement. 

In  response,  the  agencies  have  proposed  a  CRA  rule  that  does  not  require  any  set 
level  of  lending,  service,  or  investments  to  any  particular  community  or  constituency. 
However,  it  does  provide  for  more  objective  measures  of  a  bank's  lending,  service,  and 
investment  activities,  that  will  enhance,  not  detract  from,  safety  and  soundness. 

Mr.  Istook:    Can  you  provide  any  specifics  that  we  can  share  regarding  the 
regulations  that  you  desire  to  key  in  on  as  far  as  simplifying,  abolishing,  whatever  it  might 
be?   Knowing  the  thrust  of  the  Administration's  efforts  would  certainly  be  helpful  to  us  all. 

Secretary  Bentsen:    On  March  1 ,  I  introduced  the  Regulatory  Consolidation  Act  of 
1994  (Consolidation  Act)  in  testimony  before  the  Senate  Banking  Committee.   The 
Consolidation  Act  would  combine  the  regulatory  and  supervisory  functions  of  the  Office  of 
the  Comptroller  of  the  Currency  (OCC),  the  Federal  Reserve  Board,  the  Federal  Deposit 
Insurance  Corporation  (FDIC),  and  the  Office  of  Thrift  Supervision  (OTS)  into  a  new 
independent  agency,  the  Federal  Banking  Commission.   The  bill  incorporates  many  of  the 
highly  constructive  elements  of  the  well-considered  bills  introduced  in  the  House  and  the 
Senate;  in  particular,  H.R.  1214,  sponsored  by  Chairman  Gonzalez  and  twelve  other 
members  of  the  House  Banking  Committee,  and  S.  1633,  introduced  by  Chairman  Riegle  and 
Ranking  Member  D'Amato  of  the  Senate  Banking  Committee. 

Consolidation  of  the  federal  banking  agencies  presents  a  unique  opportunity  to  rebuild 
a  part  of  America's  economic  infrastructure  that  has  become  badly  outmoded,  and  to  make 
government  more  effective  and  efficient  in  a  way  that  is  meaningful  to  all  Americans.   The 
current  federal  bank  regulatory  structure  is  senselessly  convoluted,  places  a  serious  drag  on 
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the  nation's  banking  industry,  and  ill  serves  the  financial  services  needs  of  consumers  and 
small  businesses. 

The  Treasury  takes  very  seriously  the  need  to  re-examine  regulatory  requirements  and 
reduce  unnecessary  regulatory  costs  wherever  possible.    In  furtherance  of  these  objectives, 
the  OCC  and  OTS  have  implemented  initiatives  under  the  President's  credit  availability 
program  to  reduce  regulatory  burdens.   One  such  initiative  is  the  OCC's  regulatory  review 
project.   The  OCC  has  began  a  review  of  all  of  its  regulations  and  interpretive  rulings  to 
eliminate  regulatory  burdens  that  are  not  needed  to  maintain  safety  and  soundness  or  to  fulfill 
other  statutory  requirements.   The  first  regulation  revised  under  this  regulatory  review 
project,  12  C.F.R.  Part  32  (Lending  Limits),  was  published  in  the  Federal  Register  as  a 
notice  for  Proposed  Rulemaking  on  February  11,  1994.   Other  regulations  currently  being 
reviewed  under  the  project  include  those  pertaining  to  Corporate  Activities,  Investment 
Securities,  International  Banking,  and  Fiduciary  Powers  of  national  banks. 

Also  the  OCC  and  OTS  are  actively  involved  in  a  project  to  assess  paperwork 
requirements  imposed  on  banks  and  thrifts  and  to  recommend  ways  to  eliminate  unnecessary 
paperwork  burden.    In  addition.  Treasury  has  worked  with  Congress  to  identify  duplicative 
or  unnecessary  statutory  requirements  that  may  be  amended  or  deleted  to  help  reduce  the 
paperwork  and  reporting  burden  on  banks.   S.  1275,  introduced  by  Sen.  Riegle,  provides  a 
well-balanced  approach  to  reducing  regulatory  costs,  while  at  the  same  time  taking  into 
account  safety  and  soundness  concerns. 
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Mr.  ISTOOK.  Also,  can  you  share  with  us  the  latest  thinking  re- 
garding efforts  to  consolidate  the  regulatory  system,  whether  it  be 
involving  the  Federal  Reserve  remaining  independent,  a  comptrol- 
ler, all  of  those  things.  What  is  the  status  of  potential  consolidation 
efforts? 

Secretary  Bentsen.  Well,  I  dealt  with  that  earlier,  but  let  me 
state  it  again.  I  cannot  tell  you  with  any  precision  what  the  com- 
promise might  be.  Carry  out  the  legislation  as  we  originally  pre- 
sented it  is  what  we  want  to  do.  We  think  that  is  obviously  the  best 
approach. 

I  am  also  interested  in  getting  this  piece  of  legislation  through 
and,  as  we  all  know,  that  means  inevitably  a  compromise.  I  don't 
want  to  get  into  the  position  of  bidding  against  myself  That  is  part 
of  the  problem. 

The  Federal  Reserve's  reply  to  our  initial  piece  of  legislation — 
after  we  had  talked  to  them,  thought  we  were  getting  closer  to- 
gether, but  not  finally  resolving  it — was  to  expand  their  authority 
at  very  substantial  expenditure.  That  is  not  where  I  think  com- 
promise normgdly  leads,  but  we  are  still  listening. 

We  are  still  talking  and  seeing  if  we  can  work  something  out. 
But,  my  objective  obviously  is  to  bring  about  as  much  consolidation 
as  we  can,  to  centralize  accountability  as  much  as  we  can,  and  to 
get  rid  of  the  conflicting  and  divergent  regulations  that  really  give 
the  small  banker,  in  particular,  an  enormous  set  of  problems  and 
add  substantially  to  his  costs. 

I  wish  I  could  tell  you  what  the  result  is  going  to  be,  but  I  don't 
know  that. 

POSSIBILITY  OF  SUPPLEMENTAL  REQUEST 

Mr.  ISTOOK.  All  right. 

Finally,  Mr.  Secretary,  regarding  the  possibilities  of  a  request  for 
supplemental  appropriation  regarding  this  fiscal  year,  I  know  cer- 
tainly, for  example,  in  testimony  last  week  there  was  discussion 
that  the  Brady  law  creates  certain  msinpower  expense  require- 
ments and,  of  course,  ATF  does  not  want  to  have  to  take  from  en- 
forcement personnel.  There  was  the  possibility  left  open  through 
ATF.  Certainly  you  have  talked  about  NAFTA  funding. 

If  I  understood  you  correctly,  there  was  no  indication  of  a  poten- 
tial request  for  supplemental  regarding  NAFTA,  but  can  you  give 
us  your  assessment  of  the  possibilities  in  these  or  other  areas  that 
we  might  receive  a  request  for  a  supplemental  appropriation  re- 
garding Treasury? 

Secretary  Bentsen.  Why  don't  you  comment  on  that? 

Mr.  Noble.  As  we  stated  during  the  hearing  for  ATF,  our  goal 
is  to  use  the  existing  resources  in  order  to  address  the  Brady-relat- 
ed issues. 

We  have  the  Treasury  forfeiture  fund  available  to  us  and  have 
already  gone  into  that  for  $900  thousand.  Our  goal  is  to  try  to  do 
it  within  existing  resources. 

Secretary  BENTSEN.  We  have  to  pay  for  GATT.  We  are  seeking 
assets,  but  have  not  resolved  it.  We  are  sure  looking  for  any  con- 
tribution in  the  way  of  ideas  from  Congress. 

Mr.  ISTOOK.  Any  other  areas  that  you  see  as  potential  areas  for 
a  supplemental? 
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Secretary  Bentsen.  I  don't  know  of  any  others  at  this  time. 
Mr.  ISTOOK.  Thank  you,  Mr.  Secretary. 

PERFORMANCE  MEASURES 

Mr.  HOYER.  Thank  you,  Mr.  Istook. 

Mr.  Secretary,  we  will  close  now,  but  before  we  do,  I  want  to  say, 
as  you  know,  that  this  Committee  is  very  supportive  of  the  Na- 
tional Performance  Review  and  the  effort  to  make  our  government 
work  better  for  less.  That  won't  be  easy  and  we  are  experiencing 
pains  in  downsizing. 

That  252,000  is  going  to  be  a  very  tough  figure  to  reach,  but  the 
administration,  and  I  know  the  Congress  is  committed  to  meeting 
that.  We  are  going  to  enforce  that.  The  Committee,  Mr.  Secretary, 
would  like  the  Department  to  compile  a  timetable — this  is  just  for 
the  record  obviously — for  all  its  bureaus  and  offices  to  identify  per- 
formance measures.  Obviously  whether  we  succeed  or  fail  in  this 
reinventing  government  and  doing  more  with  less,  has  to  be  judged 
in  some  way.  As  you  know,  all  the  departments  have  been  asked 
to  promulgate  performance  standards  so  that  measurement  can 
occur. 

In  government,  you  have  been  in  this  longer  than  I  so  you  know 
this,  we  need  to  have  the  ability  to  judge  inputs  and  how  many  re- 
sources we  need  to  apply  to  a  problem.  What  has  been  very  difficult 
for  us  in  government  is  to  judge  outcomes  and  we  need  to  get  bet- 
ter at  that. 

I  talked  to  a  group  of  mortgage  bankers  this  morning  and  they 
have  a  bottom  line.  They  know  whether  they  made  a  profit.  It  is 
tough  for  us  in  government  to  know  whether  we  made  a  profit.  Ad- 
ministering a  government  agency  is  really  a  lot  more  difficult.  It 
is  tough.  You  could  say,  well,  we  didn't  have  a  lot  of  crimes  com- 
mitted or  we  didn't  have  more  drugs  come  into  the  country  because 
of  our  efforts,  so  we  are  successful. 

Obviously  if  we  develop  a  performance  measure  where  we  start 
here  and  we  show  a  down  scale,  then  we  have  been  effective.  I 
know  you  have  been  working  those  kinds  of  things.  I  would  appre- 
ciate you  provide  those  for  the  record.  Very  frankly  we  need  to 
evaluate  agencies  effectively,  not  in  a  confrontational  manner,  but 
effectively.  We  have  the  responsibility  here  of  applying  taxpayer  re- 
sources. 

You  have  the  responsibility  of  administering  those  resources.  On 
both  sides  of  the  table,  we  have  to  be  able  to  assess  with  some  de- 
gree of  objectivity  whether  or  not  we  made  a  good  investment  in 
a  particular  office,  department,  or  effort.  If  you  could  present  your 
plans  to  us,  we  would  very  much  appreciate  it.  We  think  it  is  very 
important  and  we  may  even  look  at  that  in  contemplation  of  our 
markup. 

This  new  $405  million  initiative,  for  instance,  that  we  want  to 
put  off  budget,  is  something  I  am  going  to  support,  Mr.  Secretary. 
However,  if  I  support  it,  I  want  to  make  sure  that  in  fact  we  get 
$2  billion  return.  The  Members  of  this  Committee  will  be  happy, 
I  think,  if  we  can  invest  $4  and  get  back  $2,  and  apply  $1.6  billion 
to  deficit  reduction. 

That  would  be  a  good  break  for  the  taxpayers. 

Secretary  Bentsen.  You  bet. 

[The  information  follows:] 
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PERFORMANCE  MEASUREMENT 


Mr.  Hoyer:   I  know  you  have  performance  measures.    I  would  appreciate 
having  those  for  the  record. 

Secretary  Bentsen:   Treasury  has  worked  very  hard  over  the  past  few  years  to 
transition  from  measuring  inputs  and  workload,  to  measuring  outputs  and  outcomes.   We 
acknowledge  that  much  still  needs  to  be  done,  but  each  bureau  has  a  process  in  place  to 
develop  results-oriented  performance  measures.    Many  of  Treasury's  measures  have  already 
been  reported,  and  data  bases  are  being  designed  to  accommodate  future  submissions. 

Other  measures  already  reported  include  extensive  output  and  outcome  measures  at 
the  program  level  as  part  of  the  Chief  Financial  Officers'  (CFO)  Act.   The  following 
Treasury  components  include: 

•  Bureau  of  Engraving  and  Printing 

•  Departmental  Offices 

•  Financial  Management  Service 

•  Internal  Revenue  Service 

•  Office  of  the  Comptroller  of  the  Currency 

•  Office  of  Thrift  Supervision 

•  U.S.  Customs  Service 

•  U.S.  Mint 

Pages  from  the  IRS  FY  1992  Financial  Statements  pertaining  to  performance  measurement 
are  attachment  as  an  example.   Treasury  will  expand  CFO  coverage,  including  reporting  on 
performance  measures,  to  all  of  Treasury's  bureaus.   Schedules  are  being  worked  out  with 
the  bureaus  for  completion  of  the  audited  financial  statements. 

Candidates  for  pilot  agencies  under  the  Government  Performance  and  Results  Act 
include  over  80%  of  Treasury  employees.   The  bureaus  covered  are  the  Bureau  of  Engraving 
and  Printing,  the  Internal  Revenue  Service,  the  U.S.  Customs  Service  -  Office  of 
Enforcement,  and  the  U.S.  Mint.    Output  and  outcome  measures  are  being  developed  for 
these  bureaus  and  will  be  tied  to  strategic  plans.    Performance  plans  are  now  being  developed 
and  performance  reports  on  the  pilots  will  be  available  by  the  end  of  the  fiscal  year. 

Finally,  Treasury  has  incorporated  the  Executive  Order  on  "Setting  Customer  Service 
Standards"  into  all  of  Treasury's  bureaus,  including  bureaus  with  little  contact  with  the 
public  and  enforcement  bureaus.    We  are  also  looking  at  internal  customers.   The  results  of 
these  surveys  will  feed  into  our  performance  measurement  systems.    For  the  most  part  these 
surveys  are  just  now  being  developed,  and  measurable  results  are  not  expected  for  at  least  a 
year. 
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As  you  can  see,  Treasury  is  quite  active  in  the  performance  measurement  arena.   We 
have  plans  to  expand  performance  measurement  to  all  of  Treasury  and  plan  to  link  strategic 
and  operational  planning,  budgeting,  and  evaluation  systems  for  better  service  to  our 
customers. 
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Ovtrview  to  Fliiwkaal  SisicmrfMs 

for  the  Pisnl  Ye»r  Ended  Srpumbcr  30.  19*2 


R£Stn.TS  or  OPERATIONS 


To  unpn>vc  ovrovcnll  JCOMnubtliiy.  lacthuu  tnakinf  decttiora  thai  on  acrDS 
orfvuauoniJ  lines,  wd  provide  aranfef  emphaui  id  cunotner  (ervice.  tfie 
ScrvKC  consuntly  kiokj  for  beacr  wtyi  of  domg  bunneu  A  m»tar  rtuJknfe 
con^Rxunf  us  it  how  lo  focus  our  enerfy  «nd  limited  rcsoufns  on  the  moa 
unpofun  oppomndtcs  If  we  are  lo  (bcus  prapetly.  ii  n  cnocaJ  lo  understxid 
ihji  'unponan*  is  determined  by  our  cusunxn.  the  taxpayers 


Core  BusincM  Omni  FY  1992.  we  emba/led  on  a  lystems  approach  to  tnana(in|  iktitch  we 

Sytttm  bebcvc  holds  |fcai  praoitsc  Coie  Busineu  Systemi    Maruf  in|  within  a  tytieiBS 

will  pmvidc  the  tocus  for  our  efforu  thai  we  hive  been  teekmi  The 
of  'Core  Business  Systems'  aids  us  in  crcaunf  ihu  focui  and  in  aJignmi 
our  mprawanen  efforu  lowanj  taxpayers  It  helps  us  to  break  down  the  wajit 
between  Amcucns  and  look  at  the  Service  from  a  process,  rather  than  a  rutcooiut 
or  task-  penpective  This  is  an  effective  business  approach  which  hai  proven 
successful  m  pnvaie  industry  It  will  also  help  us  beoer  evaluatf  ifw  results  of 
our  openiioru 

A  COR  iysiem  is  a  senes  of  uepi  and  processa  wtuch.  whm  viewed  ihniufti  a 
honzontal  dice  across  the  many  fwKOora  of  IRS  arc  all  in(e(ra(ty  imponan  lo 
providinf  producu  or  services  lo  cuflomers  wtu  value  them  Core  Busmen 
Sjracms  uses  a  tofMJowrt  approach  for  ideniifyvic.  analyunf.  and  improvnf 
mayor  crouhtfictKinal  Servicewide  buancss  synems 

We  Ktenofied  five  Core  Business  Systems  thai  encompass  aJI  the  acoviuei  of  Ok 
IRS    These  core  systems  suppon.  and  aie  defined  by   (he  Mission  Statement 

Value  Tracking  -  flndini  out  what  uxpayen  value  in  the  tax 
adminjflraoon  lystem 

Ensunnf  Comftyance  -  cnsuruti  thai  laxpayen  are  compljnni  widi 
requircmcnu  of  the  tax  admirustrauon  system 

lafbrmint.  Educaiinf  and  ABisting  -  providint  mfomuimn  and 
assistance  to  taxpayers  to  faciliiaie  voluntary  coraplianoe  witfi  tfie  law 

and  understanding  of  the  tAx  admmistnuan  system. 

Manafint  Accounts  •  processing  rouone  inruactiortf  and  providmg 
accoufw  and  revenue  informaiion  which  ii  accessible  lo  all  authonud 
customen 

Reaourcmg  -  provtdmg  tfie  human.  iechnolofic«l.  phyncal.  nd 
Onancial  resources  to  support  the  ixi  adminmniion  sysaem 


^•m  m  -^         GAOfAUn^M.!  OS'  PUcal  Tmt  IMt  PteudftJ  8<*UM*att 
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Overview  to  Financiil  Slileinenii 

for  ihc  riscal  Year  Ended  Sepumber  30,  1992 


Per  fornuncc 
Mcasurtmcnl 


The  graphic  below  depicu  the  imeirelaiionships  of  these  Core  Busmeo  Sysiens: 


Performance  measuioDcni  is  tfte  hailmirk  in  evaliuiing  the  rcsulu  of  operaiioru 
in  a  non-profii  envinxuncni-  The  ~bonom  line"  for  a  government  organization  is. 
obviously,  not  profit  or  loss,  but  rather  the  success  or  failure  in  accomplishing  a 
mission  or  delivering  a  program  Performance  measuremeiu.  then,  is  geared  to 
the  functions,  aaivitics  and  programs  thai  an  orgaruzaiion  uses  lo  accomplish  its 
mission  or  purpose. 

The  Service  measures  its  performance  against  the  objectives  set  forth  for  each  of 
the  (unctions  or  activities  contained  m  the  Core  Business  Systems  We  have  used 
output- related  pcrforniance  measures  arvl  other  siaoutcs  as  management  tools  for 
many  years,  mosdy  to  measure  the  flow  of  tax  remms  artd  related  actions 
(rcfuruls.  corrections,  assessmcncs.  etc  )  through  the  organuauon  In  recent  yean. 
we  have  started  adding  other  factors-quaJitauve.  producaviry.  and  fituncial-to 
these  measures  to  produce  outcome  indicators  These  new  indicators  give  us  a 
more  complete  picTure  of  our  perfomiance  and  help  us  to  bener  assess  our 
progress  in  meeting  the  corporate  objecoves  of  UKreasuig  voluntary  compliance, 
reducing  the  burden  on  taxpayen.  and  unproving  custixner  sausfacoon  and 
producQviry 

Following  are  represenuove  perfonnarKC  indicators  for  each  of  the  Core  Business 
Systems  and  a  discussion  of  the  progress  made  on  each  li  is  imponani  lo  note 
thai  these  15  indicators  are  part  of  a  larger  body  of  over  100  used  within  the 
Service  on  a  regular  basis- 


Pa<«U 
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IhfTERNAL  REVENUE  SERVICE 

Ovemew  to  FinuKisI  Siaietnmis 

for  ihe  Fiflcal  Yeu-  Ended  Sepcember  30.  1992 


Value  Trickifif 


The  ot>|ecuve  of  the  Value  Tndung  Core  Busineu  Syitetn  is  lo  deienotfic 
conununicaie.  and  track  the  exieni  lo  which  lupajren  vaJue  our  producu  and 
lervtccs  and  lo  discover  new  product  and  lervice  opporruniue^  thai  will  funher 
(he  [RS  Miuiofi  TTui  synem  applies  the  concept  of  net  cusiomer  waiuc  to  [RS 
Cor?  Buuneu  Synemt  ll  encotnpaues  the  Service  s  activity  related  to  obtairung 
in/ormaiion  and  (eedback  (rocn  txipayers  and  huilding  customer  vaJue  corwepu 
UMO  IRS  operating  lynenit  and  measurements  [RS  ortaruiaiions  a/e  the  pnmary 
■nterrul  (.iisiomer  of  thit  Core  Buuneu  System,  with  taxpayers  and  stakeholders 
rcganled  as  eitemaJ  t^isiotners. 

PerformaiMX  Indtcator 

The  performance  indicators  for  the  Value  Tracking  Core  Busineu  Sysiem  arc  the 
rcsutu  of  Birveyt  of  the  U  S  adult  population  corvtucted  in  the  spnng  and  fall  of 
1992  We  contracted  with  a  pnvaie  sector  company  to  condun  these  surveys  in 
order  tu  deicmme  how  well  we  arc  meeting  our  customers'  needs  and  to  aid  us 
in  plannittg  fumre  unptDveinenu. 

Cuuomen  were  asked  to  rate  the  (RS  on  a  Kale  fitxD  one  lo  ten  tn  the  followuif 
areas  1 1)  IrKtcased  Voluntary  Compliance.  (2)  Reduced  Burden.  ())  Improved 
Customer  Sausfaction.  and  (4)  Overall  Assessment  Through  these  surveys  we 
deiefmined  that  (he  public  rates  the  [RS  6  3.  on  a  10-point  scale,  on  overall 
perfonnance  One-third  of  the  respondenu  give  us  an  8.  9.  or  10  raong  The 
resulu  of  the  survey  are  shown  in  the  next  graphic  There  was  no  statistical 
difTercnce  berween  the  two  reporting  penods.  therefore  only  the  results  of  (he  Fall 
1992  survey  are  displayed 


CUSTOMER  SATISFACTION  SURVEY 

ftt  IS83 
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Enuring 
Compliance 


The  objective  of  the  Ensunng  Compliance  Core  Business  System  is  to  prexrve 
the  iniegniy  o(  llw  voluntary  lax  system  hy  continuaJly  mcasunng  compliance 
behavwf-  Kkniifying  and  tkiemiining  root  causes  ol  non-tomphance.  and  taking 
aanms  to  improve  compliance  The  system  begins  *iih  measunng  compliance 
and  ends  when  compliance  is  confinned  The  pmgrams  for  ihjs  Core  Business 
System  Are  heavily  impacted  by  ihc  philosophKS  contained  in  our  corporate 
objecDves  to  iiKrease  voluntary  compliance  and  to  reduce  taxpayer  burden 

Performance  Irtdicaiors 

I.    Number  of  Examinalions  and  Contacts 

The  number  of  examinaiions  and  contacu  is  an  output  measure  which 
deiDorui rates  the  level  o(  civil  en/orcemeru  we  use  in  ensuring  complia/»ce  and 
is  focused  primarily  on  the  rate  of  success  we  cxpenencc  in  increasing  voluntary 
compliance.  The  numbrr  of  cxaminaiiofis  and  contacts  includes  the  sum  of  all 
complclcd  euminatiora  of  taxpayer  renjms  and  aJl  completed  contacts,  cxctuduig 
inteniauona)  examinations.  InJormaiion  Retum  Program  ((RP)  nonces,  excise, 
employment,  aitd  WindlaJl  Profit  examinations  Examinations  include  individual, 
corporate,  ftduciary.  partnership,  estate,  and  gift  tax  retum  examinations 
conducted  by  tax  auditors  and  revenue  agents  at  Distnci  Offices  and  lax 
examiners  in  the  Service  Centct^  Coruacts  are  generally  mxic  to  handle 
correcooru  and  non-IRP  inaiching  investigations  conducted  by  tax  examiners  in 
the  Service  Ceruers. 


NUMBER  OF  EXAMINATIONS 
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IXtnng  FY  1992.  we  completed  1  16  million  oamiruiioru  reprcwniing  a 
decrease  of  4  9%  from  F^  1991  The  numbei  of  cotiiacts  Junrg  FY  1992 
represent  i  decrease  of  10  5»  from  FY  1991  and  ;i»  from  FY  1988     Tlie 
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Ovfrnew  lo  rinaiKial  SutetnrfUi 
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reduciion  inesjfntruuoru  vm)  contjcu  wu  larfcly  caused  by  a  reduciion  of  kmdc 
230  lu  eiMitner  uaff  yean  in  ovr  Service  Ccnien  This  ii  an  indKaoon  o(  our 
COS  effective  allocaiion  o(  revKirce*  lo  cmure  compliance 


(DUMBER  OF  CONTACTS 
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Eiainiruiions  and  conucu  conunue  to  be  an  OtS  enforremen  munsuy  and  a 
reduction  in  theie  would  teem  lo  be  ala/mmg;  however,  the  lax  world  has 
iihanfeO  drsmaiically  in  recent  yean  We  receive  fiom  third  panics--<tnplo>en. 
state  tiA  aicrKies.  and  financial  inuitutioru-'ir^rormauon  documerui  thai  trpon 
income  earned  mungafe  interest  other  inieresi  and  dividends  capital  gairu  tfid 
contract  (ers  There  has  been  a  steady  trvrtaie  m  the  number  o(  irUormaiioo 
rcT*>ning  documenu  we  receive  jnd  a  suady  iraprDvemen  in  our  abihiy  lo  match 
this  in/ormaiion  elearorucally  agairui  iik  returns  Tiled  by  irvLviduaJs  This 
auiomaied  iniormation  reporting  program  now  covers  90  percent  o(  all  income 
reponedby  individuals  arwl  between  40  arul  50  percent  of  the  deductions  ctauned 
ll  u  a  cnocally  unponani  supplemerM  to  iradmoruJ.  one -on-one  euLminaitons  and 
corwacts.  and  helps  to  e&plain  how  ciamiruttoru  and  coruacts  can  decrease  while 
overall  audit  coverage  acruaJly  increases 

2.    Audit  Crck  Time 

Audit  Cycle  Time  is  defined  by  the  average  time  elapsed  between  the  stan  o(  an 
judii  arwl  when  the  case  it  closed  by  the  Eiaminaoon  Divmoa  It  includes  the 
average  days  to  compteie  audits  and  contacu  in  the  Service  Cenicn  by  tax 
eiaminen  audits  o(  individual  returns  by  lai  audiion.  and  audits  o(  individual 
and  corp>>raie  returru  by  revenue  agents  in  the  Disnct  Offices  Audit  Cycle  Time 
IS  an  efficiency  measure  of  our  elfons  (o  ensure  compliarkie  and  an  etfecoverKss 
measure  of  latpaycr  burden  reducium  because  the  penod  of  tunc  a  lajtpayer  is 
under  audit  is  hurderuomc  and  ureuful  to  the  taxpayer 
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AUDIT  CYCLE  TIMES 

TAX  EXWHINCRS 

TAX  Auorrons 

RA.INDIVIDUAL 

117» 

■ 
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Except  for  tax  examines,  this  indicator  has  been  tracked  and  reponed  for  the  last 
two  fiscal  years.    We  have  successfully  reduced  the  burden  we  place  on  the 
taxpayer  in  this  area.    We  report  performarKc  in  the  followmg  caiegoncs 
Tax  Examiners  Tax  Auditors  Revenue  Agents- IndividuaJ.  and  Revenue  Agents- 
Corporate 

3.  Income  Tu  Non-Compliince  Rale 


tNCOM 

E  TAX  NON-COMPUANCE  RATE  (NC 



») 

18  0% 
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The  Income  Tax  Non-CompliarHX  Rate  (NCR)  is  defined  as  the  percentage  of 
lotal  tax  liability  for  a  tax  year  that  is  noi  paid  voluntarily  The  NCR  is  one 
indicator  used  in  the  Core  Business  System  'Ensunng  Compliance',  and  is  a  key 
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t  in  mcasunni  the  effectiveneu  o(  iook  o(  ci«r  compliance  iniiuuvn 
Oiher  applKJCMXtt  o(  thii  nu  wiU  aUow  Che  IRS  lo  idenufy  and  ur|ct 
oooooapttini  roartfi  icfmenu.  thetccy  ensunnf  the  cffeco^e  iltocaoon  ol 
Wjowrm  and  hifhefl  raic  o(  return.  We  arc  wo«tjng  lowafd  rrducing  the  level 
of  ooncomplunce  by  ten  perccnu|e  potnu  by  the  year  2000 
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Inrorming. 
Educating  and 
Asstsinf 


The  objecDve  of  ihe  Informing.  Educaong.  and  Assiaing  Core  Business  Syacm 
IS  10  enable  iwpaycn  lo  comply  with  ihc  la*  taws  by  providing  lonrci  timely 
and  useable  informaiion  and  assistance  to  all  who  need  it  lo  facilitate  not  only 
compliance  with  the  appropnaie  tax  law  hut  an  understanding  of  the  tax  system 
as  well  The  system  begins  with  the  formulation  of  ux  law  and/or  policy  and 
eiKls  when  laxpaytrVcustomcrs  know  how,  when,  why  and  where  lo  meei  ihc 
requirements  of  the  tax  system  Ho*  the  IRS  implements  the  injiiauves  under 
this  Core  Busuiess  System  will  have  a  direct  impact  on  reducing  taxpayer  burden 
increasing  voluniary  compliance  and  improving  productivity 

Performance  lndicalor% 

I.   ToU-Frec  Accuracy  Rate 

The  Toll-Frte  Accuracy  Raic  is  the  percentage  of  correct  tesptmses  by  Taxpayer 
Service  sta/f  to  test  irw^uines  on  lechrucaJ  tax  law  and  procedural  rnaners.  as 
measured  by  the  Integrated  Test  Call  Survey  Sysiem  (fTCSS)  This  indicator 
measures  the  efficiency  of  a  major  service  for  customers  thai  contributes  lo 
reducing  burden  and  increasing  voluntary  comptiatKe 


In  1992.  the  cumulative  accuracy  rate  for  toll-free  telephone  responses  regarding 
tax  law.  as  measured  by  the  ITCSS.  was  88  T^-  which  exceeded  our  goal  ot  85^ 
Queslioru  reganJing  [RS  procedures  art  also  artswered.  but  the  a<:curacy  nf  that 
irUormauon  will  not  be  tracked  by  the  FTCSS  until  FY  1991  in  addition  to  loll- 
free  lelephoTK  assistance,  we  also  provided  pre-recorded  inlormaoonovcr  toll-free 
lines  on  140  topics  This  informaiion  is  available  7  days  a  week,  ;4  hour*  a  day 
Almost  68  million  calls  came  in  through  the  iwo  systems  in  1992 
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2.    rroccsuDf  Acrur»C7  RaU 

How  accuraiei)  w«  pnxcu  the  ui  mum  <Uu  ttui  (he  cunooicf  suppltn  lo  ui 
tmpatu  pn(Eunl>  on  our  obfccuvc  o(  rciliM.ing  the  uxpayer  \  hurden  [>k  id 
wytn(  levels  u(  •.ucnpicui)  we  ind  jnd  rtpon  iCLiiriLV  rues  for  iw^  lype^  of 
mums  'other  ttun  full  p«wl'  and  'tull  pud'  'Other  nun  hjlt  pud'  include 
returra  wtieic  Ihe  uxpaycrisaiher^ue  a  refund  from  the  (RS  or  the  Lupa>erhai 
rtoi  paid  100%  of  dvu  tax  lijbiliiy  In  Aldiiion  'other  thjn  full  paid'  comin 
of  l040£Z's.  I  (MO  At.  or  1040  t  wuh  no  addilional  vchedulcs  anactied  and  w 
thui  eauet  lo  proceu  'Full  paid'  are  ihoK  mums  where  the  taxpayer  is  tKK  due 
a  refund  and/ot  has  paid  lOO^  of  their  tax  iiabiiio 


PROCESSING  ACCURACY  RATE 


[   r^    r    «*» 
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For  tfw  las  live  yean,  our  p(oce«ing  accuracy  rale  for  'other  than  full  paid' 
mums  has  been  consistently  higher  than  the  accuracy  rate  for  full  paid'  rerums 
The  accuracy  r«e  of  proceiun|  'other  than  hill  paid'  returns  ha»  unproved  from 
71  3»  m  FY  l»JI  to  SI  6**  dunni  FY  1V92  Our  accuracy  raie  for  full  paid' 
rcnims  has  mpraved  by  almoa  eigihi  penientafe  points  over  the  same  iime  perwd 
(71  1%  ui  FY  I9«8  lo  7^5*  in  FY  1992)  Because  "full  paid'  rcmrm  are 
typically  more  cooiptei  (c  g  .  additional  schedules  anached  to  the  1040)  there  ii 
a  higher  enor  rme 

Enon  are  caused  hy  botf.  the  lupaytr  and  by  out  cmpJoyres  However  there 
IS  currmly  no  methifd  availaMc  lor  diuinguishing  the  two  for  irponmg  [Mrposes 
We  will  anempl  m  eiimiruic  taxpayer  errors  by  providing  addioonaj  education 
and  auiuaiKe  belore  ihey  file  their  respeaivc  mum^.  and  eltminaic  employee 
erron  ihrmigh  unproved  training  technotogy  artd  i|uality  programming  Taa 
lorn  amptificMion  it  another  iruuaiivc  un  which  we  are  conunuously  wi>rljr»g 
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J.   Total  Taipajren  Served 

Taxpayer  service  is  provided  in  three  aitis  (I)  lelephonc  calls  answered  (toll- 
free,  non  loll-lrte,  and  icle-iax  calls  answered),  (2)  walk-ins  arid  conespooderwe 
(taxpayers  visiting  IRS  offices  and  contsporvJcrtce  wnnen  in  re^pnrtse  to 
taxpayer  s  Icnerst.  and  (3)  taxpayers  assisted  through  IRS  education  programs,  as 
shown  in  the  rollowing  graphic 


TAXPAYERS  SERVED  IN  FY  1992 

■  BY  TYPES  OF  SERVICE 


TOTAL  TAXPAYERS  SERVED 

(hmiaora) 


mil 
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Every  year  we  make  special  ouirtach  efforu  to  provide  laxpayen  with 
inJoimation  and  training  to  help  them  file  their  rctyrrH  We  served  over  79 
million    taxpayers    m    FY    1992     as   shown    in   the    ahove    graphic,   clearly 
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;  our  ctmamtaaat  in  becocning  i  t^unomet  ^rvKe  orfjruuuon 
OwtMg  ihe  IW2  niinf  leason.  <^  gave  prcunuftora  on  tPe  Luned  Incotne 
CndH  and  otfier  toprn  and  alio  conducied  Small  Bu&ineu  tilucaiion  Wortuhofn 
ID  infoRD  buunetm  o(  their  tax  mpoRubalitiet.  pamcularl)  ai  [he>  pcrumed  lo 
(edml  tax  depouu  record  kfcpu^.  mi  etnploymcni  iixc\  Aildiiionall>  durvif 
Ihe  1942  filing  teason  toon  (han  three  aullion  lo«  uKocne  elderly  artd  non- 
En(litfi  ipeaking  laxpayen  received  help  filing  (heir  ua  refums  hrxD  N.OQO 
volumeen  in  the  Volunieer  (iv;ofnc  Tax  Auio^nce  tVITAt  PiDgram  and  Tax 
CounscUng  tor  the  Elderly  (TCE)  Pro(r«n 

4.   Rccyrm  with  Pud  PrcpArar 

The  percenufc  of  individual  icfums  filed  (Fonn  1040  lenesi  woih  pud  preparer 
IS  a  food  uidtcaiion  of  the  coaplexjty  of  tax  law\.  ux  (onns.  and  the  miimcuom 
wc  give  10  the  iven(e  taxpajv  Thii  performance  indicaior  a  a  good  measufc 
of  Ihe  sDoun  of  bimlen  we  place  on  the  taxpayer 


RETURNS  WITH  PAJD  PREPARER 


(«  C  MM  iMivno) 


"1 


illU 


The  uoid  fna  I9t7  lo  1991  tfnwi  thai  slighdy  tnoit  uxpaycn  arc  lumtnc  lo 
poid  picpHcn  (or  auinance  oi  conpleonf  their  tax  rriunu  In  1991.  over  *i'i 
of  Mlividttal  fciurra  were  hied  with  a  paid  preparer,  or  vome  S)  1  million 
■dividMl  tax  (tstms  Analytii  of  the  compouiion  of  the  dau  can  indicate  wtiat 
mcxMDe  kvcb  an  being  oun  affecied  and  what  (acion  coninbuted  to  the  caiue 
For  euoiplc.  m  I9t9  1990  and  1991  ithe  orUy  yean  lor  which  dju  n  currendv 
avvtaMe  l  Uighdy  okmc  than  B0%  of  the  rerums  filed  with  patd  prepa/erv  were  for 
uxpayen  with  less  dun  tSO.OQO  of  Adjuued  Crou  Incocne  Knowing  ho« 
difTefera  gniwfs  of  tupayen  mt  burdened  helps  «  direci  outreach  and  a&iiuance 
effofu  design  tu  (ornu  iihe  I040EZ  (oim  wii  designed  to  mluce  the  r^Rlen  on 
a  tpeafk  gimp  of  taxpayer)  and  develop  appropnaie  refulauont 
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Managint  Accounts  The  obfccovc  of  the  Managing  Accounts  Core  Business  System  is  lo  process 
routine  innsaaions  and  provide  for  the  crcaiion.  mauuenance  and  sccuniy  o( 
accurate  account  and  revenue  informaiion  whjch  is  accessible  to  all  authon^ed 
customers  The  system  begins  with  customers  supplying  lax  renims.  tnformaiKNi 
documents  and  payments,  and  ends  when  customers  no  longer  have  use  for  the 
ir\formaiion.  The  programs  lor  this  Core  Business  System  are  largely  Service 
Center  onerued.  dealing  mainly  with  the  piDccssing  of  tax  returns  (hrough  the 
'pipeline'  of  the  Service  Center 

Perfomuncc  Indkaton 

I.   Returns  Processed 

The  THunher  of  lai  mums  filed  with  our  Service  Centers  i^  3  measure  of  a  major 
process  relative  to  the  accompli shmeni  of  our  mission  'Retunu  processed' 
includes  both  paper  and  electroruc  rttums.  and  'paper  returns'  irKludes 
supplemental  returns  (ameiwled  returns  and  exteruions  for  both  1040s  and 
1 120's»,  Durvig  FY  1992.  we  processed  204  1  million  tai  returns,  an  increase  of 
2%  over  FY  1991  artd  an  increase  of  i%  or  9  8  million  retunu  over  the  last  five 
years  Of  the  total  tax  returns  processed  in  FY  1992.  56*  or  1 1!  million  weir 
individual  returns  and  the  remaining  44%  were  corporate,  parmenhip.  excise  lan. 
employee  plans  and  eiempi  orgaruzaiions.  vanous  types  of  employmcni  tax.  artd 
esuie  and  gift  tax  rcmms. 


RETURNS  PROCESSED 
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Currently,  five  of  the  ten  Service  Centers  process  electronic  ally  filed  tax  returns 
(ELR.  while  all  Service  Centers  process  a  wide  vanety  of  paper  reiunw  The 
ELF  program  allows  taxpayers  to  provide  tax  renim  mformaiion  lo  a  third  pany 
processor,  usually  a  tax  return  preparer,  who  iransmits  the  irtformaiton  to  the  [RS 
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tttfDu(h  A  computer  linkAfc  Ounn|  F^'  I9V2.  1 1  I  oullion  or  S  }4  of  all  fctums 
Tilol  with  the  [RS  w«fc  ELF  fcaims  The  Uun  also  tfiowi  thai  we  ruvc  tumcd 
the  corTcr  on  pnxeuini  of  paper  ux  returns  Since  1989  the  second  yur  of  the 
ELf  proffani-  the  number  of  paper  rcrurru  filed  has  decreased  while  lotaJ  mums 
have  incfcased  due  lo  the  increase  m  ELF  reiums 

The  error  rale  for  ELF  mums  is  2%  (corapared  to  13%  for  paper  icturmt.  arvl 
refunds  arc  received  within  2-3  weeks  (compared  to  6  or  more  weds  (or  paper 
returns)  This  means  leu  burden  on  taxpayer!  because  they  have  fewer  prT>Mems 
caused  by  erTT>n  on  (heir  return  and  greater  customer  sausfaction  because  ihey  get 
their  refunds  faster  (i  also  means  cou  uvu\gs  for  IRS  because  of  the  lower  ernK 
rate  For  the  1992  filmg  teason.  we  accepted  ELF  balance-due  returns  for  the 
fira  ome  in  a  fully  operaiiorul  mode  We  pro)eci  (hat  over  20  million  taxpayen 
will  file  elearrxucally  by  1994 

2.    Proccumc  Cydc  Time  (Refiinds  and  Atljusimcnu) 

The  amourM  of  elapsed  time  berween  the  rrceipt  of  the  return  and  the  refund  issue 
date  defines  pracessmg  cycle  time  for  refund  timeliness  The  amount  of  elapsed 
(une  between  the  initutK>n  of  the  adjustment  and  the  closing  of  the  case  by  the 
tax  examiner  deftrrs  pmcessmi  cycle  iime  for  adjuamcni  timeliness 

Because  (he  lenfth  of  the  prDcesstng  c>cle  time  has  an  unpact  on  reducing  the 
burden  on  the  taxpayer  the  (RS  stnves  to  keep  the  pmcesing  cycle  tune  to  a 
mirumum  Dunng  FY  1992.  the  averafc  days  from  receipt  of  a  return  (both 
individual  and  bustneu)  in  the  mail  irxMn  to  the  date  a  refund  check  was  issued 
was  37  days  Ttt  refund  basdtne  is  40  days  The  averace  tune  from  tntiiauon 
of  an  adjusDDeni  to  Oie  une  the  case  was  dosed  by  the  lax  exaniner  was  31  days 
(or  FY  1992 

We  are  aUo  unpnntng  the  iimcbncss.  quality  and  consiaency  of  correspondence 
pfDCCsnng  Our  goal  n  lo  close  65%  of  all  conespondence  cases  within  30  days 
fnxn  (he  tlMe  the  case  ts  tnttiaicd  and  i(  a  fmaJ  response  is  not  km  lo  >  taxpayer 
withm  JO  days,  an  intenm  letter  cxpiairts  the  reason  (or  the  delay  This  letter  also 
provides  an  expected  final  resporue  date  and  an  [RS  contact  pervxi  and  telephone 
number  so  the  taxpayer  can  ^  ^  (or  aldioorul  information  Accurate  and  iimely 
handling  of  correspondence  wdl  reduce  case  rework  and  repeats-  thereby  reducing 
(he  burden  of  taxpayers  havmg  to  make  additional  inquiries,  ml  will  leduce  the 
bunlcn  on  taxpayers  o(  dealirtg  with  addiuorul  nooces 
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Financial  Statement* 


INTERNAL  REVENUE  SERVICE 

Overview  lo  rmanoal  Slalements 

for  ihe  Fiscat  Vesr  Ended  September  30.  1942 


Resourcing 


The  objecDvc  of  the  Resourcing  Corr  Business  Sysicm  is  lo  iimcly  obtain, 
develop  and  mauiiun  (Quality  human,  lechnologit^.  pbysicji.  and  hnoncio) 
resources  which  enables  ihe  Servite  lo  pmvide  the  best  cusiomer  value  The 
(ecus  of  ihis  core  sysiem  begins  wiih  ibe  ideniificiuon  o(  cuireni  and  future 
customer  needs  and  ends  when  the  customer  is  satisfied  with  ibe  value  provided 

Perfornunoc  Indialors 

1.   Total  Full  Time  Equivilentt  iFTE'si 


TOTAL  FTPS 


ISO 
100 
OftO 
000 

^ 

'■^ — ^ 

FYM 

FYM 

mo 

rv»i       rifM 

l-l  ...3 

)14.l 

niji 

lit*    1     I1»7 

Total  FTE'5.  or  staff  years,  indicates  the  level  of  staffing  ifui  goes  along  with 
loiaJ  budgeted  operaiing  costs  shown  below  When  considered  witb  other 
performance  indicators.  il  is  i  good  macm-levcl  indicator  of  ihe  level  of 
pfoducDviry  the  Service  is  achieving  in  accomplishing  its  mission  These  are 
direct  PTE's  and  do  not  include  any  retmbursables  or  overtime  Over  the  pasi 
five  yean,  the  level  of  staffing  has  been  relatively  consiant.  For  FY  1992.  we 
realized  116.671  dir«i  FTEs.  an  increase  of  0  90»  over  FY  1991  From  FY 
1988  10  FY  1992.  the  increase  is  1  6*  or  1.800  FTE's, 

Z.   Total  Operating  Costs 

Total  budgeted  operating  costs  are  the  current  year  appropnaiions  available  to 
expend  on  the  salancs.  goods  and  services  necessary  lo  accomplish  our  acDvioes 
for  the  cuntni  year  Our  operating  costs  have  increased  by  W)  6*  iSl  6  billion) 
from  FY  1988  to  FY  1992.  however  much  ot  this  increase  is  armbuiaMe  to 
mandatory  pay  increases  and  to  invcsonenis  m  riMxletnuaiion  (Tax  Systems 
Modemizaiion  alone  accounts  for  approximately  M  S(  of  the  S I  6  billion  increase ) 


( 
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INTEJtNAL  REVENUE  SERVICE 

Ovcmr«  lo  PinaiKial  Statfmmu 

for  Ihr  rural  Yeir  Ended  Srpcrmber  30.  Iff 2 


TOTAL  OPERATING  COSTS 

•  0 

OntUKn) 

•« 

•.r 

■  ■■  ■  ■  1 

40 

lllll 

1-0 

lllll 

0* 

fvii         *>■•         rno         rv»t         F»u 

J.   Total  Tai  Collected  Compared  ui  Total  Operaunf  Co«i 

This  II  ■  tndmonal  macro-level  indtLJior  we  use  lo  measure  our  overaJI  miuton 
acampltstiiDcnL  While  budfeied  openunf  cotu  have  increased  tira:e  FY  19t9 
by  tame  )064.  coltecuoRi  luve  increased  try  only  20J%  (tl9l  8  billton)  over 
ihe  taoK  penod  of  une  This  has  increased  our  cost  of  colkaing  SIOO  (ran 
to  54  in  FY  l9U»t0  39«tFY  1992.  v)  increase  of  9  1%  We  believe  thM  tha 
increase  is  eaaccitwed  by  the  recent  reccuton  and  difTiculi  econjnuc  times  We 
aie  also  buildm(  tor  the  funjrc  throuih  capital  mvestroenis  in  Tax  Sytlemt 
Modcfni/auon  dui  will  benefii  the  ServKC  and  taxpaycn  no  the  ncKi  ccnrury 


/ 
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Mr.  HOYER.  We  have  to  be  able  to  point  to  that  and  convince  our 
taxpayers  that  in  fact  we  just  didn't  say  it;  we  did  it. 

Mr.  Secretary,  I  thank  you  for  your  efforts.  You  have  got  a  tough 
job.  I,  for  one,  am  very  proud  of  the  fact  that  our  economy  is  re- 
bounding as  strongly  as  it  is.  I  don't  want  to  get  into  a  debate 
about  why  that  is.  Obviously  I  voted  for  the  President's  economic 
program. 

I  believe,  I  may  be  wrong,  but  I  believe  that  had  certainly  some 
effect  on  it. 

Mr.  LiGHTFOOT.  No. 

Mr.  HoYER.  I  know  others — ^my  good  friend,  Mr.  Lightfoot,  would 
say  absolutely  not.  It  just  happened  because  we  have  a  great  econ- 
omy. Perhaps  we  are  both  right  in  some  respects. 

Secretary  Bentsen.  Whoever  gets  the  credit,  in  spite  of  some  of 
these  other  diversions,  it  is  a  great  time  to  be  Secretary  of  the 
Treasury. 

Mr.  HOYER.  I  bet  it  is.  Mr.  Secretary,  thank  you  very  much. 

[Questions  submitted  for  the  record  and  budget  justification  ma- 
terial follow:] 
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QUESTIONS  FOR  THE  RECORD 
FROM  THE  COMMITTEE 

NAFTA/GATT  Budget  Implications 

Question:   What  will  be  the  total  Fiscal  Year  1995  costs  associated  with  the 
implementation  of  the  North  American  Free  Trade  Agreement: 

Answer:   Enforcement's  costs  for  NAFTA  in  FY  1995  are  in  the  immediate  office  of 
the  Assistant  Secretary  (Enforcement)  and  the  U.S.  Customs  Service,  as  follows: 


_____ 

FTE 

= 1 

$ 

Assistant  Secretary  (Enforcement) 
ancludes  $25,000  for  Travel) 

.5 

68,500 

Customs 

NAFTA  On-Going  Costs 

New  NAFTA  Enforcement  Initiatives 
Subtotal,  Customs 

6.0 
136.0 

641,000 
11,000,000 

142.0 

11,641,000 

TOTAL,  NAFTA  IMPLEMENTATION  COSTS 

142.5 

11,709,500 

The  new  positions  required  for  NAFTA  enforcement  at  the  U.S.  Customs  Services  are  shown 
below: 


Import  Specialists 
Inspectors 
Special  Agents 
Regulatory  Auditors 
Trade  Analysts 


41 
10 

25 
50 


Total  NAFTA  Enforcement  Initiatives         136 
The  new  positions  are  expected  to  accomplish  the  following: 

•  Establish  additional  "jump  teams"; 

•  Bolster  enforcement  capabilities  at  high  risk  locations  and  for  high  risk 
commodities; 

•  Enhance  automated  analytical  analyses; 

•  Conduct  specialized  audits  of  the  top  1,000  imports  from  Mexico  and  Canada; 

•  Conduct  12,000  verification  visits  to  Mexican  and  Canadian  firms; 

•  Investigate  NAFT A/textile  cases;  and 

•  Increase  development  of  foreign  intelligence. 
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Question:  What  are  these  costs  for  the  General  Agreement  on  Tariffs  and  Trade? 

Answer:  Enforcement  costs  for  GATT  are  within  the  U.S.  Customs  Service.  The 
FY  1995  costs  ($264,000  and  1  FTE)  are  largely  for  legal  assistance  in  connection  with 
standardization  of  the  regulations  for  rules  of  origin. 

Question:  Are  these  costs  included  in  the  Fiscal  Year  199S  budget  request? 

Answer:  The  costs  for  GATT  and  NAFTA  implementation  are  in  the  operating 
budget  for  Customs  and  Dqnrtmental  Offices.  The  NAFTA  enforcement  initiatives  are  a 
new  request  in  the  FY  1995  budget,  totalling  $11,000,000  and  136  FTE. 

NAFTA/GATT  Support  Provided  to  the  White  House 

Question:  As  you  know,  there  have  been  concerns  raised  over  the  level  of  staff 
support  which  the  Federal  agencies  provide  to  the  White  House.   What  was  the  level  of  staff 
support  provided  by  the  Treasury  Department  on  NAFTA  and  GATT?   Do  you  consider  this 
temporary,  ad-hoc  support  focusing  on  specific  issues? 

Answer:   Staff  from  several  of  Treasury's  bureaus  have  provided  support  on 
NAFTA  and  GATT.    As  described  below,  the  level  of  staff  support  provided  was  temporary 
and  ad-hoc,  focusing  on  specific  issues.   Treasury  policy  officials  were  lead  negotiators  for 
financial  services  (banking  and  securities)  and  co-chaired  negotiations  in  investment  issues. 

As  the  bureau  responsible  for  overall  policy.  Departmental  Offices'  (DO)  staff 
developed  macroeconomic  and  financial  analyses;  negotiated  GATT  agreements  to  open 
foreign  markets  and  obtain  national  treatment  for  U.S.  institutions  that  provide  banking, 
securities  and  other  financial  services;  prepared  economic  assessments  on  international  trade 
and  environmental  concerns;  and  negotiated  an  agreement  with  Mexico  to  establish  (1)  a 
Border  Environment  Cooperation  Commission  (BECC)  to  assist  border  states  and  local 
communities  in  coordinating,  designing,  and  financing  environmental  infrastructure  projects 
with  cross-border  imp>act;  and  (2)  the  North  American  Development  Bank  (NADBank)  to 
provide  $2-3  billion  in  financing  for  environmental  projects  and  NAFTA-related  community 
adjustment  and  investment. 

DO's  Office  of  the  General  Counsel  has  over  the  course  of  several  years  provided 
legal  assistance  to  Treasury  officials  and  staff  working  on  Treasury-related  issues  in  both 
GATT  and  NAFTA.   It  provided  legal  assistance  during  NAFTA  negotiations  with  respect  to 
the  rules  of  origin  and  customs-related  provisions  of  NAFTA.   This  included  work  on 
legislative  implementation  and  the  establishment  of  working  groups  in  the  rules  and  customs 
areas  concerning  implementation  and  rectification  of  the  rules  of  origin  and  regulations. 

The  Office  of  Tax  Policy  spent  a  significant  amount  of  time  ensuring  that  both 
NAFTA  and  GATT  have  a  minimal  impact  on  tax  policy.   These  efforts  included  extensive 
review  of  drafts  of  the  text  of  NAFTA  and  GATT;  drafting  and  review  of  interpretative 
letters  or  statements;  and  extensive  coordination  with  the  tax  writing  committees  of 
Congress,  United  States  Trade  Representative  (USTR),  and  representatives  of  State  tax 
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bodies.   Tax  Policy  also  participated  in  the  development  of  funding  sources  for  NAFTA  and 
is  currently  considering  funding  sources  for  GATT  (i.e.,  means  of  offsetting  the  cost  of 
NAFTA  in  lost  tariffs,  in  accordance  with  the  rules  of  the  Budget  Enforcement  Act). 

The  Internal  Revenue  Service  (IRS)  had  no  involvement  in  the  development  of  either 
the  policy  or  the  provisions  of  GATT  or  NAFTA.    However,  IRS  personnel  were  involved  in 
extensive  analysis  of  the  two  revenue  proposals  included  in  NAFTA.   These  revenue 
provisions  --  the  sharing  of  tax  return  information  with  the  U.S.  Customs  Service  (Customs) 
and  the  implementation  of  a  system  for  electronic  transfer  of  depository  taxes  -  directly 
impact  the  IRS. 

DO's  Office  of  Enforcement  and  Customs  provided  support  for  the  NAFTA  process 
on  procedural,  operational,  and  enforcement  issues  specifically  involving  Customs. 

The  Bureau  of  Alcohol,  Tobacco  and  Firearms  (ATF)  provided  technical  legal 
assistance  to  the  United  States  NAFTA  negotiators  concerning  ATF's  laws  and  regulations  on 
distilled  spirits.    After  NAFTA  was  approved  by  Congress,  ATF  furnished  oral  legal  advice 
to  the  Treasury  Department  and  USTR  regarding  the  implementation  of  Annex  313  on  tequila 
and  mezcal. 

ATF  routinely  provides  assistance  and  expertise  on  alcohol,  tobacco,  firearms  and 
explosives  technical  and  tax  issues  to  the  USTR,  some  of  which  may  be  related  to  GATT 
issues.    ATF  furnished  technical  legal  assistance  to  the  GATT  negotiators  in  the  USTR  and 
United  States  Patent  and  Trademark  Office  (PTO)  during  negotiations  on  the  Agreement  on 
Trade-Related  Aspects  of  Intellectual  Property  Rights,  Including  Trade  in  Counterfeit  Goods 
(TRIPS).   Legal  staff  explained  ATF's  laws  and  regulations  on  appellations  of  origin  and 
geographical  names  for  alcoholic  beverages,  areas  impacted  by  the  TRIPS  agreement.    After 
the  GATT  negotiations  were  completed,  an  ATF  attorney  provided  oral  legal  advice  to  the 
USTR  on  whether  any  ATF  laws  or  regulations  required  amendment  as  a  result  of  the  TRIPS 
agreement. 

The  Office  of  the  Comptroller  of  the  Currency  (OCC)  provided  staff  support  to 
Treasury  on  both  NAFTA  and  GATT  during  1989  through  1994.   The  International  Banking 
and  Finance  (IB&F)  office  focused  on  issues  related  to  the  technical  impact  of  the  agreements 
on  bank  supervisory  policy  and  procedures,  and  vice  versa.   The  Law  Department  provided 
technical  assistance  to  Treasury  that  included: 

(1)  advising  Treasury  negotiaton  on  the  effect  of  the  proposed  text  of  the  financial 
services  chapters  of  GATT  and  NAFTA  agreements  on  existing  banking  laws 
and  regulations; 

(2)  identifying  U.S.  banking  laws  that  would  have  to  be  preserved  as 
"reservations'  in  NAFTA  and  GATT  agreements; 

(3)  reviewing  the  accuracy  of  the  U.S.  offer  and  requests  in  financial  services 
prepared  for  the  bilateral  negotiations  being  conducted  as  part  of  GATT; 
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(4)  reviewing  other  countries'  offers  pertaining  to  financial  services  as  part  of 
GATT;  and 

(5)  answering  a  variety  of  questions  about  the  U.S.  banking  system  from  other 
delegations  participating  in  GATT  and  NAFTA  negotiations. 

The  OCC  legal  staff  also  provided  comments  to  Treasury  regarding  the  impact  of  the 
proposed  financial  services  chjq)ters  of  GAIT  and  NAFTA  agreements  on  the  OCC's  ability 
to  regulate  banks  in  the  U.S. 

Question:  In  your  opinion,  what  is  the  rationale  for  providing  this  type  of  assistance? 

Answer:  There  are  many  civil  servants  throughout  the  Executive  Branch  whose 
knowledge  and  objective  expertise  is  vital  to  successful  policy  formulation  and 
implementation  in  any  Administration.   On  major  issues  of  priority  to  the  President,  it  is 
often  more  effective  for  their  efforts  to  be  coordinated  directly  by  the  White  House.   The 
White  House  gains  policy  insight  and  sensitivity  by  having  better  access  to  citizen  concerns 
and  agency  perspectives. 

There  are  additional  benefits  to  the  participating  individuals  in  terms  of  the 
developmental  opportunity  that  such  an  assignment  represents,  including  a  better  perspective 
of  White  House  and  multi-agency  issues. 

Question:   For  the  record,  please  provide  a  summary  of  the  number  of  people  who 
provided  support  to  the  White  House  on  NAFTA,  the  average  length  (in  weeks)  that  support 
was  provided,  and  the  total  salaries  of  those  who  provided  this  support? 

Answer:   The  following  table  shows  the  number  of  people  who  supported  the  White 
House  and  Treasury  officials  on  NAFTA  and  GATT  and  their  average  length  of  time  (in 
weeks)  and  total  salaries  (benefits  are  not  included). 


NAFTA  AND  GATT  SUPPORT                                                    | 

Bureau 

Number  of  Ptople 

Ayg.  Tkae  (Weeks) 

Total  Salary 
($000s) 

Salary  foe 
($000s): 

NAFTA 

GATT 

NAFTA 

GATT 

NAFTA 

GATT 

NAFTA 

GATT 

DO 

7 

5 

470 

365 

696 

406 

696 

406 

IRS 

30 

0 

45 

0 

1,504 

0 

43 

0 

Customs 

3 

0 

28 

0 

187 

0 

34 

0 

ATF 

2 

2 

1 

4 

138 

119 

2 

4 

OCC 

6 

7 

29 

109 

531 

578 

46 

168 

TOTAL 

48 

14 

573 

478 

3,056 

1.103 

821 

578 
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BATF/Brady  Act  Implications 

Question:  The  Adnrinlstration's  firearms  initiative  seeks  to  reduce  the  number  of  gun 
dealers,  ban  the  availability  of  the  most  destructive  weapons,  and  improve  background  checks 
on  gun  sellers  and  owners. 

In  combination,  these  initiatives  make  legal  gun  ownership  more  difficult  and  drive 
criminals  further  underground.    How  do  you  plan  to  use  BATF  and  Customs  to  step  up 
enforcement  of  laws  against  gun  ownership  by  felons? 

Answer:   These  initiatives  will  not  make  legal  gun  ownership  significantly  more 
difficult,  but  they  are  designed  to  make  it  significantly  more  difficult  for  a  felon  or  other 
"prohibited  person"  to  obtain  a  firearm.    By  closing  down  those  gun  dealers  that  do  not 
comply  with  the  law,  we  will  significantly  lessen  the  flow  of  firearms  into  the  underground 
market.    This  will  make  guns  less  available  in  general,  and  will  also  dramatically  increase 
the  black  market  prices.   The  higher  prices  will  discourage  some  people  from  illegally 
obtaining  a  firearm,  most  notably  juveniles.   The  diminished  availability  coupled  with  the 
proposed  increases  in  firearms  law  enforcement  will  mean  that  criminals  in  the  market  for  a 
firearm  will  have  to  embark  on  a  riskier  search  process,  with  greater  likelihood  of  being 
apprehended. 

Question:   What  would  be  the  impact  of  the  proposed  $600  license  fee  on  legitimate 
small  business? 

Answer:  Small  businesses,  like  large  businesses,  will  pass  the  cost  of  the  fee  on  to 
the  consumer.  The  fee  averages  $11.56  per  week.  Legitimate  small  businesses  should  also 
benefit  when  the  illegal  dealers  go  out  of  business. 

Our  intention  is  not  to  price  small  businesses  out  of  existence,  but  to  ensure  that  (1) 
an  effective,  responsible  regulatory  system  for  firearms  dealers  is  in  place;  and  (2)  the 
system  pays  for  itself.   We  have  estimated  costs  for  the  initial  background  checks  ($640  per 
year)  and  subsequent  annual  compliance  visits  and  administrative  costs  ($575  per  year)  that 
we  feel  are  appropriate  and  responsible.   The  estimated  average  cost  over  3  yean  in  business 
is  just  over  $600.    For  the  Government  to  run  this  kind  of  responsible  regulatory  system 
without  charging  for  it  is,  in  effect,  subsidizing  the  gun  industry. 
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User  Fees 

Question:  The  Administration  is  proposing  a  number  of  different  user  fees,  totalling 
$243.7  million  to  offset  appropriations  for  certain  Treasury  functions. 

What  is  the  background  of  these  proposed  fees  —  how  were  they  developed  and  what 
was  your  role  in  this  effort? 

Answer:   A  fundamental  premise  of  the  National  Performance  Review  is  that 
Government  operate  as  a  service  provider  to  its  clients  and  customers,  and  respond  to  their 
service  preferences  of  its  customers  to  the  extent  feasible  under  law. 

For  example,  passage  of  the  North  American  Free  Trade  Agreement  calls  for 
improved  import  inspection  approaches  that  maintain  a  viable  rate  of  commerce.   Importers 
and  exporters  will  pay  higher  merchandise  processing  fees  to  maintain  the  desired  flow  of 
goods  across  our  borders.   The  higher  amount  of  fees  collected  is  proposed  as  an  offset  to 
Treasury's  appropriation  requirements  for  the  Customs  Service. 

In  those  instances  where  Government  provides  a  purely  discretionary  service,  and  not 
in  its  sovereign  power  capacity,  the  fee  collected  is  proposed  to  reflect  the  administrative  cost 
of  the  service  and  to  directiy  offset  the  amount  ultimately  appropriated  for  the  individual 
operating  account.   This  is  true,  for  example,  in  the  case  of  taxpayers  desiring  the  transmittal 
of  information  that  would  expedite  loans  from  financial  institutions  in  anticipation  of  their  tax 
refunds.    Also,  holders  of  definitive  Treasury  securities,  which  are  no  longer  issued  for  new 
Treasury  borrowings  and  are  expensive  for  Treasury  to  maintain,  would  pay  a  fee  if  they 
wish  to  have  their  securities  reissued  for  a  change  of  name  or  ownership. 

Under  my  direction,  the  Treasury  Department  collaborated  with  0MB  during  the 
entire  process  of  developing  these  new  approaches  to  relating  service  delivery  with  service 
cost  and  preferences. 

Question:  1  consider  it  very  unlikely  that  these  proposed  fees  will  be  agreed  to  by 
the  Ways  and  Means  Committee  and  we  will  need  to  come  up  with  the  appropriations  for 
these  accounts.   What  would  be  the  effect  on  Treasury  missions  if  the  fees  are  not  approved 
and  the  funding  was  not  restored? 

Answer:   If  these  fees  are  not  approved,  and  the  corresponding  funding  not  made 
available  from  other  sources,  overall  levels  of  any  discretionary  service  will  be  reduced.   For 
example,  commercial  processing  times  for  imports  and  exports  will  be  reduced  to  a  level  that 
can  be  supported  under  existing  fee  structures.    Or,  processing  of  the  direct  deposit  indicator, 
which  will  inform  financial  institutions  of  a  taxpayer's  collateral  based  on  an  anticipated 
refund,  will  either  be  eliminated  or  will  be  done  more  slowly  with  fewer  IRS  personnel  in 
order  to  maintain  the  same  quality  control  and  anti-fraud  efforts. 


1059 


Restructuring  IRS  and  Customs  Service 

Question:  The  statement  of  the  managers  accompanying  the  fiscal  year  1994 
Appropriations  Act  requires  the  Department  to  submit  plans  for  restructuring  the  Internal 
Revenue  Service  and  the  Customs  Service.   The  Conferees  requested  those  plans  be 
submitted  by  March  1,  1994;  the  Committee  granted  an  extension  of  the  Customs  plan  to 
May  1 .    What  is  the  status  of  these  plans,  particularly  on  priority  placement  and  retraining  of 
employees? 

Answer:   The  IRS  Human  Resources  Master  Plan  was  delivered  to  Congress  in 
February  1994,  and  IRS  is  now  in  the  process  of  finalizing  its  Business  Master  Plan.   These 
two  plans  include  discussions  of  the  IRS  commitment  to  career  and  career-conditional 
employees  for  retraining  and  job  security. 

While  the  report  of  the  Customs  Study  Group  is  still  in  draft  form,  training  will  be  a 
key  component  of  the  improvements  that  will  be  made.    Insofar  as  there  is  employee 
dislocation  as  a  result  of  acceptance  of  the  study  group's  work,  Customs  is  committed  to 
priority  placement  and  full  retraining.    This  will  allow  the  best  use  of  all  existing  human 
resources  and  should  provide  more  rewarding  careers  for  many  employees. 

Question:   Will  the  restructuring  entail  the  closure  of  regional  offices? 

Answer:   As  part  of  its  challenge  to  meet  the  current  and  future  demands  of  the 
Service's  customers,  the  IRS  has  determined  that  significant  organizational  change  is 
necessary.    Most  of  our  current  operating  structure  dates  from  a  major  reorganization  that 
was  completed  in  the  early  1950s.   This  reorganization  left  the  Service  with  a  highly 
decentralized  and  dispersed  management  structure.   We  are  still  studying  the  location  and 
organization  of  regional  offices.   The  number  of  employees  in  each  regional  office  is  being 
reduced  with  the  objective  of  placing  more  employees  in  front-line  compliance  work.   While 
the  IRS  has  announced  its  plan  to  reduce  the  number  of  regional  offices  from  seven  to  five, 
no  decisions  have  yet  been  made  as  to  which  offices  will  be  closed. 

At  this  time,  the  report  of  the  Customs  Study  Group  is  still  in  the  draft  stage. 
However,  delayering  is  a  basic  component  of  the  study,  as  well  as  of  the  National 
Performance  Review.    Regions  are  the  most  likely  layer  to  be  eliminated  in  Customs, 
because  they  primarily  provide  management  and  support  functions,  rather  than  customer 
services. 
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Buyouts/FTE  Reductions 

Question:  The  Administration  has  exempted  law  enforcement  FTE  from  across  the 
board  cuts  in  FY  1995,  causing  deeper  reductions  elsewhere.   Would  you  support 
continuation  of  the  law  enforcement  exemption  in  FY  1996,  even  if  it  meant  deeper  cuts  in 
other  Treasury  programs? 

Answer:   If  further  FY  1996  staffing  reduction  targets  are  assigned,  Treasury  seeks 
the  broadest  possible  latitude  to  determine  where  and  how  to  allocate  the  reductions. 

Question:   As  a  result  of  the  decision  to  cut  252,000  FTE  from  government  service, 
accounting  for  government  workers  has  emerged  as  a  significant  problem.   To  help  alleviate 
this  difficulty,  the  Committee  would  like  a  full  accounting  of  all  persons  working  for  the 
Treasury  Department  as  of  the  first  day  of  fiscal  year  1994,  including  direct  hire  personnel, 
reimbursable  FTE,  and  contractors. 

Answer:    The  following  table  exhibits  direct,  reimbursable  and  contractor  employees 
on  board  as  of  October  2,  1993.   Before  the  Committee  uses  the  data,  please  consider  the 
following: 

•  The  Office  of  Management  and  Budget  (0MB)  is  using  the  FY  1993  allotment 
as  the  base  upon  which  the  252,000  FTE  will  be  cut.   As  you  know,  the 
Federal  Government  must  be  reduced  by  100,000  by  the  end  of  FY  1995. 
The  additional  152,000  will  be  taken  in  FY  1996-FY  1999. 

•  The  reduction  is  to  average,  or  Full-Time  Equivalent  (FTE),  positions  rather 
than  to  on-board  positions.  Because  the  attached  table  presents  positions,  it,  in 
most  cases,  shows  a  higher  number  than  will  actually  be  used  in  FY  1994. 
Every  intermittent,  temporary  and  part-time  employee  is  shown  as  one 
position.   In  terms  of  FTEs,  those  employees  will  not  use  a  full  FTE  during 
the  year.  The  exception  would  be  the  Internal  Revenue  Service  which  will 
accrue  a  higher  FTE  than  shown  due  to  the  seasonal  nature  of  its  work. 

•  The  contractor  positions  on  board  as  of  October  2,  1993,  is  also  not  an 
entirely  accurate  representation  of  average  positions  for  the  entire  year.    For 
example,  the  Internal  Revenue  Service  had  539  contractor  personnel  on  board 
on  October  2,  but  expects  to  accrue  877  average  positions  by  the  end  of  the 
year  due  to  the  seasonal  nature  of  the  work. 

•  Finally,  the  Direct  and  Reimbursable  split  for  on-boards  is  based  on  the  FY 
1994  ceilings  shown  in  the  FY  1994  President's  Budget  Appendix.   Actual  on- 
board reimbursable  data  is  not  available  for  some  bureaus,  because  they  pay 
for  their  positions  with  Direct  funds  and  are  reimbursed  for  actual  hours 
worked. 
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BUREAU 

On-Board  (10/2/94) 
Dirert          Reimb. 

Total 

Contract 
On-Board 

Total 

DO 

1,063 

332 

1,395 

60 

1,455 

OIG 

302 

12 

314 

43 

357 

FmCEN 

148 

0 

148 

26 

174 

FLETC 

482 

4 

486 

887 

1,373 

JFMS. 

ATE 

2,209 
4.229 

115 

2,324 

182 

2,506 

142 

4,371 

130 

4.501 

uses 

18.065 

1,718 

19j,783 

1,722 

21,505 

Mint 

2.301 

26 

2.327 

186 

2.513 

APU 

2,171 

0 

lil71 

53 

2,224 

ms 

108.607 

1,403 

110_,010 

539 

110.549 

usss 

4.670 

:            0 

A670 

62 

4,732 

E&P 

2,903 

!                 0 

2,903 

181 

3.084 

OCC 

4.069 

!               0 

4,069 

40 

4.109 

OTS 

9009 

1               0 

7009 

87. 

9  091 

Tntal 

1fl228 

i           1.7S1 

i«>rt.Q8n 

4.191 

1M.171 
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Question:  Do  you  foresee  that  meeting  Govemment-wide  FTE  targets  would  cause 
RIFs  at  Treasury?   Will  buyout  authority  be  used? 

Answen   Four  of  our  bureaus  have  indicated  that  a  RIP  may  be  necessary  to  get 
them  to  their  target  levels.   One,  the  Office  of  Thrift  Supervision,  has  already  undergone  a 
RIF.  The  recent  passage  of  legislation  promoting  voluntary  separation  will  decrease  the 
likelihood  of  RIFs. 

Most  of  our  bureaus  have  expressed  interest  in  having  "buyouts"  as  a  downsizing  tool 
in  their  overall  reduction  plan. 


Sexual/Racial  Discrimination  in  ATF 

Question:   Serious  accusations  have  arisen  concerning  longstanding  patterns  of  sexual 
harassment  and  racial  discrimination  at  the  Bureau  of  Alcohol  Tobacco  and  Firearms. 
Director  Magaw  has  pledged  to  stop  this.   Because  of  the  gravity  of  the  charges,  the 
Committee  asks  that  the  Department  as  a  whole  support  Director  Magaw's  efforts  in  any  way 
possible. 

Answer:   We  at  Treasury  share  your  concerns  about  sexual  harassment  and  racial 
discrimination  in  law  enforcement  agencies,  in  general,  and  in  the  Bureau  of  Alcohol 
Tobacco  and  Firearms  (ATF),  in  particular.   We  believe  that  Director  Magaw  also  shares 
these  concerns,  and  we  fully  support  his  or  anyone  else's  efforts  to  guard  against  sexual 
harassment  and  racial  discrimination  in  Treasury's  law  enforcement  agencies.   Director 
Magaw's  recent  speech  at  a  conference  of  Women  in  Federal  Law  Enforcement  reflects  a 
new  era  of  ATF  awareness  of  and  commitment  to  sexual  and  racial  issues. 

As  part  of  Treasury's  ongoing  efforts  to  fight  discrimination  in  the  workplace. 
Secretary  Bentsen  established  an  Advisory  Panel  on  the  Prevention  of  Sexual  Harassment. 
The  panel  has  issued  a  draft  "Report  on  Sexual  Harassment  Prevention"  that  makes  findings 
and  recommendations  concerning  prevention  of  sexual  harassment  in  Treasury's 
Departmental  Offices  and  in  Treasury  bureaus.   The  final  version  of  the  report  will  be 
released  in  the  near  future,  and  its  recommendations  will  be  supported  by  all  appropriate 
resources  and  personnel.   Once  the  report  has  been  completed,  we  would  be  happy  to 
provide  the  Committee  with  copies. 
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Perfonnance  Management 

Question:  Treasury's  Bureaus  and  Offices  have  all  promised  to  identify  performance 
measures  and  implement  NPR  recommendations,  yet  few  have  much  to  show  as  of  yet.   The 
Committee  would  like  the  Department  to  compile  a  timetable  for  all  of  its  bureaus  and 
offices  to  identify  performance  measures,  submit  them  to  the  Committee,  and  begin 
implementation  of  the  recommendations  of  the  National  Performance  Review. 

Answer:  In  discussing  Treasury's  timetable  to  identify  performance  measures,  we 
would  like  to  call  your  attention  to  the  fact  that  Treasury  bureaus  have  already  developed 
many  results-oriented  performance  measures. 

Treasury  has  worked  very  hard  over  the  past  few  years  to  transition  from  measuring 
inputs  and  workload,  to  measuring  outputs  and  outcomes.   We  acknowledge  that  much  still 
needs  to  be  done,  but  each  bureau  has  a  process  in  place  to  develop  results-oriented 
performance  measures.    Many  of  Treasury's  measures  have  already  been  reported,  and  data 
bases  are  being  designed  to  accommodate  future  submissions. 

Treasury's  bureaus  have  a  long  track  record  of  measuring  performance  in  the 
traditional  sense.    These  measures  were  primarily  input  and  workload  measures  and  have 
been  reported  in  budget  documents  and  to  the  Bureau  of  Labor  Statistics  (BLS).    You  are 
familiar  with  the  budget  measures  reported.    For  FY  1996,  we  plan  to  add  new  output 
measures.    New  measures  submitted  by  the  bureaus  will  be  reviewed  by  Treasury  and  0MB 
before  inclusion  in  the  FY  1996  budget.   We  anticipate  having  new  measures  available,  but 
historical  data  may  not  yet  be  available  for  all  of  the  new  measures. 

Some  examples  of  measures  already  available  include  Treasury's  voluntary 
participation  in  the  reports  for  the  BLS.   These  measures  include  data  from  the  following 
nine  bureaus: 

•  Bureau  of  Alcohol  Tobacco  and  Firearms 

•  Bureau  of  Engraving  and  Printing 

•  Bureau  of  Public  Debt 

•  Federal  Law  Enforcement  Training  Center 

•  Financial  Management  Service 

•  Internal  Revenue  Service 

•  U.S.  Customs  Service 

•  U.S.  Mint 

•  U.S.  Secret  Service 

Other  measures  already  reported  include  extensive  output  and  outcome  measures  at 
the  program  level  as  part  of  the  Chief  Financial  Officers'  (CFO)  Act.    The  following 
Treasury  components  include: 

•  Bureau  of  Engraving  and  Printing 

•  Departmental  Offices 
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•  Financial  Management  Service 

•  Internal  Revenue  Service 

•  Office  of  the  Comptroller  of  the  Currency 

•  Office  of  Thrift  Supervision 

•  U.S.  Customs  Service 

•  U.S.  Mint 

Treasury  will  expand  CFO  coverage,  including  reporting  on  performance  measures,  to  all  of 
Treasury's  bureaus.    Some  bureaus  will  complete  CFO  statements  by  FY  1995.   All  bureaus 
will  be  phased  in  by  FY  1997.   Schedules  are  being  worked  out  with  the  bureaus  for 
completion  of  the  audited  financial  statements. 

Candidates  for  pilot  agencies  under  the  Government  Performance  and  Results  Act 
include  over  80%  of  Treasury  employees.   The  bureaus  covered  are  the  Bureau  of  Engraving 
and  Printing,  the  Internal  Revenue  Service,  the  U.S.  Customs  Service  -  Office  of 
Enforcement,  and  the  U.S.  Mint.   Output  and  outcome  measures  are  being  developed  for 
these  bureaus  and  will  be  tied  to  strategic  plans.   Performance  plans  are  now  being  developed 
and  performance  reports  on  the  pilots  will  be  available  by  the  end  of  the  fiscal  year. 

We  are  implementing  the  "Decision  Support  Attributes  for  Financial  Reporting 
Measures  and  Trend  Analysis"  (DART)  which  will  provide  the  Treasury  CFO  with  various 
means  of  evaluating  the  integrity  and  the  performance  of  fmancial  reporting.   Another 
automated  system,  the  Executive  Management  Support  System,  is  being  used  throughout  the 
Internal  Revenue  Service  to  help  measure  progress  and  a  new  system  is  coming  on  line  in  the 
Bureau  of  Engraving  and  Printing. 

Other  measures  have  been  developed  for  reporting  in  the  Federal  Managers'  Financial 
Integrity  Act  report.  Cash  and  Credit  Management  report,  and  the  Prompt  Pay  report.    Still 
other  measures  are  being  developed  as  part  of  Treasury's  laboratories  for  reinventing 
government  under  the  National  Performance  Review.   Internal  reports  with  performance 
measures  include  the  Monthly  Management  Control  Statistics  report,  and  the  Early  Warning 
System  report. 

Finally,  Treasury  has  incorporated  the  Executive  Order  on  "Setting  Customer  Service 
Standards"  into  all  of  Treasury's  bureaus,  including  bureaus  having  little  contact  with  the 
public  and  enforcement  bureaus.  We  are  also  looking  at  internal  customers.   The  results  of 
these  surveys  will  feed  into  our  performance  measurement  systems.    For  the  most  part  these 
surveys  are  just  now  being  developed,  and  measurable  results  are  not  expected  for  at  least  a 
year. 

As  you  can  see.  Treasury  is  quite  active  in  the  performance  measurement  arena.   We 
have  plans  to  expand  performance  measurement  to  all  of  Treasury  and  plan  to  link  strategic 
and  operational  planning,  budgeting,  and  evaluation  systems  for  better  service  to  our 
customers. 
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To  assist  you  in  your  oversight  role,  we  have  forwarded  the  following  documents  to 
the  Committee: 

•  Working  paper  entitled  "Criteria  for  Developing  Performance  Measurement 
Systems  in  the  Public  Sector"  (This  paper  has  been  sent  to  the  Government 
Performance  and  Results  Act  working  group.); 

•  Publication  by  the  Financial  Management  Service  entitled  "Performance 
Measurement  Guide"; 

•  Letter  to  Representative  Hoyer  identifying  Treasury  efforts  in  performance 
measurement;  and 

•  A  sample  standard  form  developed  by  the  Internal  Revenue  Service  and 
adapted  for  Treasury-wide  use  in  gathering  information  on  performance 
measurement. 


Counterfeitiiig  of  U.S.  Currency 

Question:    What  do  you  think  the  magnitude  of  the  counterfeiting  problem  is,  both  in 
the  United  States  and  abroad? 

Answer:   Though  it  is  difficult  to  track  worldwide  counterfeiting.  Treasury  estimates 
indicate  that  in  FY  1993,  $19.6  million  in  counterfeit  United  States  currency  was  passed  and 
$141.0  million  was  seized  worldwide,  for  a  total  of  $160.6  million.   This  represents  an 
increase  of  $51  million  from  FY  1992.   Through  the  first  six  months  of  the  current  fiscal 
year,  the  overall  passed  and  seized  total  is  over  $100  million. 

Question:  Some  publications  have  indicated  that  there  is  a  possibility  that  a  foreign 
government  may  be  involved.  Without  disclosing  classified  information,  can  you  comment 
on  these  allegations? 

Answer:    Based  on  the  classified  nature  of  the  investigation  related  to  these  published 
stories,  all  questions  concerning  them  should  be  answered  exclusively  in  executive  session. 

Question:    A  lot  of  drug  trafficking  involves  large  amounts  of  cash  payments,  usually 
in  large  denomination  bills.    Laundering  this  cash  is  a  problem  for  drug  dealers.    Could  you 
please  summarize  for  the  Committee  the  advantages  (counterfeiting,  money  laundering)  and 
disadvantages  (demonetization  of  U.S.  currency,  administrative  costs,  etc.)  to  the  U.S. 
Government  of  changing  the  style,  size,  color  or  compiling  the  exchange  of  that  currency  by 
a  certain  date? 

Answer:    A  new  currency  would  provide  a  new  fint  line  of  defense  against  the 
counterfeiting  threat.    The  inclusion  of  new,  overt  security  features  would  ensure  easier 
identification  of  counterfeit  U.S.  currency  by  the  general  public  or  at  the  "man  on  the  street" 
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level.   The  security  features  would  also  make  it  much  more  difficult  and  less  profitable  to 
manufacture  any  type  of  counterfeit  U.S.  currency. 

The  disadvantages  would  include  the  cost  associated  with  the  development, 
implementation  and  maintenance  of  a  new  currency  design.   Also,  because  as  much  as  two- 
thirds  of  U.S.  currency  is  in  circulation  overseas,  the  rollover  of  old  currency  into  new  may 
create  some  confusion  abroad.   As  a  result,  counterfeiting  activity  may  increase  in  the  short- 
term  as  the  transition  to  new  currency  is  made.   Domestically,  however,  the  introduction  can 
be  controlled  much  more  effectively. 

The  amount  of  U.S.  currency  overseas  makes  an  immediate  exchange  or  recall  of 
U.S.  currency  problematic. 


Tax  Compliance  Initiative  for  IRS  ($405  MilUon) 

Question:  What  is  the  status  of  the  $405  million  Tax  Compliance 
Initiative  for  IRS  and,  in  your  opinion,  how  important  is  it  to  fund  that  initiative? 

Answer:  The  Administration  is  working  with  the  Congress  on  a  budget  approach  that 
will  permit  the  funding  of  $405  million  in  additional  compliance  programs  in  FY  1995.   As 
of  the  end  of  March  1994,  the  Senate  had  approved  an  amendment  to  allow  the  Senate 
Committee  on  Appropriations  to  include  the  $405  million  in  any  IRS  appropriation  for  FY 
1995  through  FY  1999.   This  special  treatment  was  necessitated  by  the  spending  caps 
imposed  by  the  Budget  Enforcement  Act  of  1990.   The  Administration  will  continue  to  work 
with  the  House  and  the  Senate  to  ensure  appropriation  of  these  funds. 

Funding  of  these  initiatives  is  critical  to  the  IRS'  ability  to  increase  revenue 
collections.    Increasing  investment  in  compliance  programs  can  yield  several  times  its  cost  in 
additional  direct  enforcement  revenues  as  well  as  contribute  to  increased  voluntary 
compliance.   With  the  voluntary  compliance  level  currently  around  83%,  there  is  clearly 
room  for  improvement.   Any  additional  investment  in  tax  compliance  will  more  than  pay  for 
itself.   Tax  Systems  Modernization  is  giving  IRS  the  tools  it  needs  for  improved  revenue 
collection.   These  initiatives  will  provide  the  staffmg  to  use  those  tools  effectively. 


Money  Laundering 

Question:   The  Resident's  illegal  drug  control  strategy  shifts  the  emphasis  from 
interdicting  drugs  to  treatment  and  prevention.   While  this  is  indeed  a  solid  approach,  I  am 
concerned  that  this  may  mean  a  reduction  in  tracing  the  profits  from  illegal  drug  activities. 
Do  you  believe  that  money  laundering  is  a  serious  concern  for  this  country  and  what  can 
Treasury  do  to  reduce  this  kind  of  activity? 

Answer:   I  definitely  believe  that  money  laundering  is  a  serious  concern,  not  only  for 
this  country  but  for  most  of  the  world.   Narcotics  money  laundering  corrupts  lives,  financial 
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systems  and  judicial  systems.    And,  it  can  threaten  national  security.   However,  money 
laundering  goes  beyond  narcotics  and  may  involve  illicit  proceeds  from  anns  smuggling, 
terrorism,  embezzlement,  tax  evasion,  fraud,  and  other  crimes.    In  fact.  Customs  states  that 
the  bulk  of  money  laundering  may  not  be  drug  related. 

Of  all  the  Federal  agencies.  Treasury  is  unique  in  its  capability  to  fight  all  forms  of 
money  laundering.   Treasury  has  multi-disciplined  enforcement  to  fight  a  broad  spectrum  of 
money  laundering.    Customs  has  experience  in  conducting  financial  investigations  and  in 
combating  money  laundering,  smuggling,  overvaluation,  and  customs  fraud;  IRS  has  tax 
enforcement  experience  and  conducts  financial  investigations  to  attack  money  launderers; 
ATF  investigates  arms  smuggling;  the  Secret  Service  has  experience  in  financial  institution 
fraud,  counterfeiting  and  credit  card  fraud;  and  FinCEN  periforms  data  collection  and 
analysis  to  identify  emerging  trends,  patterns,  and  methodologies  of  money  laundering  as 
well  as  particular  areas  in  which  Federal,  state  and  local  law  enforcement  agencies  can 
effectively  direct  additional  personnel  and  assets.    Federal  prosecutors  in  one  case  stated 
FinCEN  played  a  major  role  in  dismantling  a  major  Southeast  Asian  heroin  trafficking 
network.   Treasury  has  regulatory  responsibility  under  the  Bank  Secrecy  Act  for  banks  and 
nonbank  financial  institutions;  we  are  working  with  them  to  get  better  and  more  timely 
information  to  law  enforcement  while  at  the  same  time  reducing  the  burden  on  affected 
fmancial  institutions. 

Treasury  also  has  the  financial  expertise  to  understand  global  financial  systems  and  to 
apply  that  knowledge  to  strengthen  such  systems,  including  via  international  financial 
institutions.   Treasury  has  promoted  anti-money  laundering  policies  in  its  leadership  of  the 
Financial  Action  Task  Force  and  the  Organization  of  American  States'  (OAS)  anti-money 
laundering  model  regulations.    It  is  becoming  increasingly  evident  that  seizing  money 
launderers'  funds  hurts  them,  and  the  best  way  to  do  that  is  to  focus  on  the  banks  and  other 
financial  institutions  they  use. 

Although  the  Administration  has  shifted  focus  to  prevention,  the  interdiction  efforts 
that  enable  identification  and  tracing  of  drug  money  trails  are  expected  to  continue.   In  many 
cases.  Customs  can  turn  drug  seizures  (interdiction)  into  successful  money  laundering 
investigations.   Subsequent  to  most  major  seizures,  Customs  obtains  financial  intelligence 
about  smuggling  organizations.    It  is  many  of  these  source  documents  that  FinCEN  and  other 
agencies  must  rely  upon  to  conduct  money  laundering  investigations.    For  example,  bills  of 
lading  and  other  import  documents  necessary  to  smuggle  a  container  shipment  of  drugs  into 
the  United  States  are  used  to  identify  core  bank  accounts  and  forfeitable  assets  and  exposes 
the  criminal  network  of  businesses  and  individuals  in  the  United  States. 

In  sum,  Treasury  recognizes  that  money  laundering  investigations  are  the  key  to 
dismantling  all  types  of  crime  at  its  core.   Consequently,  Treasury  will  continue  to  focus 
much  of  its  enforcement  resources  on  drug  and  other  forms  of  money  laundering. 
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QUESTIONS  FOR  THE  RECORD 
FROM  CONGRESSMAN  DARDEN 

Question:   Secretary  Bentsen,  an  important  function  of  the  Treasury  Department  is 
the  help  other  agencies  collect  delinquent  debt  owed  to  the  Federal  Government.   One  of  the 
more  successful  debt  collection  tools,  the  tax  refund  offset  program,  withholds  tax  refunds 
from  individuals  who  ar  delinquent  of  Federal  student  loans  and  other  debts. 

Since  its  creation  in  1984,  the  tax  refund  offset  program  has  collected  more  than  $3.5 
billion.   Last  year  alone,  the  program  helped  Treasury  collect  $700  million  owed  to  the 
taxpayers. 

Recently,  the  IRS  has  ruled  that  agencies  cannot  use  contractors  to  process  tax 
information  and  ferret-out  debtors.   The  net  effect  of  this  opinion,  if  made  policy,  would  be 
the  virtual  destruction  of  the  tax  refund  offset  program,  and  an  annual  loss  in  collections  of 
about  $600  million. 

I  do  not  believe  that  it  was  the  intention  of  Congress  to  enact  this  debt  collection 
statute,  only  to  have  the  IRS  effectively  interpret  it  to  death.   What  will  you  do  to  clarify 
Treasury's  position  and  ensure  the  continued,  full  utilization  of  tax  refund  offset  as  intended 
by  Congress.? 

Answer:    Under  26  U.S.C.  6103(p)(4),  the  Internal  Revenue  Service  (IRS)  has  a 
statutory  obligation  to  ensure  that  certain  safeguard  requirements  are  met  by  agencies  that 
receive  tax  return  information.  The  IRS  does  not  believe  that  these  statutory  safeguards 
hinder  full  utilization  of  the  tax  refund  offset  program.   It  will  continue  to  work  closely  with 
agencies  to  ensure  that  continued  success  of  the  tax  refund  offset  program  while 
simultaneously  ensuring  compliance  with  the  mandates  of  the  Internal  Revenue  Code. 

Question:   Mr.  Secretary,  I  am  concerned  about  how  the  FFB  is  working  with  the 
REA  program  and  specifically  the  nation's  generation  and  transmission  cooperatives  who 
provide  electricity  for  the  nations'  rural  electric  cooperatives.   Do  you  believe  that  these 
G&Ts,  who  are  able  to,  should  graduate  from  REA  and  into  the  private  market,  and 
wouldn't  such  graduation  be  consistent  with  re-inventing  government? 

Answer:   Yes,  and  I  believe  that  Secretary  Epsy  and  the  staff  at  the  DqKirtment  of 
Agriculture  are  working  on  various  ideas  to  accomplish  these  goals.   At  the  same  time, 
however,  we  have  been  working  with  our  colleagues  at  OMB  and  Agriculture  to  ensure  that 
this  is  accomplished  in  a  way  that  would  protect  the  interest  of  taxpayers. 

Question:   In  order  to  accomplish  this  graduation,  you  have  the  ability  to  provide 
partial  waivers  to  FFB  prqiayment  penalties  as  given  to  you  in  section  306(a)  of  the  Rural 
Electrification  Act.   I  understand  that  presently  some  of  the  FFB  prqjayment  penalties  are 
very  excessive  -  £q>proaching  25%  of  the  principal.   Do  you  support  providing  partial 
waivers  of  prepayment  penalties? 
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Answer:    We  do  not  believe  such  waivers  are  the  most  appropriate  route  unless  there 
are  compensating  benefits  provided  to  taxpayers.    As  you  know,  many  of  the  cooperatives 
you  speak  of  entered  into  Uieir  Federal  Financing  Bank  (FFB)  loans  at  a  time  when  interest 
rates  were  high  and  FFB  borrowing  essentially  provided  them  with  a  lower,  subsidized 
interest  rate.   Now  that  interest  rates  have  dropped,  they  are  now  seeking  to  prepay  their 
loans,  but  they  are  also  seeking  a  waiver  of  prepayment  penalties. 

I  As  Secretary  of  the  Treasury,  I  am  responsible  for  protecting  the  interests  of  all 

taxpayers.   While  I  share  your  concern  for  the  financial  health  of  rural  electric  cooperatives, 
waiving  duly  negotiated  and  agreed  upon  contractual  taxpayer  benefits  without  gaining 
offsetting  taxpayer  benefits  is  not  the  answer.   The  prepayment  penalties  that  are  sought  to  be 
waived  could  total  hundreds  of  millions  of  dollan.   These  financial  benefits  belong  to  all 
Americans. 

Question:   Will  you  provide  for  this  committee  the  National  Performance  Review 
analysis  on  the  FFB  and  Treasury's  detailed  FY  1995  budget  justification  for  the  FFB? 

Answer:    We  have  been  informed  by  the  National  Performance  Review  that  they  do 
not  plan  to  publish  an  analysis  or  recommendations  on  the  Federal  Financing  Bank  (FFB). 
The  Department,  however,  continues  to  look  at  all  aspects  of  its  operations  for  areas  needing 
improvement.   The  Federal  Financing  Bank  will  receive  the  same  attention. 

I  Budget  estimates  for  the  FFB  are  developed  by  projecting  interest  payments  from 

igencies  to  the  FFB,  and  from  the  FFB  to  Treasury,  for  the  FFB's  portfolio  of  outstanding 
loans.    FFB  debt  holdings  have  been  decreasing  steadily  since  1992,  when  the  Federal  Credit 
Reform  Act  enabled  agencies  to  finance  their  borrowing  directly  from  Treasury  rather  than 
borrowing  from  the  FFB.   FFB's  holdings,  which  are  primarily  loans  obligated  prior  to 
credit  reform,  decreased  fh)m  $164.4  billion  to  $129.3  billion  during  1993,  and  are 

.estimated  to  decline  further  to  $100.1  billion  by  the  end  of  1995. 

'  Estimates  for  agency  rqayment  of  FFB  borrowing  are  presented  in  the  table  "Net 

Lending  and  Loans  Outstanding,  End  of  Year"  in  the  1995  Budget  Appendix  (p.  723).   FFB 
interest  collections  from  agencies  and  FFB  interest  payments  to  Treasury  are  shown  in  the 
"Program  and  Financing  Schedule'  earlier  in  the  same  section. 
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QUESTIONS  FOR  THE  RECORD 
FROM  CONGRESSMAN  McDADE 


Appropriation  Request 


Question:  The  total  request  for  the  Department  of  the  Treasury  appropriated 
accounts  is  $10,444,335,000.  Of  this  amount,  $94.0  million  is  assumol  to  be  available  fh)m 
an  increase  in  the  Merchandise  Processing  Fee,  and  $13.6  million  from  the  Special 
Occupational  Tax.   The  request  assumes  additional  fees  for  the  Internal  Revenue  Service. 
How  much  of  the  total  appropriated  request  is  assumed  to  be  available  from  changes  in  fees? 
Aren't  these  fees  just  another  tax? 

Answer:  The  maximum  budget  authority  requested  for  all  the  operating  accounts 
added  together  is  $10,609,035,000.  However,  proposed  new  offsetting  collections  for  the 
cost  of  fully  discretionary  services  being  provided  to  the  public  by  IRS  and  the  Bureau  of  the 
Public  Debt  (BPD)  are  projected  to  reduced  the  appropriations  ultimately  realized  to  the 
$10,444,335,000  request  you  cite.   Within  this  request  are  a  Customs  fee  change  and  an 
ATF  tax  collection  re-estimate  that  are  intended  to  be  credited  to  the  Appropriations 
Subcommittee  under  the  Budget  Enforcement  Act,  thereby  serving  to  reduce  the 
Subcommittee's  net  total  budget  authority  and  outlay  requirements. 

The  fee  change  is  limited  to  the  $94.0  million  increase  in  the  Merchandise  Processing 
Fee,  associated  with  enactment  of  the  North  American  Free  Trade  Agreement  (NAFTA)  and 
with  maintaining  adequate  support  of  existing  merchandise  processing  activities.   This  fee 
increase  is  beneficial  to  all  free  traders  and  especially  to  those  enjoying  the  benefits  of 
NAFTA,  because  it  will  ensure  more  timely  processing  of  the  larger  amount  of  goods 
moving  across  our  borders.   This  increase  is  intended  to  offset  the  amount  that  the 
Committee  would  otherwise  have  to  appropriate  from  the  General  Fund. 

A  $13.6  million  estimated  increase  in  collections  of  the  Special  Occupational  Tax 
(SOT)  also  is  proposed  to  offset  the  amount  needed  for  appropriation  from  the  General  Fund. 
This  is  oQl  a  new  tax  but  a  more  effective  mechanism  for  collecting  an  existing  tax.  Only  the 
compliance  approach  for  ensuring  collection  of  the  tax  is  being  proposed  for  change,  not  the 
tax  rate  or  the  collection  point. 
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Question:   Identify  the  following  by  appropriated  account:    1995  Appropriation 
Request,  1995  Proposed  Fee  Receipt,  and  1995  Program  Level. 

Answer:   The  following  table  illustrates  the  types  of  fees  being  proposed,  and  the 
appropriation  accounts  they  affect: 


Proposed  Offsets  to  Treasury  Appropriations 

(doBan  ia  ifaooMuids) 

Bureau 

of  the 

Public 

Debt 

Bureau 

of 
Alcohol, 
Tobacco 

and 
Firearms 

United 

States 

Customs 

Service 

Internal 

Revenue 

Service 

(Four 

Accts.) 

1995  Appropriation 
Request  from  General 
Fund  (Net) 

180,484 

366,702 

738,532 

7,465,995 

1995  Proposed  Fees 
(Deposited  in  Special 
Fund  to  offset  General 
Fund  appropriation 
requirement) 

13.600 

94,000 

1995  Proposed  Fees  for 
Discretionary  Services 
(Offsetting  Collections) 

3,105 

146,600 

Previously  Existing 
Offsetting  Fees 

644,532 

1995  Program  Level  and 
Gross  Appropriation 
Requirement 

183,589 

380,302 

1,398,283 

7,612,595 

1 
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Question:  Of  these  fees,  which  ones  require  the  enactment  of  legislation?  Has  this 
legislation  been  submitted?  Identify  all  House  and  Senate  authorizing  committees  with 
jurisdiction  over  these  proposals,  by  proposal  and  committee. 

Answer:    In  order  to  properly  score  these  proposals  under  the  discretionary  caps,  all 
of  the  fees  require  enactment  of  legislation.   Proposed  modifications  to  authorizing  legislation 
are  contained  within  proposed  appropriation  language,  submitted  in  the  President's  Budget 
for  each  account. 

Question:  If  legislation  is  not  enacted  to  generate  these  fees,  describe  the  impact  on 
program  activity  by  program.   For  instance,  the  request  for  ATF  assumes  $13.6  million  in 
increased  revenue  from  the  Special  Occupational  Tax  to  partially  pay  for  the  Alcohol 
Compliance  Program.   What  happens  if  this  revenue  is  not  generated?   Specifically,  by 
program,  what  activities  will  not  be  undertaken? 

Answer:  While  the  modifications  are  contained  in  proposed  appropriations  language, 
if  the  Appropriations  Committee  did  not  enact  the  proposed  appropriations  language,  and 
correspondingly  reduced  the  total  amount  to  be  appropriated  to  Customs  and  ATF, 
deficiencies  in  bureau  operations  would  occur  as  follows: 

•  The  Bureau  of  Alcohol,  Tobacco,  and  Firearms'  Alcohol  Compliance 
program,  which  collects  $7.6  billion  in  excise  taxes,  protects  market  integrity, 
and  looks  out  for  the  interest  of  alcohol  consumers,  would  experience  a  25 
percent  decrease  to  its  $54.6  million  and  759  FTE  program.   Workers  would 
be  fiirloughed  or  RIFed,  and  revenue,  consumer  safety  and  market  integrity 
would  suffer. 

•  The  Customs  Service  would  be  unable  to  move  goods  crossing  the  Mexican 
border  at  an  acceptable  rate,  and  perform  an  adequate  level  of  overall 
inspections  to  ensure  compliance  with  trade  and  tariff  requirements. 

Of  course,  the  total  amounts  requested  for  Customs  and  ATF  are  proposed  for 
appropriation  regardless  of  whether  the  fee  increases  are  enacted.   However,  because  the  fees 
are  designed  to  reduce  the  net  amount  that  the  Committee  would  need  to  appropriate  fi'om 
the  General  Fund  for  Treasury  in  order  to  remain  within  the  discretionary  spending  caps,  the 
failure  to  authorize  these  fee  increase  would  then  require  alternative  approaches  to  meeting 
the  spending  caps. 
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FTE  Reductions 


Question:  The  President  supports  a  reduction  in  full  time  employee  equivalents 
(FTEs)  of  252,000  over  the  next  six  years.    Accordingly,  each  federal  agency  in  the 
executive  branch  has  been  given  tentative  FTE  allocations  for  FY  1995  that  would  continue 
the  process  of  achieving  these  reductions.   Provide  the  following  information  by 
appropriations  account:   FY  1993  base,  FY  1993  actual,  FY  1994  estimate,  FY  1995 
estimate.  Change:  1993-1995. 

Answer:   The  following  table  provides  this  information: 


BUEFAU 

FY  1993 

OMB           Actual 
Baseline 

FY  1994 
Estimate 

FY  1995 
Request 

Ptt. 
Diff. 

DO 

1.399 

1.379 

1,425 

1,404 

0.4% 

OIG 

325 

311 

311 

330 

1.5% 

FmCEN 

155 

152 

151 

149 

-3.9% 

in- 

126 

0 

0 

0 

_ 

FLEiC 

475 

478 

474 

467 

-1.7% 

FMS 

2.347 

2.315 

2,313 

2.246 

-4.3% 
-3.5% 

Ali- 

4.465 

4.367 

4,332 

4.310 

USCS 

19.164 

19.181 

19,732 

19.864 

3/7%_ 

6.3% 

Mint 

2.184 

2.233 

1,308 

2.321 

APD 

2.190 

2.189 

2,.153 

2.107 

-3.8% 

IRS 

118.649 

114.938 

111,283 

111.116 

-6.3% 

usss 

4.616 

4.656 

1,659 

4.588 

-0.6% 
3.0% 

E&P 

2.910 

2.835 

2,998 

2.998 

OCC 

3.950 

3.875 

4,000 

3.900 

-1.3% 

OTS 

?77S 

9  947 

9  im 

1  onn 

-lfiS«, 

Total 

1«2V» 

l/il  Ifl 

1K1  219 

i^7  7ftn 

-A.(i% 

0MB  Alloc, 

W.23Q 

163.099 

161.821 

4.0% 
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Question:  Has  the  Department  of  Treasury  received  tentative  FTE  allocations,  or  any 
other  guidance,  for  FY  1996  and  beyond?  What  are  those  allocations  and  what  has  that 
guidance  been? 

Answer:  We  have  been  advised  by  the  Office  of  Management  and  Budget  that  initial 
guidance  on  budget  authority,  outlay,  and  FTE  for  FY  1996  through  FY  1999  will  be  issued 
in  late  April.  This  will  be  the  starting  point  for  the  Executive  Branch  formulation  of  the  FY 
1996  budget  to  be  submitted  to  Congress  next  February. 

Question:  The  President's  budget  assumes  a  total  reduction  of  5.1  percent  for  the 
Department  of  Treasury  from  FY  1993-FY  1995.   To  date,  how  have  these  reductions  been 
achieved?  Will  Treasury  meet  its  1994  target  without  RIFS? 

Answer:  Treasury  expects  to  reduce  FTEs  by  4.6  percent  by  the  end  of  FY  1995, 
which  exceeds  the  4  percent  reduction  directed  in  Executive  Order  12839. 

One  of  our  bureaus,  the  Office  of  Thrift  Supervision  (OTS),  has  already  undergone  a 
RIF  as  part  of  their  downsizing  efforts  which  began  in  1990  due  to  the  shrinkage  of  the  thrift 
industry.   Since  1990,  OTS  has  reduced  its  staff  by  over  40  percent,  from  3,600  FTE  to 
under  1,900  FTE. 

Question:  The  Congress  is  considering  legislation  to  offer  federal  employees  an 
incentive  payment  of  $25,000  to  resign  or  retire.    In  discretionary  appropriations,  incentive 
payments  may  cost  agencies  as  much  as  $1.4  billion  during  the  first  year  alone. 

Does  Treasury  have  discretionary  resources  to  absorb  the  cost  of  buy  out  legislation? 
If  buy  out  legislation  were  enacted,  would  Treasury  participate?  What  is  the  current  attrition 
rate  at  Treasury?   How  does  this  compare  to  previous  years?   Explain  any  differences. 

Answer:   Most  of  Treasury's  bureaus  have  expressed  interest  in  offering  buyouts  to 
their  employees  in  order  to  meet  there  staffing  targets,  or  to  as  a  tool  to  assist  in 
reorganizing  with  a  minimum  of  disruption. 

Like  most  other  agencies.  Treasury's  bureaus  would  rely  primarily  on  salary  savings 
to  offset  the  costs  of  buyout  incentives.   However,  since  legislation  has  been  enacted 
relatively  late  in  the  fiscal  year,  we  expect  most  bureaus  to  postpone  the  bulk  of  their  buyout 
offers  until  early  FY  1995  in  order  to  maximize  these  salary  savings  and,  therefore,  the 
capability  to  offer  buyouts. 

Our  largest  bureaus  report  current  attrition  rates  between  2  percent  to  3.5  percent, 
compared  with  previous  rates  of  4  percent  to  6  percent.   We  believe  the  decline  in  attrition  is 
associated  with  the  general  tendency  of  most  people  to  remain  in  their  positions  during  times 
of  economic  uncertainty.   Also,  a  more  limited  number  of  job  opportunities  exist  within  the 
Government,  as  reorganizations  and  other  rightsizing  actions  are  undertaken.    Finally,  it  is 
likely  that  some  personnel  have  remained  in  their  jobs  in  anticipation  of  the  enactment  of 
buyout  legislation. 
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Priorities  of  the  President 

Question:   Your  testimony  indicates  that  BATF  will  play  a  leading  role  in  the 
Administration's  war  on  violence.    At  the  same  time,  the  FY  1995  request  for  ATF  increases 
by  only  $7.8  million  (2  percent)  over  the  1994  appropriated  level,  whereas  the  IRS  program 
level  jumps  by  $260  million  (3.5  percent).    Recognizing  that  there  are  tight  spending 
constraints  that  require  tough  choices,  do  you  feel  that  BATF  resources  are  sufficient  to 
allow  the  Bureau  to  act  as  leader  in  the  Administration's  war  on  violence? 

Answer:   I  believe  that  the  BATF  has  sufficient  resources  to  make  an  impact  on  the 
Administration's  war  on  violence.   In  addition,  enhanced  levels  of  resources  for  ATF  are 
authorized  in  the  Senate-passed  version  of  the  Crime  Bill.   The  Administration  supports  the 
authorization  of  enhanced  resources  for  ATF  in  the  final  version  of  the  Crime  Bill. 

Question:   Was  the  amount  included  in  the  President's  request  for  BATF  the  amount 
requested  by  the  Department  of  Treasury  to  the  Office  of  Management  and  Budget?  If  not, 
what  was  originally  requested  by  Treasury  and  how  was  this  modified  by  OMB? 

Answer:   The  Department  requested  $392.6  million  from  OMB  for  ATF's  FY  1995 
budget.   This  request  included  $18.7  million  in  program  initiatives.   During  negotiations  on 
the  fmal  FY  1995  request  level,  the  approved  initiative  level  was  reduced  by  $9.6  million  to 
$9.1  million  and  a  number  of  technical  adjustments  were  made  resulting  in  an  additional  net 
reduction  of  $2.7  million.   The  initiative  reductions  were  in  the  areas  of  law  enforcement 
technology  and  equipment  improvements  and  upgrades  to  the  bureaus'  financial  systems. 

Question:   List  all  crime  initiatives  proposed  in  Treasury's  FY  1995  budget  by 
appropriation  account.    Where  applicable,  include  a  comparison  to  FY  1994  and  FY  1993. 

Answer:   The  following  is  a  list  of  the  FY  1995  President's  Budget  request  for 
Treasury  anti-crime  initiatives. 


Crime  Initiatives  Proposed  in  Treasury's  FY  1995  Budget               | 

Account 

Initiative 

BA($000) 

HE 

AlF 

President's  Anti- Violent  Crime  Firearms  Policy 

5,885 

2 

All- 

Agent  Safety  Equipment 

500 

0 

Customs 

Trade  Enforcement 

25,249 

186 

Totel 

Treasury  Anti-Crime  Initiatives 

31,634 

188 
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Question:  Do  you  support  cuts  in  federal  personnel  in  order  to  fund  crime  initiatives, 
as  recently  endorsed  by  the  President? 

Answen   Yes.   These  initiatives  will  put  100,000  new  police  officers  on  the  street 
while  streamlining  government  to  accomplish  the  same  or  more  with  fewer  FTEs. 
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QUESTIONS  FOR  THE  RECORD 
FROM  CONGRESSMAN  UGHTFOOT 


Cuts  in  Treasury  Law  Enforcement  FTEs 

Question:   Since  your  statement  indicates  that  over  40  percent  of  your  mail  has  been 
'about  crime  and  law  enforcement  initiatives,  I'm  a  little  surprised  that  you  were  willing  to  go 
along  with  cuts  in  law  enforcement  FTEs  in  Treasury's  bureaus.   If  crime  is  such  a  higher 
priority,  why  cut  those  necessary  personnel? 

L       Answer  The  Dqartment  is  fiilly  committed  to  implementing  the  President's 
orities.  We  are  on  target  to  meet  the  President's  goals  to  reduce  the  size  of  the  civilian 
workforce.   Treasury  expects  to  reduce  FTEs  by  4.6  percent  by  the  end  of  FY  1995, 
exceeding  the  4  percent  reduction  target  directed  in  Executive  Order  12839. 

In  devising  and  carrying  out  our  downsizing  plans,  we  have  been  very  careful  to 
minimize  the  impact  on  priority  areas,  including  revenue  collection,  debt  reduction,  and  law 
enforcement. 

In  FY  1995,  Treasury  exempted  from  further  FTE  cuts  law  enforcement  components 
within  the  Bureau  of  Alcohol,  Tobacco  and  Firearms,  commercial  operations  within  the  U.S. 
Customs  Service,  and  tax  law  enforcement  within  the  Internal  Revenue  Service. 

Question:  You  have  proposed  a  number  of  new  user  fees  for  Treasury  bureaus.  I'm 
sure  it's  no  secret  I  am  not  a  fan  of  increasing  user  fees.  What  will  you  do  if  Congress  does 
not  authorize  these  increased  fees? 

Answer:   The  user  fee  concept  is  intended  to  remove  from  the  general  tax  burden 
those  government  services  that  are  of  clear  benefit  to  a  delineable  entity,  either  commercial 
or  individual.   The  proposed  user  fees  meet  this  criterion,  and  pay  for  such  services  is 
sometimes  mandatory  and  sometimes  discretionary. 

The  fees  proposed  to  be  charged  by  IRS  and  the  Bureau  of  the  Public  Debt  are 
already  authorized,  but  require  proposed  appropriation  language  to  be  credited  directly  to 
those  bureaus'  operating  accounts  rather  than  to  the  General  Fund.   The  Merchandising 
Processing  Fee  increase  proposed  for  the  Customs  Service,  and  the  Special  Occupational  Tax 
collection  method  proposed  for  the  Bureau  of  Alcohol,  Tobacco  and  Firearms,  are  not 
contrary  to  the  programmatic  intent  or  substance  of  the  existing  authorizing  legislation.   If 
any  of  these  fees  or  their  proposed  application  are  not  authorized,  there  would,  of  course,  be 
a  direct  programmatic  impact,  if  the  Commiaee  correspondingly  reduced  the  amount 
appropriated.  The  budgets  predicated  on  these  fees  are  already  substantially  pared  down 
from  earlier  years.   The  following  is  a  short  list  of  potential  impacts  from  not  authorizing 
these  fees  and  reducing  the  specific  appropriations  accordingly: 


1078 


•  The  Bureau  of  Alcohol,  Tobacco,  and  Firearms'  Alcohol  Compliance 
program,  which  collects  $7.6  billion  in  excise  taxes,  protects  market  integrity, 
and  looks  out  for  the  interest  of  alcohol  consumers,  would  experience  a  25 
percent  decrease  to  its  $54.6  million  and  759  FTE  program.    Workers  would 
be  furloughed  or  RIFed,  and  revenue,  consumer  safety  and  market  integrity 
would  suffer. 

•  The  Customs  Service  would  be  unable  to  move  goods  crossing  the  Mexican 
border  at  an  acceptable  rate,  and  perform  an  adequate  level  of  overall 
inspections  to  ensure  compliance  with  trade  and  tariff  requirements. 

•  The  Internal  Revenue  Service  would  continue  providing  the  services  that  the 
fees  are  intended  to  cover.   However,  the  only  practical  way  to  absorb  the  loss 
would  be  reductions  in  both  labor  expenditures  and  Tax  System 
Modernization.   This  would  likely  have  a  detrimental  effect  on  the  capacity  to 
process  219  million  tax  returns  and  to  collect  the  corresponding  revenues 
anticipated  in  the  President's  Budget.   It  would  also  delay  generating  future 
productivity  savings,  service  improvements,  and  taxpayer  burden  reduction. 

•  The  Bureau  of  the  Public  Debt  would  be  unable  to  maintain  a  timely 
responsiveness  to  individual  investors  in  marketable  securities. 

Of  course,  the  total  amounts  requested  for  Customs  and  ATF  are  proposed  for 
appropriation  regardless  of  whether  the  fee  increases  are  enacted.    However,  because  the  fees 
are  designed  to  reduce  the  net  amount  that  the  Committee  would  need  to  appropriate  from 
the  General  Fund  for  Treasury  in  order  to  remain  within  the  discretionary  spending  caps,  the 
failure  to  authorize  these  fee  increase  would  then  require  alternative  approaches  to  meeting 
the  spending  caps.   Such  approaches  would  require  that  the  budgets  of  either  Treasury 
bureaus  or  other  agencies  be  reduced  to  satisfy  the  spending  caps. 

Question:  Your  ATF  proposals  to  dramatically  reduce  the  number  of  Federal 
firearms  licensees  would,  it  appears,  largely  cut  out  the  smaller  dealers  -  those  who  cannot 
afford  the  $600  fee.    Do  you  believe  smaller  dealers  or  larger  dealers  are  more  likely  to  be 
the  source  of  firearms  used  in  the  commission  of  violent  crimes? 

Answer:   Currently  there  is  no  statistical  data  to  compare  large  volume  dealers  to 
small  volume  dealers  in  regards  to  the  number  of  firearms  sold  which  are  used  in  the 
commission  of  violent  crime.    ATF  firearms  trace  information  can  identify  the  dealers  selling 
the  firearms  used  in  crime.   However,  no  information  is  furnished  to  ATF  to  indicate  the 
volume  of  firearms  being  sold  by  Federal  Firearms  Licensees  (FFLs). 

ATF  estimates  that  only  20  percent  of  FFLs  are  business  owners.   The  remaining  80 
percent  are  dealers  who  operate  primarily  out  of  their  homes. 

A  study  conducted  by  ATF  of  the  business  volume  and  activity  of  FFLs  regarding  the 
disposition  of  firearms  is  as  follows: 
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•  46%  disposed  of  no  firearms; 

•  34%  disposed  of  1  to  10  firearms; 

•  13%  disposed  of  11  to  50  firearms;  and 

•  7%  disposed  of  over  50  firearms. 

Currently,  there  are  more  than  250,000  FFLs.   Due  to  the  large  volume  of  FFLs,  ATF  is  not 
ible  to  conduct  annual  inspections  of  every  FFL  to  ensure  compliance  with  Federal  laws  and 
regulations.   If  the  number  of  FFLs  were  reduced  by  increasing  licensing  fees,  expanding 
jackground  checks,  and  improving  automation,  ATF  could  conduct  thorough  inspections  of 
^ch  licensee  to  ensure  each  was  operating  legitimately.   These  inspections  would  also  help 
dentify  prohibited  persons  and  'straw  purchasers"  who  are  purchasing  firearms  for  criminal 
ise.   Through  controls  such  as  these,  illegal  firearms  trafficking  operations  could  be 
dentified  sooner  and  aggressive  enforcement  actions  initiated;  thus,  reducing  the  number  of 
:rime  guns  available  on  the  streets  and  thereby  facilitating  regulation  of  the  industry. 


White  House/Treasury  Meetings  on  Madison- Whitewater 

Question:  Did  either  you,  or  Deputy  General  Counsel  Dennis  Foreman,  who  I 
understand  is  Treasury's  Chief  Ethics  Officer,  receive  advance  notification  of  meetings  which 
:ook  place  between  Treasury  Department  officials  and  White  House  officials  regarding  the 
Whitewater  investigation? 

If  not,  why  not? 

When  did  you,  or  Deputy  General  Counsel  Foreman,  first  receive  notification  that 
"  these  meetings  had  taken  place? 

I  1  fmd  it  amazing  that  such  meetings  would  not  raise  ethical  questions,  particularly  in 

'  light  of  the  memo  issued  last  year  by  the  White  House  following  the  travel  office  incident, 
which  cautioned  Administration  officials  against  meeting  with  regulatory  agencies 
investigating,  or  about  to  undertake  an  investigation,  of  the  agency  in  question.   Why  were 
you  and  Deputy  General  Counsel  Foreman  not  given  advance  notification,  particularly  if  Mr. 
Foreman  is  Treasury's  Chief  Ethics  Officer? 

Answer:   As  the  Secretary  said  on  March  3,  the  day  The  Washington  Post  reported  a 
meeting  between  Treasury  staff  and  White  House  staff  for  the  first  time,  "I  did  not  attend 
any  of  these  meetings."   Given  that  Congress  has  barred  the  RTC  Oversight  Board,  which 
the  Secretary  chairs,  from  intervening  in  any  case  before  the  RTC,  these  matters  would  not 
come  to  his  attention.  Treasury  staff  has  known  this  from  the  day  he  walked  into  Treasury. 

The  Secretary  has  not  done  any  fact-finding  on  his  own  -  things  like  examining 
records  or  interviewing  individuals.   Independent  professionals  are  and  will  be  carrying  out 
complete  review,  and  that's  the  way  it  should  be  done.   The  Independent  Counsel  has  made 
clear  that  his  investigation  will  be  most  effective  if  there  are  not  parallel  investigations 
interfering  with  it. 
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When  the  Secretary  learned  of  these  meetings  he  immediately  asked  the  Office  of 
Government  Ethics  -  an  agency  independent  of  Treasury  --  to  report  to  him  on  any  ethical  or 
conflicts  questions  raised  by  these  facts.   The  Office  of  Independent  Counsel  has  asked  the 
OGE  and  Treasury's  Inspector  General  to  put  their  reviews  on  hold,  which  they  are  both 
doing.  Those  are  independent  judgments. 

The  Treasury  Department  has  cooperated  fiilly  with  Mr.  Fiske.  We  invited  in  15 
investigators  and  auditors  from  the  TRS  Inspector's  office  to  search  our  offices  and 
computers,  including  the  Secretary's.   We  turned  up  over  5600  pages  of  material  so  far.   The 
memories  of  thirty-five  computers  have  been  examined  line-by-line  by  the  investigators, 
consuming  over  1000  hours  of  staff  time. 

In  short,  the  Secretary  was  already  on  the  record  about  what  he  knew  before  the 
Independent  Counsel  subpoenaed  anyone.  In  light  of  the  clearly  stated  preference  of  the 
Independent  Counsel  and  the  work  that  the  OGE  and  the  Inspector  General  will  be  doing 
once  the  Independent  Counsel  tells  them  they  won't  interfere  with  his  work,  the  Secretary 
has  not  conducted  a  personal  investigation.  The  Secretary  wants  reviews  of  these  matters 
conducted  by  professionals.  That  will  and  should  be  done  once  the  Independent  Counsel 
completes  the  relevant  aspects  of  his  investigation 

Question:  If  you  cannot  comment  about  this  matter,  when  do  you  expect  the  Office 
of  Government  Ethics  to  report  back  to  you  on  this  matter? 

Answer:   Treasury  asked  the  Office  of  Government  Ethics  to  provide  their  assessment 
of  the  actions  of  Treasury  officials  who  attended  meetings  with  White  House  staff.   In 
making  that  request,  we  offered  the  help  of  Treasury  staff,  which  certainly  could  include  the 
Inspector  General.   After  meeting  with  the  Office  of  the  Independent  Counsel,  OGE 
informed  us  that  they  have  agreed  not  to  take  any  action  at  this  time  that  would  jeopardize 
any  investigation  now  being  conducted  by  Mr.  Fiske.   Once  Mr.  Fiske's  office  notifies  OGE 
than  an  administrative  review  of  employee  conduct  in  this  matter  may  proceed,  OGE  will 
work  with  Treasury's  Inspector  General,  who  had  been  asked  by  Congressman  Wolf  to  look 
into  the  matter,  so  that  any  information  relevant  to  issues  of  the  application  of  the  Standards 
of  Ethical  Conduct  to  Treasury  employees  can  be  developed.   Based  on  that  information, 
OGE  will  give  the  Secretary  their  views  as  he  requested. 
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QUESTIONS  FOR  THE  RECORD 
FROM  CONGRESSMAN  WOLF 


White  House/Treasury  Mertings  on  Madison- Whitewater 

Question:   How  can  a  political  appointee  of  an  executive  branch  department  make 
what  are  in  effect  law  enforcement  decisions  for  an  independent  federal  agency  if  they  touch 
upon  the  President  as  they  may  in  this  case? 

Do  you  think  it  is  ethically  questionable  for  a  political  appointee  of  the  Department  of 
Treasury  to  make  decisions  for  an  independent  federal  agency  when  the  President  or  the  First 
Lady  may  be  implicated  in  enforcement  and  civil  actions?   [Wolf] 

Were  you  aware  of  Congressman  Leach's  February  3,  1994  letter  to  Mr.  Altman 
asking  him  to  recuse  himself  from  RTC  matters? 

—  Given  recent  events,  was  not  Mr.  Leach's  letter  asking  for  a  recusal  by  Mr. 
Altman  appropriate? 

—  Did  you  discuss  this  matter  with  Mr.  Altman  at  that  time? 

~         Does  it  bother  you  that  the  meetings  that  Mr.  Altman  had  were  conducted  after 
the  request  made  by  Mr.  Leach  for  Mr.  Altman  to  recuse  himself? 

In  a  February  23,  1993  letter  General  Counsel  Jean  Hanson  wrote  to  Congressman 
Leach  that  Deputy  Secretary  Altman  consulted  ethics  officials  at  the  RTC  and  Treasury's 
Designated  Agency  Ethics  official  in  consultation  with  the  Office  of  Government  Ethics. 

—  Given  that  this  letter  was  written  after  both  Mr.  Altman's  meetings  with  the 
White  House  staff  and  Ms.  Hanson's  two  meetings  with  White  House  staff, 
does  this  raise  any  concern  in  your  mind? 

—  Do  you  believe  this  Feb.  23,  1993  letter  from  the  General  Counsel  was 
forthright  with  the  facts  in  this  matter? 

—  Weren't  the  meetings  that  Treasury  officials  had  with  the  White  House  exactly 
what  Congressman  Leach  was  concerned  about? 

Were  the  ethics  officers  advised  of  the  meetings  with  the  White  House  when 
making  these  decisions? 

Having  represented  thousands  of  federal  employees  over  the  years  I  am  troubled  by 
the  prospect  of  career  employees  being  put  in  compromising  positions  with  matters  such  as 
this.    When  the  Deputy  Secretary  or  General  Counsel  approach  individuals  in  the  Treasury 
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Department  or  one  of  the  independent  agencies  to  do  something  that  is  improper  or  unethical, 
they  are  put  in  a  very  difficult  situation. 

-  How  are  you  working  to  resolve  this  in  light  of  recent  events? 

-  Have  you  talked  with  RTC  senior  vice  president  Bill  Roelle  about  the  briefing 
that  he  provided  Ms.  Hanson  on  the  status  of  the  request  for  an  investigation 
into  Madison?  Did  he  know  to  what  purposes  she  intended  to  use  such  a 
briefing? 

When  did  you  first  learn  of  each  of  these  meetings?  How  do  you  know  whether  or 
not  other  such  meetings  may  have  occurred? 

On  Sunday,  The  Washington  Post  said  the  White  House  has  been  guilty  of 
"improprieties  that  a  child  of  four  could  have  figured  out."   Your  Chief  of  Staff,  Josh 
Steiner,  is  quoted  as  saying  there  was  nothing  wrong  in  conferring  with  the  White  House 
about  this  matter.   With  whom  do  you  agree?  When  did  Mr.  Steiner  first  inform  you  of  his 
involvement  in  meeting  with  the  White  House?  Was  he  working  for  you  or  Mr.  Altman  at 
the  time  of  the  meeting  he  attended  with  the  White  House? 

One  aspect  that  is  particularly  troubling  in  this  affair  is  that  even  after  the  Altman 
meeting  was  disclosed,  the  Treasury  Department  was  not  forthcoming  about  the  additional 
meetings.   In  fact,  Ms.  Hanson  who  attended  the  hearing  with  Mr.  Altman  mentioned 
nothing  about  the  earlier  fall  meetings  in  which  she  discussed  RTC  "criminal  referrals"  with 
White  House  Counsel  Nussbaum  and  other  White  House  staff  members.    In  these  referrals, 
the  Clintons  were  named  as  possible  beneficiaries  of  the  S&L's  illegal  activities. 

-  When  news  of  Mr.  Altman's  meetings  came  to  light  did  you  discuss  this 
matter  with  him  or  any  other  members  of  your  department?  If  so,  what  action 
did  you  take? 

Is  it  your  understanding  that  Mr.  Altman  knew  of  the  previous  meetings? 

If  the  press  had  not  reported  the  meetings  last  fall  would  we  know  about  them 
today? 

-  If  the  Senate  had  not  conducted  hearings  in  which  Mr.  Altman  discussed  these 
meetings  would  we  know  about  them  today? 

-  How  do  we  know  if  there  were  other  meetings? 

-  Do  you  think  it  was  proper  for  Ms.  Hanson  to  fail  to  disclose  her  role  in 
earlier  meetings  in  the  hearings  that  she  attended  with  Mr.  Altman? 

Aside  from  the  subpoenas,  what  actions  do  you  deem  appropriate  as  the  Secretary  of 
Treasury  in  dealing  with  a  staff  that  did  not  inform  you  of  meetings  you  consider  improper? 
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Have  you  issued  any  new  guidelines  on  the  propriety  of  meetings? 

Last  Friday  The  New  York  Times  called  for  you  to  remove  Roger  Altman 
immediately  from  his  RTC  post.   Why  haven't  you?  What  will  happen  if  Whitewater- 
Madison  issues  come  up  before  the  end  of  the  month?  Have  you  talked  with  Mr.  Altman 
about  this  meeting? 

The  New  York  Times  also  said  you  "had  cause  to  remove  Jean  Hanson,  the  Treasury 
Counsel,  for  briefing  Mr.  Nussbaum  in  advance  on  where  the  supposedly  independent  RTC 
investigation  was  going."   Do  you  agree?  If  not,  why  not? 

The  White  House  has  repeatedly  said  the  Treasury  Ethics  officer  signed  off  on  these 
meetings.    Could  you  discuss  this.   Did  your  in-house  ethics  officer  sign  off  on  all  of  these 
meetings?   Have  you  discussed  this  matter  with  the  Treasury  ethics  officer?  What  did  you 
discuss? 

The  Wall  Street  Journal  quoted  you  as  saying  "I  did  not  attend  any  of  these  meetings 
nor  was  I  informed  of  many  of  these  meetings."   Did  you  know  of  some  of  the  meetings? 
Which  ones  and  when  did  you  know? 

Mr.  Nussbaum  in  his  resignation  seemed  to  confuse  his  role  as  White  House  Counsel 
as  being  the  President's  personal  lawyer  rather  than  the  White  House  lawyer.   While 
presidential  appointees  obviously  serve  at  the  pleasure  of  the  President,  are  you  satisfied  that 
the  Treasury  General  Counsel  understands  she  represents  the  Treasury  Department  and  the 
U.S.  government  and  not  the  President? 

Currently  the  RTC  general  counsel  post  is  vacant  and  the  Treasury  General  Counsel, 
Jean  Hanson  is  reportedly  overseeing  many  of  the  RTC's  legal  matters.   Will  this  continue? 
Has  Ms.  Hanson  recused  herself  from  any  Madison-Whitewater  or  other  matters  related  to 
White  House  personnel? 

Answer:   As  the  Secretary  said  on  March  3,  the  day  The  Washington  Post  reported  a 
meeting  between  Treasury  staff  and  White  House  staff  for  the  first  time,  "1  did  not  attend 
any  of  these  meetings."   Given  that  Congress  has  barred  the  RTC  Oversight  Board,  which 
the  Secretary  chairs,  from  intervening  in  any  case  before  the  RTC,  these  matters  would  not 
come  to  his  attention.   Treasury  staff  has  known  this  from  the  day  he  walked  into  Treasury. 

The  Secretary  has  not  done  any  fact-finding  on  his  own  -  things  like  examining 
records  or  interviewing  individuals.   Independent  professionals  are  and  will  be  carrying  out 
complete  reviews,  and  that's  the  way  it  should  be  done.   The  Independent  Counsel  has  made 
clear  that  his  investigation  will  be  most  effective  if  there  are  not  parallel  investigations 
interfering  with  it. 

When  the  Secretary  learned  of  these  meetings  he  immediately  asked  the  Office  of 
Government  Ethics  -  an  agency  independent  of  Treasury  -  to  report  to  him  on  any  ethical  or 
conflicts  questions  raised  by  these  facts.   The  Office  of  Independent  Counsel  has  asked  the 
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OGE  and  Treasury's  Inspector  General  to  put  their  reviews  on  hold,  which  they  are  both 
doing.  Those  are  independent  judgments. 

The  Treasury  Department  has  cooperated  fully  with  Mr.  Fiske.   We  invited  in  15 
investigators  and  auditors  firom  the  IRS  Inspector's  office  to  search  our  offices  and 
computers,  including  the  Secretary's.    We  turned  up  over  5600  pages  of  material  so  far.   The 
memories  of  thirty-five  computers  have  been  examined  line-by-line  by  the  investigators, 
consuming  over  1000  hours  of  staff  time. 

In  short,  the  Secretary  was  already  on  the  record  about  what  he  knew  before  the 
Independent  Counsel  subpoenaed  anyone.  In  light  of  the  clearly  stated  preference  of  the 
Independent  Counsel  and  the  work  that  the  (XJE  and  the  Inspector  General  will  be  doing 
once  the  Independent  Counsel  tells  them  they  won't  interfere  with  his  work,  the  Secretary 
has  not  conducted  a  personal  investigation.  The  Secretary  wants  reviews  of  these  matters 
conducted  by  professionals.  That  will  and  should  be  done  once  the  Independent  Counsel 
completes  the  relevant  aspects  of  his  investigation. 


OGE  -  Inspector  General  Work 

Question:  Last  Friday  I  requested  that  your  Treasury  Inspector  General  conduct  an 
investigation  of  the  recent  meetings  of  Treasury  officials  with  the  White  House.    Yesterday  I 
was  informed  that  in  contacting  special  counsel  regarding  this  matter,  the  IG's  office  was 
told  not  to  proceed  with  their  investigation  while  the  special  counsel's  investigation  is 
addressing  this  matter. 

—  What  is  your  understanding  of  the  status  of  the  OGE  investigation  that  you 
requested  in  light  of  the  subpoenas  issued  by  Special  Counsel  Fiske?  Will 
their  investigation  continue  and  will  they  also  be  asked  to  discontinue  any 
action  while  the  special  counsel  pursues  this  matter? 

—  Why  did  you  choose  to  ask  the  Office  of  Government  Ethics  to  review  this 
matter  rather  than  your  own  Treasury  IG? 

—  Were  you  aware  that  the  Office  of  Government  Ethics  does  not  conduct 
investigations?  Did  you  know  that  they  actually  only  review  the  investigations 
of  other  agencies  which  in  this  case  would  be  the  White  House? 


~         Did  you  know  that  in  this  case  an  OGE  investigation  would  consist  of  the 
White  House  Counsel's  office  investigating  itself  and  then  the  OGE 
subsequently  reviewing  this  investigation? 

Answer:  Treasury  asked  the  Office  of  Government  Ethics  to  provide  their  assessment 
of  the  actions  of  Treasury  officials  who  attended  meetings  with  White  House  staff.   In 
making  that  request,  we  offered  the  help  of  Treasury  staff,  which  certainly  could  include  the 
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Inspector  General.    After  meeting  with  the  Office  of  the  Independent  Counsel,  OGE 
informed  us  that  they  have  agreed  not  to  take  any  action  at  this  time  that  would  jeopardize 
any  investigation  now  being  conducted  by  Mr.  Fiske.   Once  Mr.  Fiske's  office  notifies  OGE 
than  an  administrative  review  of  employee  conduct  in  this  matter  may  proceed,  OGE  >vill 
work  with  Treasury's  Inspector  General,  who  had  been  asked  by  Congressman  Wolf  to  look 
into  this  matter,  so  that  any  information  relevant  to  issues  of  the  application  of  the  Standards 
of  Ethical  Conduct  to  Treasury  employees  can  be  developed.   Based  on  that  review,  OGE 
will  give  the  Secretary  their  views  as  he  requested. 


Elxtensioii  of  Statute  of  Limitations 

Question:   Were  you  aware  of  Congressman  Leach's  February  3,  1994  letter  to  Mr. 
Altman  asking  him  to  recuse  himself  from  RTC  matters? 

—         Were  you  aware  of  Mr.  Altman's  letter  last  year  recommending  against 

extension  of  the  statute  of  limitations  for  civil  lawsuits  brought  against  S&L 
wrongdoers?   Did  you  support  this  decision?  Do  you  realize  this 
recommendation  would  have  in  effect  precluded  suits  against  Madison- 
Whitewater?  Did  anyone  at  the  Department  lobby  against  this  provision  when 
it  passed  last  year? 

Answer:   The  GAO  has  reported  that  no  claims  were  lost  because  of  the  statute  of 
limitations.  With  that  report.  Treasury  didn't  see  a  need  to  include  an  extension  in  the  RTC 
funding  bill,  although  we  didn't  fight  those  who  wanted  one.   The  Department  did  not  lobby 
against  the  extension  of  the  statute  of  limitations. 


Appointments 

Question:  Mr.  Leach  wrote  to  Mr.  Altman  on  February  3,  "it  has  been  an  awkward 
situation  to  have  a  presidentially  iq>pointed  and  confirmed  officer  of  the  Treasury  Department 
also  head  an  independent  federal  agency,  the  Resolution  Trust  Corporation."   Why  has  it 
taken  over  a  year  for  the  Clinton  Administration  to  appoint  an  RTC  head? 

Currently  the  RTC  general  counsel  post  is  vacant  and  the  Treasury  General  Counsel, 
Jean  Hanson  is  reportedly  overseeing  many  of  the  RTC's  legal  matters.   When  do  expect  a 
new  RTC  general  counsel  to  be  on  board?   Have  you  discussed  possible  appointments  with 
the  President? 

There  are  a  number  of  key  spots  at  Treasury  that  are  still  vacant~the  RTC  General 
Counsel,  the  Inspector  General  and  the  head  of  the  RTC.   Given  that  these  are  key  sensitive 
positions  and  that  these  individuals  may  very  well  have  to  handle  sensitive  matters  regarding 
Madison- Whitewater,  shouldn't  these  positions  be  filled  promptly?  When  do  you  expect 
nominations  to  be  made?   Have  you  forwarded  candidates?   Who  has  been  involved  in  the 
selection  process? 
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Answer:    A  couple  of  facts  need  to  be  clarified.    First,  the  RTC  is  not  part  of  the 
Treasury  Department.   Treasury's  Deputy  Secretary  had  to  assume  an  active  role  in  RTC 
affairs  because  of  vacancies  at  the  RTC.    Second,  the  RTC  has  had  a  general  counsel  on 
board  since  the  middle  of  January.   Third,  we  worked  with  Congress  to  create  a  Deputy 
CEO  position,  which  was  filled  in  January. 

As  you  know,  the  Administration  nominated  an  individual  for  the  CEO  post  last  year. 
However,  the  Senate  did  not  act  on  that  nomination  for  an  extended  period  so  the  nominee 
withdrew  himself  fh)m  consideration.     We  have  been  working  hard  to  identify  another 
qualified  individual  who  will  be  willing  to  take  the  job. 


Ethics  Opinion 

Question:   In  a  February  23,  1993  letter  General  Counsel  Jean  Hanson  wrote  to 
Congressman  Leach  that  Deputy  Secretary  Altman  consulted  ethics  officials  at  the  RTC  and 
Treasury's  Designated  Agency  Ethics  official  in  consultation  with  the  Office  of  Government 
Ethics. 

—         Could  you  provide  this  committee  with  copies  of  these  ethics  advisory 
opinions. 

Answer:    A  copy  of  the  Treasury  ethics  advice  memorandum  is  attached  to  these 
answers.    The  advice  of  the  RTC  Ethics  Officer  was  provided  by  an  employee  of  the  RTC, 
and  we  therefore  have  asked  the  RTC  to  provide  a  copy  of  their  ethics  advice  to  the 
Committee.   They  have  indicated  that  they  will  provide  you  with  a  copy. 


Independent  Counsel  Subpoena 

Question:   What  efforts  have  you  made  at  the  Treasury  Department  to  assure  that  all 
documentation  and  records  of  these  meetings  are  preserved?   Has  a  memo  gone  out  to  the 
Treasury  Department  employees  similar  to  that  issued  by  the  White  House? 

Answer:  Treasury,  with  assistance  we  requested  from  15  IRS  investigators  and 
auditors,  conducted  an  exhaustive,  nationwide  search  in  response  to  the  Independent 
Counsel's  subpoena.   Immediately  after  we  received  the  Independent  Counsel's  subpoena  on 
March  4,  Treasury's  top  officials  were  instructed  in  writing  to  preserve,  protect  and  produce 
all  documents  the  subpoena  sought.   We  also  immediately  stopped  removal  of  any  documents 
from  Treasury's  offices  or  bureaus  around  the  country,  whether  it  was  classified,  recycled  or 
normal  trash.   The  Executive  Secretary,  Main  Treasury's  official  in  charge  of  records, 
instructed  all  Assistant  Secretaries  and  equivalent  officials  to  sign  certifications  on  the  results 
of  their  record  searches.    Such  certifications  also  were  obtained  from  clerical  and 
administrative  staff  in  the  offices  searched. 
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DEPARTMENT  or  THE  TREASURY 
WASHINGTON 


yabru&ry  23,  l>»4 


MEMORANDUM  FOR  DEPirTY  SECRCTARY  ROGER  C.  ALTKAN 

FROM:  DENNIS  I.  fORIXAN 

DEPUTY  GENERAL  COUNSEL  and 
DESIGNATED  AGENCY  ETHICS  OFFICIAL 


^ 


SUBJECT:  RacusBl  on  RTC  Matters  Relating  to  Madison 

Guaranty  Savings  (  Loan  Association 

I   hava   carefully  raviawad  tha  attached  seaorandUB  of   Fabruary   18 
to  you   froa  Arthur   Kusinski.    RTC's  Sanior  rthics   Official.       I 
concur   fully   in  tha  analysis  and  the  conclusions  of   that 
B«BoranduB. 


Attachment 
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IRS  assisted  in  the  search  because  of  their  professional  expertise  in  records  and 
computer  searches  —  among  other  benefits,  they  brought  to  this  job  a  computer  program  they 
previously  developed  for  conducting  searches  of  hard  disks  and  other  computer  information 
storage  devices.   IRS's  investigators  and  auditors  were  not  restricted  in  any  way. 

Among  other  things,  the  IRS  investigators  searched  seventeen  offices  and  35 
computers.   The  computer  search  reviewed  an  estimated  3.5  million  pages  of  text,  and  the 
search  took  ^jproximately  1000  hours  of  staff  time  over  a  15  day  period  to  do  it.   So  far, 
Treasury  has  turned  over  to  the  Independent  Counsel  over  5600  pages  of  documents. 


Bureau  of  Alcohol,  Tobacco  and  Firearms 

Question:   Several  weeks  ago  on  a  Sunday  news  show  you  said  you  would  turn  over 
the  results  from  the  ATF's  investigation  of  the  gun  found  at  the  sight  of  Vince  Foster's 
death.   What  is  the  status  of  this  report? 

Answen  The  ATF  National  Laboratory  Center  in  Rockville,  Maryland,  completed 
the  report  in  August  1993. 

Question:  Why  was  it  not  released  before  now? 

Answer:   The  laboratory  report  has  been  forwarded  to  the  Independent  Counsel's 
Offices.    We  are  seeking  advice  as  to  whether  release  of  this  information  would  interfere 
with  the  Office's  current  investigation  of  the  matter. 

Question:  When  was  the  gun  sent  to  the  ATF  lab  and  why  the  delay  of  several 
weeks  in  sending  it  there? 

Answer:   The  park  police  hand-carried  the  evidence  to  the  National  Laboratory 
Center  on  August  16,  1993.   Treasury  has  no  additional  information. 

Question:   Why  wasn't  the  Director  of  the  Bureau  of  Alcohol,  Tobacco  and  Firearms 
informed  that  the  gun  was  sent  to  the  ATF  lab  in  Rockville  until  recently? 

Answer:   At  the  time,  it  was  treated  as  a  routine  examination  for  another  agency. 
The  Director  should  have  been  advised  of  an  examination  in  an  investigation  as  important  as 
this  one. 
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Earned  Income  Tax  Credit 

Question:   Last  year  you  testified  that  the  Department  was  not  set 
up  to  find  out  income  falsely  reported  as  received  in  order  to  receive  credit  on  the  earned 
income  tax  credit.    Eugene  Steurle  of  he  Urban  Institute  has  also  raised  this  issue  as  a 
substantial  problem,  particularly  in  light  of  the  substantial  increase  made  in  the  earned 
income  tax  credit  last  year.   Has  there  been  an  increase  in  fraud  in  this  area?  What 
mechanisms  have  been  put  in  place  to  detect  this  "overreporting"  of  the  income  problem? 

Answer:   The  IRS  is  making  significant  progress  in  the  area  of 
identifying  potential  Earned  Income  Tax  Credit  (ETTC)  abuse.   The  Electronic  Filing 
Program  (ELF)  only  processes  returns  with  W-2s  for  which  the  Employer's  Identification 
Number  has  been  verified.   Currently,  if  the  ERS  suspects  that  taxpayers  are  over-reporting 
income  to  increase  the  amount  of  their  ETTC,  IRS  reviews  that  case  for  potential  follow-up 
action.    A  post-processing  program  also  matches  Form  W-2  information  with  reported  wages 
in  order  to  identify  taxpayers  who  may  have  underreported  their  wages  to  increase  their 
EITC  refund.    When  it  comes  to  self-employed  taxpayers  who  work  for  cash,  the  IRS  is 
working  on  approaches  to  enhance  its  ability  to  deal  with  this  income  through  system 
changes. 
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QUESTIONS  FOR  THE  RECORD 
FROM  CONGRESSMAN  ISTOOK 


Interest  Rates  and  the  Federal  Debt 

Question:  What  is  the  Department  of  Treasury's  current  policy  on  reducing  the 
interest  costs  of  the  Federal  ddbtl 

Answer:   The  Treasury  issues  new  marketable  securities  on  a  regular,  predictable 
schedule  that  facilitates  borrowing  in  the  manner  that  is  least  disruptive  to  the  securities 
market.   On  May  5,  1993,  the  Treasury  announced  that  it  is  shortening  the  maturity  mix  of 
new  marketable  Treasury  securities,  a  financing  strategy  that  is  expected  to  be  in  place  over 
the  longer  term  to  reduce  the  Government's  borrowing  costs. 

On  average  the  yield  curve  slopes  significantly  upward,  because  investors  require  a 
premium  to  compensate  them  for  the  risk  entailed  in  investment  in  long-term  securities.   The 
Treasury  anticipates  interest-cost  savings  as  a  result  of  paring  back  the  issuance  of  30-year 
bonds  and  offering  them  semiannually  instead  of  quarterly.    In  addition,  the  quarterly  7-year 
note  offerings  were  discontinued  and  funding  was  shifted  to  a  mixture  of  coupon  securities  of 
three  years  or  less  and  bills.   In  this  way  the  "risk  premium"  which  Treasury  would  have  to 
pay  if  it  issued  longer  term  securities  is  reduced. 

Question:  Can  you  summarize  the  status  of  the  Federal  debt?  How  much  is  held  in 
short-term  securities?  How  much  is  held  in  long-term  securities? 

Answer:     The  public  debt  totaled  $4,536  billion  on  December  31,  1993.   Federal 
Government  accounts,  such  as  the  social  security  trust  funds  held  $1,154  billion,  and  the 
remaining  $3,382  billion  was  held  by  the  public.   The  statistics  provided  in  this  answer  are 
published  on  a  regular  basis  in  the  quarterly  Treasury  Bulletin. 

The  marketable  public  debt  held  by  private  investors  totaled  $2,628  billion  on 
December  3 1 .   The  average  length  of  the  privately  held  marketable  public  debt  was  5  years, 
8  months.  The  distribution  of  the  privately  held  marketable  public  debt  by  remaining  period 
to  maturity  was  as  follows: 
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Length  to  Maturity 

Percent  Distribution  of  Privately  Held 
Marketable  Public  Debt 

Within  one  year 

34% 

One  year  to  under  five  years 

39% 

Five  years  to  under  ten  years 

12% 

Ten  years  to  under  twenty 
years 

3% 

Twenty  years  and  over 

12% 

1  Total 

100% 

Question:   Is  it  Treasury's  policy  to  prefer  one  kind  of  security  over  another?  That 
is,  what  adjustments  are  you  nnaking  to  show  that  the  government  carries  debt  to  take 
advantage  of  low  interest  rates? 

Answer:   The  Treasury  historically  has  issued  debt  from  the  short-term  end  to  the 
long-term  end  of  the  maturity  spectrum  in  order  to  balance  the  maturity  structure  of  the  debt 
and  to  appeal  to  a  broad  range  of  potential  investors.   Regular,  predictable  debt  issues  are 
cost-effective  for  the  Treasury,  because  they  can  be  absorbed  readily  in  large  volume  by  the 
securities  markeU.   Therefore,  the  Treasury  does  not  engage  in  market  timing  strategies  that 
might  save  on  interest  costs  in  the  short  nm,  because  doing  so  would  create  market 
uncertainty  and  raise  the  Government's  borrowing  costs  over  time. 

The  Treasury  decision  to  shorten  the  maturity  mix  of  new  Treasury  market 
borrowing,  announced  on  May  5,  1993,  is  a  long-term  debt  management  strategy  based  on 
the  observation  that  the  yield  curve  on  average  slopes  upward,  reflecting  the  risk  or  liquidity 
premium  that  investors  demand  for  holding  longer-term  debt.    By  shortening  the  average 
length  of  the  debt,  the  Treasury  avoids  paying  these  risk  premiums,  and  in  the  long-run  this 
benefits  taxpayers  with  interest-cost  savings. 

Question:  What  are  the  risks  to  the  federal  government  of  moving  more  debt  into 
short  term  securities?  If  interest  rates  rise  in  the  years  ahead,  will  we  incur  greater  interest 
costs  because  we  failed  to  "lock-in*  rates  while  they  were  low? 

Answer  The  decision  to  shorten  the  maturity  mix  of  new  marketable  Treasury 
securities  was  made  in  order  to  reduce  the  Government's  cost  of  borrowing  over  time  by 
reducing  the  amount  of  the  risk  premium  that  the  Treasury  pays  to  induce  longer  term 
investment  in  Treasury  securities.    Changes  in  Treasury  borrowing  costs  will  more  nearly 
reflect  changes  in  short-term  interest  rates  as  a  result  of  this  decision. 
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The  interest  cost  saving  from  the  shorter  maturity  mix  in  the  FY  1994-98  period  was 
estimated  by  the  Treasury  and  0MB  to  total  $10.8  billion.   OMB  assumed  that  short-term 
interest  rates  would  rise  during  the  forecast  period. 


Govemment  Wnnlting  Regulations 

Question:   The  Community  Reinvestment  Act  (CRA)  requires  banks  to  lend  to 
disadvantaged  borrowers.   Yet,  other  govemment  rules  require  banks  to  maintain  a  high 
safety  and  soundness  standard.   Is  Treasury  aware  of  this  contradiction?  What  steps  is  the 
E>epartment  taking  to  address  it? 

Answer:   We  do  not  believe  that  implementation  and  enforcement  of  the  CRA  is  in 
contradiction  with  maintaining  the  safety  and  soundness  of  financial  institutions.   The  CRA 
was  designed  to  prevent  redlining  and  promote  affirmative  and  ongoing  efforts  by  insured 
depository  institutions  to  help  meet  the  credit  needs  of  their  entire  communities,  including 
low-and  moderate-income  areas,  consistent  with  safety  and  soundness  objectives. 

Many  believe  that  in  its  16  years,  the  CRA  has  been  ineffective,  inefficient,  and 
needlessly  divisive  in  reaching  its  fiill  potential  due  to  unclear  guidelines,  inconsistent 
examination  standards,  and  uneven  enforcement.   The  President  directed  the  federal  banking 
regulators  to  change  fundamentally  the  way  they  administer  the  CRA.   He  asked  the  agencies 
to  develop  clearer  and  more  objective  standards  for  CRA  performance,  to  eliminate 
unnecessary  documentation  requirements,  and  to  improve  consistency  in  CRA  examinations 
and  enforcement. 

In  response,  the  agencies  have  proposed  a  CRA  rule  that  does  not  require  any  set 
level  of  lending,  service,  or  investments  to  any  particular  community  or  constituency. 
However,  it  does  provide  for  more  objective  measures  of  a  bank's  lending,  service,  and 
investment  activities,  that  will  enhance,  not  detract  from,  safety  and  soundness. 

Question:   Bankers  currently  must  respond  to  two  or  three  regulatory  agencies,  often 
with  overlapping  jurisdiction.   What  is  the  status  of  Treasury's  proposal  to  combine 
regulatory  efforts  into  one  agency? 

Answer:   On  March  1,  Secretary  Bentsen  introduced  the  Regulatory  Consolidation 
Act  of  1994  (Consolidation  Act)  in  testimony  before  the  Senate  Banking  Committee.  The 
Consolidation  Act  would  combine  the  regulatory  and  supervisory  functions  of  the  Office  of 
the  Comptroller  of  the  Currency  (OCQ,  the  Federal  Reserve  Board,  the  Federal  Deposit 
Insurance  Corporation  (FDIQ,  and  the  Office  of  Thrift  Supervision  (OTS)  into  a  new 
independent  agency,  the  Federal  Banking  Commission.  The  bill  incorporates  many  of  the 
highly  constructive  elements  of  the  well-considered  bills  introduced  in  the  House  and  the 
Senate;  in  particular,  H.R.  1214,  sponsored  by  Chairman  Gonzalez  and  twelve  other 
members  of  the  House  Banking  Committee,  and  S.  1633,  introduced  by  Chairman  Ri^e  and 
Ranking  Member  D'Amato  of  the  Senate  Banking  Committee. 
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Consolidation  of  the  federal  banking  agencies  presents  a  unique  opportunity  to  rebuild 
a  part  of  America's  economic  infrastructure  that  has  become  badly  outmoded,  and  to  make 
government  more  effective  and  efficient  in  a  way  that  is  meaningful  to  all  Americans.   The 
current  federal  bank  regulatory  structure  is  senselessly  convoluted,  places  a  serious  drag  on 
the  nation's  banking  industry,  and  ill  serves  the  financial  services  needs  of  consumers  and 
small  businesses. 

Four  different  federal  agencies  regulate  and  supervise  depository  institutions  that  are 
insured  by  the  FDIC.   Trapped  in  this  maze  of  bureaucracies,  most  banking  organizations  arc 
subject  to  redundant  demands,  overlapping  supervision,  and  often  inconsistent  regulation  by 
two,  three,  or  even  all  four  of  the  federal  regulatory  agencies.   The  Administration's 
proposal  will  improve  the  quality  of  the  regulation  and  supervision  of  our  banking  system 
and  eliminate  inconsistent  interpretations  of  the  same  laws  and  rules.    It  will  increase  the 
accountability  for  regulating  financial  institutions.   The  proposal  also  will  eliminate  the 
potential  conflicts  of  interest  inherent  in  the  present  system  and  ultimately  reduce  government 
and  industry  expenses,  benefitting  banks,  consumers,  and  the  economy  as  a  whole. 

Question:    Is  the  Treasury  Department  working  to  reduce  the  overall  burden  on  banks 
of  government  regulation,  either  through  the  National  Performance  Review  or  through  its 
own  initiatives?   If  so,  what  actions  are  planned? 

Answer:   The  Treasury  takes  very  seriously  the  need  to  re-examine  regulatory 
requirements  and  reduce  unnecessary  regulatory  costs  wherever  possible.    In  furtherance  of 
these  objectives,  the  OCC  and  OTS  have  implemented  initiatives  under  the  President's  credit 
availability  program  to  reduce  regulatory  burdens.    One  such  initiative  is  the  OCC's 
regulatory  review  project.   The  OCC  has  began  a  review  of  all  of  its  regulations  and 
interpretive  rulings  to  eliminate  regulatory  burdens  that  are  not  needed  to  maintain  safety  and 
soundness  or  to  fulfill  other  statutory  requirements.   The  first  regulation  revised  under  this 
regulatory  review  project,  12  C.F.R.  Part  32  (Lending  Limits),  was  published  in  the  Federal 
Register  as  a  notice  for  Proposed  Rulemaking  on  February  11,  1994.    Other  regulations 
currently  being  reviewed  under  the  project  include  those  pertaining  to  Corporate  Activities, 
Investment  Securities,  International  Banking,  and  Fiduciary  Powers  of  national  banks. 

Also  the  OCC  and  OTS  are  actively  involved  in  a  project  to  assess  paperwork 
requirements  imposed  on  banks  and  thrifts  and  to  recommend  ways  to  eliminate  unnecessary 
paperwork  burden.    In  addition,  Treasury  has  worked  with  Congress  to  identify  duplicative 
or  unnecessary  statutory  requirements  that  may  be  amended  or  deleted  to  help  reduce  the 
paperwork  and  reporting  burden  on  banks.   S.  1275,  introduced  by  Sen.  Riegle,  provides  a 
well-balanced  approach  to  reducing  regulatory  costs,  while  at  the  same  time  taking  into 
account  safety  and  soundness  concerns. 

Question:    Does  Treasury  have  any  plans  to  loosen  existing  regulations  and  allow 
wider  latitude  to  banks  to  market  mutual  funds? 

Answer:    Banks  and  thrifts  have  been  involved  in  the  management  and  marketing  of 
mutual  funds  and  pooled  accounts  for  many  years.    Banks  and  thrifts  are  authorized  to 
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provide  investment  advise  to  mutual  fund  customers,  to  broker  mutual  funds,  to  advertise  and 
market  their  services,  and  to  provide  a  range  of  administrative  services  to  mutual  funds.   The 
Glass  Steagall  Act  prohibits  banks,  however,  from  engaging  in  underwriting  or  distributing 
securities,  including  mutual  funds. 

Banks  and  thrifts  offering  mutual  funds,  annuities  and  other  nondeposit  investments 
for  sale  to  retail  customers  are  required  to  develop  programs  and  procedures  addressing  their 
investment  sales  activities  to  apprise  customers  fully  of  the  risks  associated  with  those 
investments.    The  Treasury  Department,  through  its  banking  and  thrift  regulatory  bureaus, 
has  adopted  formal  guidance  regarding  bank  sales  and  marketing  of  nondeposit  investment 
products  such  as  mutual  funds.   The  guidance  reaffirms  the  Treasury  Department's  belief  that 
bank  customers  must  be  fully  informed  about  risks  associated  with  mutual  funds  or  other 
nondeposit  investment  products.   Banks  and  thrifts  recommending  or  selling  such  products 
should  ensure  that  customers  are  fully  informed  that  the  products:    (1)  are  not  FDIC  insured, 
(2)  are  not  deposits  or  other  obligations  of  the  institution  and  are  not  guaranteed  by  the 
institution,  and  (3)  involve  investment  risks  including  possible  loss  of  principal.   Treasury 
continues  to  work  with  the  Banks  to  assure  that  mutual  funds  are  properly  marketed. 


Inflation 

Question:  What  are  the  Treasury's  latest  estimates  of  future  inflation?  Is  it  the 
Treasury's  view  that  the  recent  rise  in  interest  rates  will  keep  future  inflation  in  check? 

Answer:  The  latest  official  estimates  of  future  inflation  were  published  in  the  Fiscal 
Year  1995  Budget  in  early  February,  along  with  other  economic  assumptions.   Those 
economic  assumptions  are  summarized  in  the  "Budget  of  the  United  States  Government, 
Fiscal  Year  1995"  on  page  15  in  Table  1-2  entitled  Economic  Assumptions. 

It  should  be  pointed  out  that  the  Administration's  economic  assumptions,  including 
estimates  of  future  inflation,  are  very  close  to  the  consensus  estimates  of  private  economic 
forecasters  and  similar  to  those  of  the  Congressional  Budget  Office. 

Inflation  appears  to  be  well-contained  at  the  present  time.   As  shown  in  the  table,  the 
inflation  rate  is  projected  to  remain  essentially  stable  in  the  future,  edging  up  only  slightly 
and  stabilizing  in  the  3  to  3-1/2  percent  range,  depending  on  the  specific  measure  which  is 
used. 

The  Administration  had  anticipated  in  its  forecast  that  short-term  interest  rates  might 
begin  to  edge  up  this  year.   In  that  sense,  the  initial  Federal  Reserve  move  armounced  on 
February  4  was  not  entirely  unexpected.   The  subsequent  rise  in  longer-term  interest  rates 
was  somewhat  larger  than  would  have  been  expected  on  the  basis  of  past  experience. 

Given  the  lags  in  the  effectiveness  of  monetary  policy,  it  is  very  difficult  to  know  just 
how  important  any  single  action  is  likely  to  be  in  terms  of  influencing  real  activity  or 
containing  inflation.   The  Federal  Reserve  has  to  exercise  informed  judgment  in  reaching  its 
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decisions.    Chainnan  Greenspan  indicated  that  "the  decision  was  taken  to  move  toward  a  less 
accommodative  stance  in  monetary  policy  in  order  to  sustain  and  enhance  the  economic 
expansion." 


1096 


CO 
H 

< 
Q 

D 

H 
O 
O 

D 

n 


(0  0)  e 
>  +j  o 

a 
dj  3  +j 


o 

TJ  » 
0)  -P 
TJ   C 

^4    0) 

O  TJ 
O-H 

0)   o 
U   Q) 

u 
■p  « 

O  £ 
0)  -P 

u 
u  c 

O-H 

u 

»§ 

>4  o 
«i3 
a 
n 

C  CD 
O   10 

-H 

+J  o 
(0  o 
D*0 

-H      » 

IH  n 
£>  O 
O  f^ 

«-l  o 
10  CO 
3  ^ 
4J  </> 

o 

(0  <M 

o 

0>  TJ 

a\  to 

iH    0) 

4-1 

X    0) 

b  C 


I'* 
o\ 

w 
o 

CO 

m 

10 


4J 
V 

u 
o 

w 


01 

0) 

4J 

10 
4J 

w 

TJ 
0) 

•p 

•H 

c 


4J 

c 
<u 

E 
3 

o 
o 

T3  -P 

0) 

(0   D 

-H  TJ 
JZ  3 
■P  CO 


i 

Q 


O 

•H 

■H 

J3 


01 

M-l 
O 

3 
(0 
0) 

3 
03 


>ico  x: 

•P  ^  4J 
-H      « 

Ij  r>  <M 
O  CO   O 

£  <-i 
■P  </>  0) 

3  r-< 

10   O   3 
«  TJ 

«-pi: 
D>  c  o 

TJ   0»  W 

3  e 

i3  3  tP 

o  e 

4J  O  -H 
C  TJ  O 
0)  c 
^  00  10 
M-H    C 

3  JS-H 
U  -P  (x 


10  TJ 


CO   C 


U  -P  CQ 


IH  a. 


2 


1097 


1 


> 


<»1 


U 

>- 

0. 


3 


g 

11 
I  I 


i-i 


^  o 
3  ;= 
Curs 

fM   .2 


■8 


I  e^ 


1  = 

8  K 


^•s 


VI      V      M 

■g5| 


2  a 

il 


o 

i 


O 


u. 

H 


^       H 


Z 

c 

S 
a 
C 
u 
a. 
a. 
< 


u: 

2 


0. 


2  1 1  2  «  :§ 


11 1 

I-  _  Co,  c  <s 
«   S.  g    O    c    S 


^       E 


p     W 

"*■  a 

^  ii, 

00 

■o 

3 


H  H 


1098 


c 
o 
■a 

a 


o 

•a 

•c 

Cl. 

s 
§: 


V    o 

.s  > 


S 


S  2 

•r  oo 

§  e 

S  5 

•a  u 

<fl  Q 

c 

.=  S2 


o 
P5 


D 
< 

D 
CO 

>■ 

OS 
((0 

< 


O 


[2 
a 

Q 

a 


Cl. 


§  S^ 


> 
•a 


o 
o 

E 


V 

oo 

•o 

3 

eo 

c 
•a 
E 
K 

o 
m 

8J 


a. 


> 


u 

> 

a: 
w 

C/5 

O 

H 

ac 
u 
< 

o 
en 
a. 
a 


o: 

< 


ac 

03 
< 


O  -S    DO  c 


E  S  g  I    . 
p  -a   **   E  w- 

■S  -S  S  8  I 
"E  5.^  I  £ 

K    ea    w   to  < 

>,  S  •£  U  <u 

il  S  S  2 
•B.i  =  I*" 

u    3    C    <n    C 


_    § 

."  E 


1  'J   ^   C  ii 

8  f      s  JJ 

eo    eo    5         -a 

■5   Si!   « 

lliH 

5  J  5  .s  s 


Si 

H 
n 

•I 

5" 

■^    II 


11 


5^ 
°t 
°i 

u 

Q. 

a 

< 


■§      !S 


u 
o 


5i 


u  _ 

I? 

4J 


•5 

I** 

i§ 


3 


1099 


I 


I 


ea 

-  i     £ 

g-lg « 

•I  «•£  " 
§■■5  3  « 

—    *     60    O 
C   w   "O   "~ 

00  TS  w.  "— 

«  8  °  " 

c    u    c    «• 

o  ■£  S  •- 
^  -  E   R 

CO     g    w    (Z     C 

2 .2  e   -  i 


u 


g   T3   j; 

.S  £  " 

^  §■' 

^  -S  g  n  g 

'till 

illll 
I  »  K  ^  i 


!_«« 

^  ^  u. 

=  -  *^ 

C     (^     I/)     o 

k.  c3  V  E 
•£  il  f  a 
S|  8-1 

1    E££ 
c    I.    u   X 

O     O     C     Q 

o     .  *  5 

O    in    ^    ^ 

t  «  3  a 

-  -  ?l 

e£  «  " 
3t.E5 

.£   t"  P  6- 

Pn 

C   JO   n  ^ 

^   E   E  - 
5   g   S   0 


1100 


J 

! 


=  1 1  -^  i 


</5 

s 

H 

>> 


Z 

o 

< 


o 

2 


Q 
O 


i 

a 


1101 


I 

s 


OO' 


ci  CL- 


U 

z 
< 

z 
u. 

z 

o 

p 
< 


X 
H 

u. 

O 


u. 

u 
C 
< 
Z 
< 


> 
o 

2 


If 
^^ 

ao  •" 

ef 

a>  E 
•o   t 

o  £ 
^  c 
o  '" 
^  13 

fc  I 
«<= 

2  * 
=  = 

S!  E 

e  s 

E  ea 
I/) 

«  a 

1| 


3     OO 


£i       HE 


1102 


J3 

c 
u 


c 
u 

u 


s 


<       - 

■o 


I 


"  "  c 

BO 


ill 
<u  -a  c: 


g  00  a 

00    fc  3 

c  <2  nj 

is   «)  >> 

M   i>  c 

2'S  I 

=    "O  "O 

'^  .5  •« 

<~^  53  5 


E  S 

3     O 

■a 

(0 


3  ■;  g  s  -i 


00  t 

3 


^ 


CO 


M 


.2  o 

C     19 

w  •= 

<»  if 

s  1 
u 


2 

c 
u 

SI  E 


c/l 


o  _ 
*-  a. 
bo" 
S  -o 


C/3 


t/5 


C     .J     «v 

5  S2 


|S  8  Si  a 


1103 


i 


M 


a 
< 

5 
o 
u 


u 


g 

3 


C 

U. 

0 

2 
■< 

u. 

c 


z 
o 

p 

< 


uu 


31  3  - 


2 
O 
P 

a 
O 

J' 


< 
a, 
a 
a 

a 

O 


o 

cc 

ui 

> 

o 

u 

a 
c 
< 

2 
< 


2 
C 


o 

>" 
y 

o 

CL. 


1? 


X 


•r  .S   o 


!  t^ 


11 


i  i  ^  =tl 

g     "■     u     o    w     u. 

^  J^  -^  "^  e  g 

-   -   -  oc 


<«  .£  u  c 
a>  oo-S  c  -rj  S 
=    =    c  —   © 


u. 


1104 


Ul 

O 

o 

3 


^ 


Is 


til 


I 


H  S  B 

Z  I  tt 

li 

0.  2 


^  e  m  ^ 


•^ 
^ 


s 


o  o  A  •      e 

gg-g   " 


o  o  ^>  •       f<| 

srs  - 
r 

M  r»  V  r>       f^ 


tit 


091^ 


u  .3 


1 1 1 


B3  I 


i 


n 


8S 


SS 


^1 

il 


ori      ^*««JjtJig6g9  9 


o«      r^  «  o  r^  o  o  o  A  10  o      ^ 

"s    iSss    8    '«  =  "    s 


00      r>^n»ooo^eo      • 


&n:s:|  8-9 
•  ••  X    ■  f  5 

flilijl 


[  (0  < 


o  o  r^  o 


«  o  o  o 
^  d  d  *^ 

51 


goog 


!    I? 


li 


1 

3 


g 


las  ""Islilsll  t  i  i  1111 


i 


1105 


u 

0 


8  ^ 


(N    -- 

o 


at       m 


in  CO 

0>  CM 

*-  o 

ss 

in  CO 

CO 

co'  <»)" 
a>  CO 
to 

o  o  o  o 


o 

CM 

ai 

o 

s 

o> 

00 

1^ 

CO 

S 

00 

r^ 

f~ 

m 

lE 

«?l 

■♦ 

cm' 

in 

ri 

CM 

o 

CO 

in 

CO 

CO 

^  P 

<  m 

2< 


UJ 

X 


M 
Q 

eo  < 

UJ   (0 


o 

z 
< 


2^2 

UJ  o  » 


< 
a. 

UJ 


< 
S 

o 


O  a 

Ol 
< 


a 

u. 

01 

5 


UJ 


m  o 

•>-  m 

in  cm' 

O  CO 


0-.  a 


'8feS 

m  o  V 
cm'  oo'  oo' 

CO    CM    >i- 


m 


1 1>>  r»  r^  CO 


5'-i  in  t^  o 
H  "-  CO  r- 


o  a>  Ol  CM 

CM  CO 


CO  ■•-  m 

CM    CM 


ass. 

■»]  o  r>-  CM 

■rA  cm"  V  r-' 

(O  in  00 


O  Ol 


88 


1^8 


2 

(M 

in 

o 


O  O    •^    CM 

§<Z>   ■♦ 
1-    CM 

in  <^  T^ 

»-    tN    CN 


a>  0)  IS  CM 
m  o  o)  r- 
CM  »-  ••-  T- 

'-  cvi  ■*'  •*"  CD  cm" 

in  tH  (6  »-       !>. 

CM  CO 


*ooM<pini-oa»-Q 
r^o       H'o<P<C  <po 


y-  to 


H  CO  <P  <C 
ool  •»  o  «o 


s 


r-  »-  oo  »-  ■» 

CO  c*>  o> 

at 

CO  CO  CM  CM 

r^  in  00 

00 

CO 

^   -- 

▼" 

I 
g 


1106 


t-  CO 

s 

CM 

o  in  o  ini  in 
O  CM  o  t^  o> 
o  CM  •*  in  o> 

1 

^k 

in  <D  V  o>  in 
■  en  in  in  (0 

»- 

n         ■r-      ' 

1^ 

o  r^ 
in  oo 
■•-  in 

o"  ■•-■ 

^  CO 
CM  (O 


o  s. 

CO 

o> 
ri 
a 
a 


M  1-   CO 

a  2  o 

in  T-"  cm' 
CO  in  (p 
V  «o  * 


UJ 


ilJ 

CO 


CO  . 
CO  CM 
^_  CO 

N."  cm" 

in  CO 
^  <o 


■*  o  o 


a>  o 

CO 


in 
«o 

CO 


CO 


lU 


o  •* 

*    O) 
O   CO 


O 

i 

z 

8 


& 
s. 


£ 


^  § 


w  s 


(0 


CSS 


il 


5"* 


«  s 


8? 


^ 


i 


1107 


—  t^OOQOQ«-i 
O>r>oOO>r>O00 

—  <N   —   inmr^t^oo 

en  r^  <s  —         cs  fs*  vn 


1      I 


r 

a 
■< 


S3  I 


o 
z 
< 

X 

u 


>- 
u. 


s. 

S 

Ol. 
«/) 

u 

00 

U 


Q 
ui 

O 
o. 
O 

06 

a. 


g  o  2 

Q  Q  O 


CO  cio  e«   u,   u, 

S   S   S   H   H 
u.  u.  u.  <  < 


1108 


.. 


\o   >rt   -^ 


1/1     ' 


5 
8 


\o  o»  r- 

00     — «     — 
—  (S 


r- 

o" 
oo 


m 

CM 


ON  n 

oo  — 


3 


Ov 

OO 

VO 

^^ 

<N       , 

OO 

r~ 

t^ 

<N       1 

m 

■s  g 

B  < 
u    u 

»5  "2 
>^  u 
-  CO  H 

fa 
g  I  s 

<  <  a 


U 

S 


s 
o  e 

E 
£   § 


11 

y  T5  (2 


1  -. 

t«  ail 

D  ^  t^ 

o  2  ■£ 

c  a.  * 

-  =  i 

^  §  S 

is  3  3 

O  00  < 


c 
£ 
> 

e 

0  E 

•a  "- 

E   i 

1  ^ 

E  S 

i*  -a 

H  Il- 


ia 

o 

z 
< 

X 

u 


CL. 

< 

H 

O 
H 

BQ 

c« 


C/5    t/D    W2    00    t«     _  c« 

U.UUUUOQ^c^c/3 
h-t«ooc/5ooc/3a,52i2co 


O 
a: 


u 

00 
00 

OQ 

Q 
U 

u 

<     r^ 

a.  a 

a  u 

OS  2 

00    UJ 

2  O 
O  < 

P  « 

u  u 

§1 


g 


t 

a 
E 


< 


OO 

O 
Z 

> 
< 

oo 


1109 


I 


li 


8S88 


r-   ■*   m  c<i 


Q   Q 

^   ^   0^   (^ 
ub    QC    OS    ^    ^ 


C«    V5 


1110 


DEPARTMENT  OF  THE  TREASURY 

SELECTED   WORKLOAD    MEASURES 


(UNITS  m  MltXIONS) 


INTCTNAL  KEVPgjE  SERVICE: 
rTtil 

lEwa 

Taip«ytn  Attimti 

VS.  CUSTOMS  SERVICE; 

MwccwnnfM  ^^mmm     ••..• 

Afiiwiiis  PMMVfsn  nocflHM 

Ttxptycn  Amktia4 

CoifN  ^odwcd   ...*.*• 

nNANClAL  MANACIMPIT  gKVlCEi 

nynrats ..•.. 

WJKEAU  «f  flw  PUBLIC  DEBTi 

StHitift-tff  UcmUn  SoU    

Savfam-fTM  StfcwkiM  R^dMOMd 

■UMAU  rf  ENCKAVPIC  *  fMNTlNCl 


ntffi 

mm 

rri»»5 

«  CHANCE 

ACTUALS 

REVISED 

REQUEST 

l»7.0 

20IJ 

10>.0 

1.2S 

IJ 

I.T 

M 

-IIJS 

7TJ 

7».» 

M.I 

5JS 

104 

IM 

IM 

t.1% 

4SI.0 

4S5.0 

4SI.0 

0.7S 

III. 7 

I4I.0 

IM.0 

•.1* 

I4,IS}.0  l«,300.0  I7.M0.0 


mj  iMJ 


ISI.0 


«.lft 


MS 


n.t 

t>J 

•M 

0.0« 

M« 

MA 

«J» 

t^% 

t,0S2.O 

*JM.O 

9J00.0 

■04% 

30,4U.O 

M,X*.0 

M.000.0 

■ixt% 

DEPARTMENT  OF  THE  TREASURY 

SELECTED   WORKLOAD    K4EASURES 


(UNITS  m  THOUSANDS 


ftPERAL  LAW  ENTORCIMPfr  TRAINING  CEWTtlli 

Toul  TraMat  (Staiutw—^) 

HNAWaAL  CRIMES  EWTORCPHEWT  NETWORKi 

■oMi  Reports  bMnv   *....................,. 

ALCOHOL.  TOBACCO  A  HREARMSi 

Mcohol  MMpcCIMMM 

I 

Ifol 

UA  SECRET  SERVICEi 


nri9«s 

ACTUALS 


MJ 


SjB 


rvm* 

REVISEO 


•.I 


mm 

REQUEST 
ll*.2 


•J 


«ClfANCB 


»JS 


3^% 


S.f 

IJ 

IJ 

-S.7« 

M 

OJ 

OJ 

■as* 

XtJt 

»J 

rj 

0.0« 

J.7 

2.* 

i.« 

0.0« 

104 

IIJ 

iij 

0.0S 

9iJ0 


no 


IM4 


US 


>l« 


Wednesday,  March  9,  1994. 

UNITED  STATES  SECRET  SERVICE 

witnesses 

ronald  k.  noble,  assistant  secretary  (enforcement),  de- 
partment of  the  treasury 

eljay  b.  bowron,  director,  united  states  secret  service,  de- 
partment of  the  treasury 

edwin  a.  verburg,  acting  deputy  assistant  secretary  (de- 
partmental finance  and  management),  department  of  the 
treasury 

Introduction 

Mr.  HOYER.  The  Committee  will  come  to  order.  This  afternoon's 
hearing  will  be  on  the  fiscal  year  1995  budget  request  for  the  Unit- 
ed States  Secret  Service,  which  is  currently  being  reorganized. 

The  Committee  is  pleased  to  welcome  back  Secretary  Noble  and 
Mr.  Verburg  and  also  to  welcome  for  the  first  time,  the  new  Direc- 
tor of  the  United  States  Secret  Service,  Mr.  Eljay  Bowron. 

Is  that  the  way  you  pronounce  it? 

Mr.  Bowron.  It  is  actually  Bowron. 

Mr.  HoYER.  I  want  to  say  at  the  outset  that  I  have  been  a  very 
strong  supporter  of  the  Secret  Service.  As  you  probably  know,  I 
continue  to  be  a  close  friend  of  the  former  Director  Mr.  Simpson 
who  lived  in  Bowie  and,  of  course,  former  Director  John  Magaw 
who  had  a  short  tenure  as  the  Director  and  is  now  at  ATF. 

Everybody  I  have  talked  to  in  Secret  Service,  with  respect  to 
your  appointment,  has  been  very  pleased.  I  don't  know  you  that 
well  yet,  but  it  is  obvious  to  me  that  all  the  people  in  your  organi- 
zation think  very,  very  highly  of  you,  as  obviously  Secretary  Bent- 
sen  and  Secretary  Noble  do.  So  we  welcome  you. 

Mr.  BowRON.  Thank  you  very  much. 

Mr.  HoYER.  Mr.  Lightfoot,  did  you  want  to  say  anything  before 
I  recognize  Secretary  Noble? 

Mr.  Lightfoot.  Basically  I'd  like  to  just  tag  on  to  your  comments 
and  welcome  you  aboard. 

Mr.  Bowron.  Thanks. 

Mr.  Lightfoot.  You  have  got  a  big  set  of  shoes  to  fill  with  John 
Magaw  moving  on,  but  I  think  the  history  of  both  the  Secret  Serv- 
ice and  ATF  has  been  a  credible  one,  and  we  appreciate  the  job 
that  you  have  to  do  and  with  the  world  we  live  in  today,  your  job 
is  expanding  somewhat  and  we  hope  that  we  can  provide  you  the 
resources  to  do  it  with. 

Mr.  Noble,  good  to  see  you  back.  Mr.  Verburg,  we  are  pleased  to 
have  you.  We  will  make  you  permanent  Members  of  the  Sub- 
committee here  shortly. 

(1111) 
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Mr.  HOYER.  We  will  start  then.  Secretary  Noble,  if  you  would  like 
to  make  any  comments,  we  will  welcome  those.  If  you  have  a  pre- 
pared statement,  we  will  include  at  the  appropriate  place  in  the 
record. 

Mr.  Noble.  I  want  to  just  follow  up  on  your  comments,  Mr. 
Chairman,  and  Congressman  Lightfoot,  and  just  take  a  moment  to 
have  Eljay  introduce  the  front  row  seated  behind  him  to  his  left  be- 
cause they  are  really  the  heart  and  soul  of  the  Secret  Service. 
Afterwards,  I  will  tell  you  a  little  about  the  process  that  led  to 
Eljays  selection. 

Mr.  BowRON.  First  let  me  introduce  Guy  Caputo,  our  Deputy  Di- 
rector; Greorge  Opfer,  our  Assistant  Director  of  Investigations;  Mike 
Smelser,  our  Assistant  Director  for  Protective  Research;  Dick  Grif- 
fin, Assistant  Director  for  Protective  Operations;  Terry  Samway, 
who  is  our  Assistant  Director  for  Training;  and  David  Lee,  who  is 
our  Assistant  Director  for  Administration. 

Mr.  HoYER.  We  want  to  welcome  all  of  you  to  the  Committee, 
particularly  the  gentleman  in  charge  of  administration.  He  has  his 
book  out  there  ready  to  go. 

Mr.  BowRON.  I  wanted  him  to  slide  his  chair  over. 

Mr.  HOYER.  I  understand  the  problem.  You  see,  I  have  Mr.  Berry 
back  here  all  the  time  so  I  know  what  to  do. 

Summary  Statement  of  Secretary  Noble 

Mr.  Noble.  The  process  that  led  to  Eljay  Bowron's  selection  drew 
on  the  strength  of  these  assistant  directors.  I  have  never  seen  a 
more  loyal  group  of  people,  a  more  committed  group  of  people  from 
which  to  find  the  best  person.  When  I  interviewed  them,  they  en- 
thusiastically talked  about  the  Service,  the  importance  of  the  cul- 
ture, of  people  who  risk  their  lives  on  a  daily  basis  for  not  only  the 
President  or  Vice  President,  but  for  all  the  visiting  heads  of  state. 
They  only  wanted  a  fair  selection  process. 

They  wanted  to  be  able  to  talk  about  what  was  important  to 
them  as  a  Service;  about  their  commitment  to  having  the  new  Di- 
rector be  from  inside  the  Service  because  others  can't  understand 
the  difficulty  that  is  presented  by  protecting  the  President  of  the 
United  States,  as  opposed  to  another  head  of  state. 

It  is  most  appropriate  to  commend  all  of  the  assistant  directors 
for  their  support  of  the  process  that  led  to  Eljay^s  selection. 

My  remarks  will  be  very  brief. 

You  know  a  great  deal  about  the  Secret  Service,  their  dual  mis- 
sion, one  of  protection  and  one  of  investigation.  In  educating  the 
Secretary  of  the  Treasury  about  the  Secret  Service's  mission,  I  had 
to  impress  upon  him  the  importance  of  the  investigative  side. 

You  can't  expect  people  to  stand  watch  on  a  daily  basis  24  hours 
a  day  without  giving  them  something  else  to  focus  on,  to  hone  their 
skills  to.  When  they  do  interview  a  suspect  or  someone  who  is  a 
potential  threat  to  the  President,  or  some  other  visiting  head  of 
state,  they  must  have  the  necessary  investigative  skills  so  that 
they  can  do  as  much  screening  as  one  could  possibly  do. 
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FINANCIAL  INSTITUTION  FRAUD 

As  an  organization,  the  Secret  Service  has  made  tremendous 
strides  in  the  financial  institution  fi-aud  investigative  area.  I  think 
the  return  was  about  $15  miUion  for  the  $78  milHon  allocated  for 
the  operation. 

The  Secret  Service  has  time  and  time  again  approached  criminal 
investigation  not  just  to  arrest  and  get  people  convicted,  but  to 
come  up  with  programmatic  solutions  to  avoid  the  kinds  of  prob- 
lems that  will  lead  to  crimes  being  committed. 

So  when  they  investigate  crime  at  a  financial  institution  and 
they  find  out  there  is  a  loophole  or  a  void  in  a  protective  area  with 
regard  to  financial  operations,  they  will  say,  well,  perhaps  if  you 
added  this  element  or  that  element  to  your  protocol,  you  could 
avoid  this  kind  of  fraud  in  the  future. 

I  think  that  is  a  proactive  element  of  the  Secret  Service's  ap- 
proach to  financial  institution  fraud,  and  to  criminal  investigations 
generally,  that  you  don't  see  in  other  law  enforcement  agencies.  We 
at  Treasury  are  quite  proud  of  the  Service's  efforts  in  the  investiga- 
tive area. 

MAJOR  PROTECTION  EVENTS 

There  are  major  upcoming  events  that  are  going  to  draw  tremen- 
dously on  the  resources  of  the  Secret  Service,  World  Cup  soccer 
games  and  the  United  Nations  50th  anniversary.  They  are  expect- 
ing about  180  heads  of  government  to  attend  the  U.N.  Greneral  As- 
sembly and  then  we  also  have  the  Olympic  games. 

Something  that  is  of  great  concern  to  this  committee  are  the 
problem  we  are  experiencing  with  counterfeiting.  We  will  be  happy 
to  answer  any  questions  you  have  on  this  subject  as  we  proceed 
with  our  testimony.  This  concludes  my  summary  remarks.  At  this 
time,  I  would  like  to  turn  it  to  the  new  Director,  Eljay  Bowron. 

STATEMENT  OF  MR.  BOWRON 

Mr.  Bowron.  Thank  you  very  much.  I  appreciate  all  the  kind 
comments  and  the  warm  welcome  for  me,  and  particularly  all  the 
comments  about  the  Secret  Service,  and  I  know  everyone  here  from 
the  Secret  Service  appreciates  all  those  things  that  were  said. 

I  am  really  pleased  to  be  here  as  the  new  Director.  I  had  an  op- 
portunity to  speak  with  both  former  Director  Simpson  and  former 
Director  Magaw  in  preparation  for  these  hearings  and  both  of  them 
expressed  to  me  the  tremendous  support  that  the  Secret  Service 
has  received  from  this  committee  in  the  past.  They  also  emphasized 
the  forthright  and  cooperative  working  relationship  that  the  Secret 
Service  has  enjoyed  with  this  committee.  I  want  to  express  my 
commitment  to  continuing  that  forthright,  cooperative  relationship 
and  I  know  everyone  on  the  staff  feels  the  same  way. 

I  would  like  to  discuss  the  Secret  Service  Fiscal  Year  1995  re- 
quest and  current  program  initiatives  and  performance,  and  I  will 
just  highlight  some  areas.  I  submitted  a  detailed  statement  for  the 
record. 

Mr.  HOYER.  Your  full  statement  will  be  included  at  the  appro- 
priate place  in  the  record. 
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Mr.  BOWRON.  The  Secret  Service's  appropriation  request  for 
$471,864  million  and  4,588  FTE  positions  is  a  $9.9  million  increase 
over  this  year's  budget.  This  increase  is  tied  almost  exclusively  to 
protective  initiatives  in  both  the  1996  Presidential  campaign  and 
the  50th  anniversary  of  the  United  Nations  CJeneral  Assembly. 

The  funds  will  be  used  for  training  and  equipping  both  Secret 
Service  personnel  and  personnel  from  other  Treasury  agencies  who 
will  support  us  during  those  two  major  events. 

U.N.  50,  as  Assistant  Secretary  Noble  mentioned,  is  going  to  be 
an  extraordinary  event.  Most  United  Nations  conferences  have 
about  35  to  40  visiting  heads  of  state  participating.  In  this  case, 
a  projection  of  180  visiting  heads  of  state  has  been  made. 

The  Secret  Service  workload  in  protection  is  driven  by  both  the 
travel  of  the  protectees  and  the  degree  of  public  exposure  that  they 
seek  and  engage  in  as  they  go  about  those  travels.  Certainly  this 
administration  and  this  President  in  particular,  has  demonstrated 
that  he  wants  a  very  open  administration  and  a  very  close  relation- 
ship with  the  American  public.  That  causes  a  very  labor-intensive 
protective  mission,  both  with  the  utilization  of  manpower  and 
magnetometers  and  other  security  measures. 

The  Service  also  sees  increased  foreign  travel,  by  the  President, 
the  Vice  President  and  Mrs.  Clinton,  both  currently  and  over  the 
next  fiscal  year. 

On  the  investigative  side  of  the  Secret  Service,  the  efforts  in  the 
financial  institution  fraud  area,  counterfeit,  access  device  fraud, 
telecommunications  and  computer  fraud,  and  forgery,  are  all  very 
important  to  us.  The  Secret  Service  treats  the  investigative  mission 
with  a  high  priority. 

As  already  mentioned,  the  Service  attempts  to  take  an  approach 
in  identifying  systemic  problems  that  often  reduces  the  vulner- 
ability for  institutions  or  Treasury  bureaus  and  agencies.  The  Serv- 
ice has  been  successful  in  terms  of  the  quality  of  cases  put  to- 
gether, maintaining  a  97  percent  conviction  rate. 

Specifically,  there  has  been  an  increase  in  the  area  of  counterfeit- 
ing, particularly  in  the  overseas  seizures  primarily  in  the  Middle 
East,  Europe  and  in  South  America.  In  order  to  address  that  coun- 
terfeit problem,  task  forces  have  been  established  in  Nicosia,  Cy- 
prus and  in  Bogota,  Colombia. 

While  the  Service  is  handling  the  problems  from  a  task  force 
standpoint  right  now,  counterfeiting  activity  has  increased  to  the 
point  where  permanent  staffing  overseas  must  be  increased.  The 
Service  is  to  increase  staffing  through  State  Department  contacts. 

The  Service  has  also  initiated  a  program  that  is  suppK)rted  by 
Secretary  Bentsen  called  Operation  Safe  Home.  The  Secret  Service 
and  the  Department  of  Housing  and  Urban  Development  will  iden- 
tify housing  projects  in  cities  and  municipalities  around  the  coun- 
try where  the  Service  can  provide  some  expertise  with  respect  to 
security  measures  that  might  be  taken  to  make  the  community  or 
the  public  housing  safer  for  the  residents.  The  Service  is  also  in- 
volved in  Project  Outreach  and  other  community-based  initiatives. 

From  the  protective  research  standpoint,  the  Secret  Service  con- 
tinues to  focus  on  state-of-the-art  enhancements  at  both  the  White 
House  and  the  Vice  President's  residence. 
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In  the  area  of  equal  opportunity,  the  Service  is  continuing  to  in- 
crease the  representation  of  women  and  minorities  in  both  the 
ranks  of  Special  Agents  and  the  Uniform  Division  officers.  In  Fiscal 
Year  1993,  about  44  percent  of  the  agents  hired  were  women  or  mi- 
norities. Our  last  three  Special  Agent  classes  were  in  the  area  of 
50  percent  women  and  minorities. 

As  far  as  future  plans  go,  as  was  mentioned,  the  Service  will  pro- 
vide protection  for  the  1996  Presidential  Campaign  with  both  the 
Democratic  and  Republican  National  Conventions,  the  50th  Anni- 
versary of  the  United  Nations,  and  the  Olympic  games  in  Atlanta, 
Georgia.  It  is  expected  that  the  Olypmic  games  will  be  attended  by 
both  the  President  and  the  Vice  President,  and  probably  will  have 
greater  participation  by  foreign  heads  of  state  than  previous  Olym- 
pics that  were  held  here  in  the  United  States. 

Going  still  further  into  the  future  toward  1997,  the  Service  has 
approval  for  a  consolidated  headquarters  operation.  The  Service 
hopes  to  move  in  the  summer  of  1997.  That  concludes  the  high- 
lignts  of  our  program  areas  and  I  would  be  happy  to  answer  any 
questions  that  you  may  have. 

Mr.  HOYER.  Thank  you  very  much.  Director.  We  appreciate  that. 

[The  prepared  statements  of  Secretary  Noble  and  Director 
Bowron  follow:] 
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Statement  of  Ronald  K.  Noble 

Assistant  Secretary 
(Enforcement) 

Appropriation  Hearing  with  the  U.  S.  Secret  Service 

Before  the  House  Committee  on  Appropriations 

Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 


Mr.  Chairman  and  members  of  the  Subcommittee,  it  is  a  pleasure  to  appear 
before  you  today  to  discuss  the  FY  \995  Budget  Request  of  the  U.  S.  Secret  Service. 
With  me  today  are  E\jay  B.  Bowron,  the  new  Director  of  the  Secret  Service,  and 
members  of  his  staff. 

The  Secretary  of  the  Treasury  in  his  selection  of  Mr.  Bowron,  has  shown  that  he 
has  a  great  deal  of  confidence  in  his  ability  to  lead  the  Service,  with  its  very  critical 
responsibilities,  into  the  next  century.   I  too  hold  Mr.  Bowron  in  high  regard,  and  look 
forward  to  working  with  him  in  shaping  future  Secret  Service  programs. 

As  you  are  aware  Mr.  Chairman,  the  U.  S.  Secret  Service  has  two  ni^or 
responsibilities.   First,  in  the  realm  of  protection  they  are  responsible  for  the  protection 
of  the  President  and  Vice  President  and  members  of  their  families;  in  addition,  they  also 
are  entrusted  with  providing  protection  for  former  Presidents,  and  foreign  heads-of-state 
and  heads-of-govemment  visiting  this  country. 

Secondly,  in  carrying  out  its  investigative  responsibilities,  the  Service  protects  the 
nation's  economy;  accomplishing  this  by  way  of  enforcing  laws  relating  to  obligations 
and  securities  of  the  United  States,  and  to  financial  crimes,  such  as  financial  institution 
fraud.   Their  investigative  responsibilities  have  broadened  in  recent  years  as  threats  to 
the  integrity  of  our  monetary  system  have  changed. 

During  this  past  fiscal  year  the  Service  successfully  met  the  challenge  of  providing 
the  country  with  a  smooth  transition  in  political  leadership  by  initiating  protection  for 
President  Clinton  and  Vice  President  Gore,  as  well  as  continuing  to  provide  protective 
security  for  former  President  Bush.   Making  this  transition  is  key  to  upholding  the 
democratic  process  by  which  the  American  public  chooses  its  leaders  and,  uttimately, 
maintaining  our  country's  form  of  government.   ITie  Service,  with  its  FY  1995  budget, 
continues  this  process  by  budgeting  for  the  resources  it  requires  to  begin  preparing  for 
the  next  Presidential  election  campaign  in  1996. 

No  less  significant  is  the  protection  that  the  Service  provides  for  visiting  foreign 
heads-of-state  and  heads-of-govemment.   Hie  diplomatic  efforts  of  the  country  are 
enhanced  by  ensuring  that  a  safe  environment  is  provided  for  these  visitors.   The 
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Service's  ability  to  meet  this  responsibility  was  most  recently  demonstrated  during  the 
visit  of  Pope  John  Paul  n  to  this  country  last  Augiist.   Although  hundreds  of  thousands 
of  spectators  and  participants  were  involved  with  the  ceremonies  and  events  surrounding 
this  visit,  a  secure  environment  was  maintained. 

The  Service  will  be  faced  with  an  equally  demanding  challenge  with  the 
celebrations  surrounding  the  fiftieth  anniversary  of  the  founding  of  the  United  Nations. 
During  the  fall  of  1995  the  Secret  Service  will  be  tasked  with  providing  protection  for  up 
to  180  visiting  heads-of-state  and  heads-of-govemment  who  will  attend  these  ceremonies 
in  both  New  Yorit  City  and  San  Francisco.    Planning  for  this  event  is  already  well 
underway.   The  magnitude  of  this  protective  effort  is  resource  intensive  and,  as  is  the 
case  with  Presidential  election  campaigns,  it  will  necessitate  the  cooperation  and  support 
of  agents  from  other  Treasury  law  enforcement  bureaus. 

Although  often  not  as  visible  to  the  public  as  its  protective  efforts,  the  Service 
also  has  a  very  important  investigative  mission  in  protecting  this  country's  monetary 
system  through  its  vigorous  enforcement  of  laws  relating  to  obligations  and  securities  of 
the  United  States,  and  to  the  many  forms  of  Tmancial  fraud. 

The  enforcement  of  laws  in  relation  to  counterfeit  currency  was  the  reason 
behind  the  establishment  of  the  Secret  Service  129  years  ago.    Through  its  domestic  and 
foreign  offices  the  Service  is  in  the  forefront  of  providing  the  means  for  defeating  efforts 
to  counterfeit  the  nation's  currency,  and  thereby  maintain  its  acceptance  as  the  world's 
preeminent  means  of  exchange.    Further,  the  Service  is  a  major  partner  in  the 
Department's  efforts  to  develop  anti-counterfeit  deterrence  mechanisms. 

The  Service's  newest  investigative  efforts  involve  enforcement  of  laws  relating  to 
financial  crimes.    As  a  result  of  this  Committee's  actions  the  Service  was  enlisted  in 
federal  efforts  to  identify  and  prosecute  those  members  of  our  society  whose  fraudulent 
schemes  have  laid  waste  to  many  of  our  financial  institutions. 

The  results  achieved  by  the  Secret  Service  strongly  validate  the  Committee's  faith 
in  them  to  meet  this  challenge,  as  last  year  they  closed  nearly  700  cases  involving 
financial  institution  fraud,  making  367  arrests.   In  addition,  over  $15.6  million  in 
proceeds  from  criminal  activity  were  seized  in  conjunction  with  these  investigations. 
Based  on  this  track  record  it  is  the  Secretary's  intention  that  the  role  of  the  Secret 
Service  in  this  vital  area  be  maintained.    To  that  end.  Secretary  Bentsen  has 
recommended  that  the  Service  be  granted  permanent  concurrent  jurisdiction  with  the 
FBI  to  investigate  financial  institution  fraud  cases. 

In  the  coming  months  the  Service  will  also  lend  its  expertise  in  the  government's 
efforts  to  address  other  major  issues.   These  include  working  with  other  federal  agencies 
to  strengthen  the  integrity  of  federal  payments  systems  that  provide  a  variety  of 
government  benefits  to  our  citizens;  leveraging  the  expertise  they  have  gained  from  their 
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protective  efforts  to  recommend  new  and/or  improved  measures  for  ensuring  a  safe 
environment  for  families  living  in  federally  funded  housing;  and  assisting  U.  S.  Attorney 
Eric  Holder  with  his  initiatives  to  reduce  crime  in  the  District  of  Columbia. 

The  Treasury  Department  is  extremely  proud  of  the  work  performed  by  the  men 
and  women  of  the  Secret  Service.   Reflecting  on  the  support  provided  to  the  Secret 
Service  by  this  Committee  in  the  past,  I  recognize  that  this  Committee  is  in  agreement. 

This  concludes  my  statement.   May  I  now  ask  Director  Bowron  to  make  any 
remarks  that  he  has  prepared,  and  following  that,  we  shall  be  pleased  to  answer  any 
questions  that  you  or  the  other  members  of  the  subcommittee  may  have. 


Thank  you. 
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Department  of  the  Treasury 

U.  S.  SECRET  SERVICE 

Introductory  Statement  of  E\jay  B.  Bowron 

Director,  U.  S.  Secret  Service 

For  Presentation  to  the  Subcommittee  on  Appropriations 


Mr.  Chairman  and  members  of  the  Committee,  I  am  pleased  to  be  here  today 
to  discuss  the  fiscal  year  1995  appropriation  request  of  the  U.  S.  Secret  Service. 

Before  I  introduce  my  associates  who  are  with  me  today,  I  would  first  like  to 
afTum  that  you  and  the  members  of  this  Committee  have  this  agency's  and  my  pledge  to 
continue  a  forthright,  effective,  and  cooperative  working  relationship. 

With  me  today,  Mr.  Chairman,  are  Guy  Caputo,  Deputy  Director;  David  Lee, 
Assistant  Director  for  Administration;  Richard  Griffin,  Assistant  Director  for  Protective 
Operations;  Michael  Smelser,  Assistant  Director  for  Protective  Research;  George  Opfer, 
Assistant  Director  for  Investigations;  and  Terrence  Samway,  Assistant  Director  for 
Training. 

I  welcome  this  opportunity  to  review  with  this  Committee  the  Service's  mission, 
and  the  importance  of  its  programs  in  accomplishing  that  mission.    In  my  testimony,  I 
would  like  to  detail  the  Service's  FY  1995  Budget  Request,  summarize  current  program 
performance,  and  outline  significant  events  and  issues  for  this  fiscal  year  and  next,  and 
the  future. 

FISCAL  YEAR  1995  APPROPRIATION  REQUEST 

The  Service's  appropriation  request  for  fiscal  year  1995  totals  $471,864,000  and 
4,588  FTE  positions.    This  is  a  net  increase  of  $9,851,000  from  the  fiscal  year  1994 
funding  level  of  $462,013,000.   This  request  includes  $9,432,000  in  adjustments 
necessary  to  maintain  current  performance  levels;  $10,149,000  for  adjustments  necessary 
to  meet  mandatory  changes  in  workload;  $475,000  in  program  increases;  and 
$10,205,000  in  personnel  reductions,  nonrecurring  costs,  and  savings. 

MANDATORY  WORKLOAD  REQUIREMENTS  AND  PROGRAM  INITIATrVES 

The  FY  1995  budget  requests  start-up  funding  of  $3.6  million  to  meet  the 
preparatory  protective  requirements  associated  w  ith  the  1996  Presidential  Election 
Campaign.    These  funds  are  required   to  purchase  supplies  and  equipment,  and  to 
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provide  necessary  training  for  Secret  Service  agents  and  for  agents  from  other  Treasury 
Enforcement  Bureaus. 

Training  of  1,400  Secret  Service  employees  and  750  other  Treasury  agents  will 
begin  in  the  Spring  of  1995,  and  continue  through  most  of  the  summer.   The  training 
will  consist  of  organized  classes  covering  speciTic  campaign  protection  procedures. 
Classes  will  be  conducted  in  Washington,  D.C.  and  at  centrally  located  field  offices 
nationwide.   Accomplishing  this  training  early  allows  the  Service  to  be  ready  should  the 
campaign  begin  early  in  FY  1996.   In  addition,  part  of  what  the  Service  is  doing  in 
preparation  for  the  1996  campaign  will  also  support  the  extraordinary  protective  effort 
expected  with  the  50th  Anniversary  meetings  of  the  United  Nations  General  Assembly. 

The  50th  Anniversary  meetings  of  the  United  Nations  General  Assembly  will 
take  place  in  New  York  City  during  September  and  October  1995.   The  Service 
normally  provides  protection  for  approximately  40  visiting  foreign  Heads-of- 
State/Govemment  and  spouses  who  attend  the  annual  General  Assembly  meetings  in 
New  York  City.     Celebrations  surrounding  these  50th  Anniversary  United  Nations 
General  Assembly  meetings  will  also  be  held  in  San  Francisco  where  the  United  Nations' 
original  charter  was  signed.   The  Service  is  expecting  that  up  to  180  foreign  Heads-of- 
State/Govemment  will  be  attending  these  50th  Anniversary  meetings. 

As  for  program  initiatives,  this  budget  requests  $75,000  to  contract  for  services 
needed  to  determine  the  requirements  to  convert  the  Service's  current  financial 
accounting  system  to  the  Treasury  Department's  standard  financial  system.   Also,  an 
additional  $400,000  is  required  for  establishment  of  base  funding  to  allow  the  Service  to 
replace  Local  Area  Computer  Networks  (LANs)  which  are  over  six  years  old,  to  expand 
the  capacity  of  existing  LAN  systems,  to  install  new  LANs  in  its  m^or  field  ofTices,  and 
to  further  the  goal  of  making  the  Service's  financial  system  compatible  with  the 
Treasury  Department's  standard  financial  system. 

PROTECTIVE  ACTIVITY 

One  of  the  foremost  goals  of  the  Service  is  the  effective  and  efficient  utilization 
of  its  personnel  and  other  resources  in  the  performance  of  its  protective  mission.   The 
workload  surrounding  this  mission  is  influenced  by  the  degree  of  public  exposure  of  the 
Service's  protectees  as  reflected  by  their  scheduled  activities,  and  associated  level  of 
travel  accomplished  by  the  individual  protectees. 

The  transition  to  a  new  President  and  the  associated  activities  of  this 
Administration,  which  has  been  typified  by  both  a  greater  degree  of  openness  and 
exposure  to  the  public,  has  resulted  in  more  labor  intensive  protective  efforts. 

Fiscal  year  1994  has  seen  a  continuation  of  extensive  travel  by  all  protectees. 
President  and  Mrs.  Clinton  attended  the  Asian  Pacific  Economic  Conference  (APEC)  in 
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Seattle  and  have  already  visited  six  foreign  countries  this  fiscal  year.   Additional  foreign 
travel  is  scheduled,  including  a  trip  to  celebrate  the  Anniversary  of  D-Day  in  June,  an 
Economic  Summit  in  Italy  in  July,  and  another  Asian  Pacific  Economic  Conference  in 
Indonesia  in  the  fall.    Also,  Mrs.  Clinton  recently  lead  the  United  States  delegation  at 
the  Winter  Olympics  in  Norway.    The  Vice  President  also  has  tentative  plans  to  make 
four  additional  foreign  trips  this  year. 

During  FY  1993,  a  total  of  265  visiting  foreign  dignitaries  were  protected  while 
making  747  stops  in  the  United  States.   The  average  foreign  dignitary  visit  lasted  six 
days.   President  Aristide  of  Haiti  received  protection  during  all  of  FY  1993,  and 
continues  to  receive  protection  in  FY  1994. 

Although  the  Service's  protective  activities  are  largely  unpredictable  from  year- 
to-year  the  following  are  annual  events  where  foreign  dignitaries  receive  protection: 
The  International  Monetary  Fund  Meetings,  the  Pan  American  Conference,  and  the 
United  Nations  General  Assembly  meetings.   There  were  two  additional  m^or  events 
during  the  last  fiscal  year  that  added  to  the  foreign  dignitary  protective  workload.   The 
Holocaust  Memorial  Dedication  Ceremony  in  Washington,  D.C.,  which  was  attended  by 
12  foreign  dignitaries  and  three  spouses,  and  Pope  John  Paul  H's  visit  in  August,  1993. 

As  for  this  Fiscal  year,  in  November  the  United  States  hosted  the  APEC 
conference  in  Seattle,  Washington  where  11  Heads-of-State/Govemment  and  six  spouses 
received  Secret  Service  protection.   The  United  States  will  also  host  a  Western 
Hemisphere  conference  in  August/September  this  year,  where  34  Heads-of- 
State/Govemment  are  expected  to  attend.   Also,  the  Service  will  provide  protection  to 
those  foreign  Heads-of-State/Govemment  that  attend  the  World  Cup  Soccer  games  to  be 
held  this  summer  in  New  York,  Orlando,  Washington,  Chicago,  Boston,  Dallas,  Los 
Angles,  San  Francisco  and  Detroit.   Finally,  the  Service  will  provide  protection  to  an 
estimated  40  Heads-of-State/Govemment  expected  to  attend  the  annual  United  Nations 
General  Assembly  meetings  in  September  and  October. 

The  Service's  Uniformed  Division  continues  to  be  an  integral  part  of  the 
protective  mission.   The  officers  employed  magnetometers  to  screen  610,290  visitors  with 
appointments  at  the  White  House,  and  1,099,658  individuals  on  public  tours  during  last 
flscal  year.   In  addition  to  utilization  in  the  White  House  complex,  magnetometer  details 
were  employed  at  1,074  other  sites,  with  1,445,329  persons  being  screened.    The  officers 
assigned  to  the  White  House  Branch  made  a  total  of  54  arrests.   Officers  assigned  to  the 
Foreign  Missions  Branch,  which  protects  462  foreign  diplomatic  missions,  made  a  total 
of  902  arrests.    In  support  of  District  of  Columbia  Metropolitan  Police  Department 
initiatives.  Uniformed  Division  officers  made  211  arrests  during  the  three  month  period 
between  November,  1993  and  January,  1994.   The  canine  units  which  support  the  White 
House  and  Foreign  Missions  Branches,  as  well  as  presidential  travel,  conducted  39,016 
vehicle  searches.   The  Service's  Counter  Sniper  teams  were  deployed  at  1,229  sites  in 
support  of  the  President,  Vice  President  and  foreign  dignitaries. 
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INVESTIGATIVE  ACTIVITY 

The  Service's  Investigative  efTort  continues  to  show  significant  progress  in  the 
areas  of  financial  institution  fraud,  counterfeit,  access  device  fraud,  telecommunications 
and  computer  fraud,  and  forgery. 

The  Service  expects  to  receive  approximately  25,000  financial  institution  fraud 
criminal  referrals  this  fiscal  year.   Over  11,000  criminal  referrals  have  been  received  to 
date,  and  are  being  scanned  into  the  Service's  Complex  Investigative  Data  Analysis 
System  for  investigative  and  program  management  initiatives. 

The  Secret  Service's  approach  to  these  investigations  has  been,  and  will 
continue  to  be,  to  systematically  attack  the  current  problem,  as  well  as  continue 
development  of  proactive  measures  to  identify  problem  institutions  and  systems.   This 
approach  will  not  only  quickly  address  problem  laden  financial  institutions,  but  will  also 
address  prevention  and  recommend  changes  to  return  the  institution  and/or  financial 
system  to  solvency.   The  Service  will  work  closely  with  the  Departmental  regulators  to 
develop  a  risk  analysis/program  management  approach  to  financial  institution 
regulation. 

The  Service  closed  694  financial  institution  fraud  cases  in  FY  1993,  of  which 
235  involved  losses  in  excess  of  $100,000  and/or  failed  institutions.  The  Service  made 
367  arrests  during  the  year.     Also,  case  dispositions  resulted  in  251  convictions  in 
FY  1993.   Over  $15.6  million  in  proceeds  from  criminal  activity  were  seized  in 
conjunction  with  these  investigations. 

The  Service  has  seen  an  increase  in  the  amount  of  counterfeit  U.  S.  currency 
overseas.   A  total  of  $140,959,167  in  counterfeit  U.  S.  currency  was  seized  worldwide. 
In  an  effort  to  curb  this  trend,  the  Service  established  a  task  force  in  Nicosia,  Cyprus, 
to  deal  with  counterfeit  U.  S.  currency  originating  in  the  Middle  East,  and  a  task  force 
in  Bogota,  Colombia,  to  address  a  similar  situation  in  South  America. 

Access  Device  Fraud  (ADF)  investigations  have  evolved  from  investigating  street 
level  crimes  of  opportunity,  to  investigations  which  are  highly  sophisticated  and 
international  in  nature.   Today's  investigations  involve  organized  groups,  such  as  the 
Asian  Triads  and  West  African  criminal  elements,  that  attack  the  Hnancial  systems  of 
the  United  States.   This  evolution  has  moved  from  the  filing  of  fictitious  credit  card 
applications  to  illegally  accessing  credit  and  financial  information.   The  use  of  high 
quality  computer  generated  counterfeit  travelers  checks  and  counterfeit  credit  cards 
with  excellent  quality  holograms  and  encoded  magnetic  strips,  has  increased 
significantly. 
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The  Secret  Service  is  currently  investigating  2,888  access  device  cases.   In 
FY  1993,  2,961  cases  were  closed.   A  total  of  2,073  arrests  were  made  during  last  year. 
Also  last  year,  case  dispositions  resulted  in  1,949  convictions. 

The  Service  will  continue  to  support  a  very  aggressive  approach  towards 
investigating  these  cases;  targeting  the  well  organized  groups  both  inside  and  outside  the 
United  States.    Currently,  the  Secret  Service  is  a  member  of  15  formal  West  African 
and  Asian  criminal  element  Task  Forces  around  the  country,  involving  a  number  of 
different  federal,  state,  and  local  agencies. 

To  remain  at  the  forefront  of  these  highly  technical  and  specialized 
investigations,  the  Service  has  developed  the  Electronic  Crimes  Special  Agent  Program 
(ECSAP).    This  program  currently  has  fifteen  highly  trained  special  agents  who  assist 
field  ofilces  in  conducting  telecommunications  and  computer  fraud  investigations.   This 
program  specifically  targets,  studies,  tracks,  and  develops  proactive  measures  to  control 
these  crimes. 

The  Service  has  taken  an  aggressive  approach  to  telecommunications  and 
computer  fraud  investigations.   The  problem  of  telecommunications  fraud  is  immense. 
Private  Branch  Exchange  (PBX)  fraud,  call  sell  operations,  three-way  calling,  altered 
chips,  subscription  fraud,  etc.,  are  all  methods  by  which  the  criminal  element  not  only 
preys  on  telecommunications  systems,  but  indeed  facilitates  ancillary  criminal  activity. 
In  many  instances,  the  persons  involved  in  telecommunications  fraud  are  equally 
involved  in  other  m^jor  criminal  activity  relating  to  drugs,  telemarketing,  and  organized 
crime.    It  is  widely  recognized  within  the  law  enforcement  community  that  traditional 
organized  criminal  elements  in  the  United  States  and  drug  producing  countries  have 
used  reprogrammed  telephones  to  both  defraud  the  telecommunications  industry  and  to 
mask  their  identity  to  avoid  law  enforcement  electronic  monitoring.   Organized  criminal 
activity  by  Asian  and  Mediterranean  based  groups,  using  fraudulently  altered  cellular 
telephones,  has  grown  at  a  rapid  pace  within  the  continental  United  States  within  the 
last  few  years. 

During  FY  1993,  forgery  referrals  continued  to  increase  from  the  previous  year, 
resulting  in  1,578  arrests  associated  with  these  investigations.    The  Financial  Crimes 
Division  also  increased  its  interaction  with  other  agencies  to  prevent  fraud  in  the 
disbursement  of  government  checks  involving  entitlement  programs.    One  example  of 
this  program  integrity  focus  is  the  establishment  of  the  Treasury  Recipient  Integrity 
Program  (TRIP),  an  effort  which  documented  the  widespread  fraud  associated  with 
millions  of  dollars  in  U.  S.  Treasury  checks.   The  pilot  project  identified  48.88%  of  the 
targeted  payments  as  being  fraudulent.   This  program  is  continuing  and  will  ultimately 
target  the  $120  million  per  month  associated  with  overseas  payments.   Future  plans  for 
this  project  include  domestic  as  well  as  international  payments. 
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The  Service's  Asset  Forfeiture  Program  oversees  and  provides  guidance  on 
seizures  effected  by  the  Service  in  connection  with  the  enforcement  of  its  investigative 
jurisdiction.   The  Service's  seizures  for  fiscal  year  1$>93  increased  by  approximately  350 
percent  over  fiscal  year  1992.   The  monetary  value  of  assets  seized  by  the  Service  in 
flscal  year  1993  is  estimated  to  be  $17.1  million. 

The  primary  goal  of  the  Service's  Asset  Forfeiture  Program  is  to  punish  and 
deter  criminal  activity  and  to  ensure  that  innocent  owners  are  protected  and  that  due 
process  is  applied  judiciously. 

Many  of  the  violations  that  the  Service  investigates  are  crimes  against  victims, 
some  of  whom  are  federally  insured  financial  institutions.   While  our  seizures  are 
substantial  in  terms  of  dollar  value,  the  Service  endeavors  to  assure  that  the  rights  of 
victims  and  innocent  parties  with  valid  interests  are  protected. 

The  Secret  Service  has  placed  a  high  priority  on  training  its  agents  and  support 
personnel  in  asset  forfeiture.   We  believe  that  having  well-trained  personnel  in  the 
forfeiture  laws  lessens  the  probability  of  adverse  court  decisions,  civil  liability,  and 
negative  publicity  by  the  news  media.   More  importantly,  having  well-trained  personnel 
in  the  forfeiture  area  helps  to  ensure  that  due  process  rights  of  petitioners,  claimants, 
and  innocent  owners  are  not  violated  and/or  compromised. 

In  September,  1993,  the  Secret  Service,  after  consultation  with  the  Department, 
implemented  a  community  Service  activity  in  Washington,  D.  C.   This  endeavor.  Project 
Outreach,  enabled  this  Service  to  assist  residents  of  the  Kenilworth-Parkside  Community 
in  various  areas  of  interest.   From  October  through  December,  1993,  agents  from  the 
Secret  Service  participated  in  a  general  introductory  meeting,  a  "hands  on"  medical 
awareness  program,  and  two  CPR  classes.   The  attendance  for  these  events  was  in 
excess  of  150  residents.   Additional  events  that  have  been  requested  and  are  in  the 
planning  stages  are:   r^sum^  preparation,  photographing  and  fingerprinting  of  children 
to  assist  in  prevention  of  child  abduction,  and  programs  showing  the  benefits  of  a  Secret 
Service  career. 

Recently,  the  Secret  Service  initiated  a  new  program  supported  by  Treasury 
Secretary  Bentsen  to  assist  federal  and  city  government  agencies  by  serving  as  a  security 
advisor  for  local  housing  authorities.   This  program,  "Operation  Safe  Home",  will 
enable  the  Secret  Service  to  apply  its  protective  and  technical  expertise  in  providing 
security  surveys  for  housing  projects  identified  by  local  authorities.  Preliminary 
meetings  have  taken  place  and  the  Secret  Service  stands  ready  to  provide  the 
Department  of  Housing  and  Urban  Development  with  the  personnel  and  expertise  to 
undertake  this  extraordinary  project. 

Also,  the  Forensic  Services  Division  is  connected  to  the  largest  network  of 
Automated  Fingerprint  Identification  Systems  (AFIS)  in  the  country.   This  capability  is 
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used  to  search  fingerprints  developed  on  evidence.   Currently,  the  Division  has 
Memorandums  of  Understanding  with  State  and  local  agencies  at  31  sites  throughout  the 
country  with  computerized  access  to  25  million  sets  of  fingerprints. 

The  Service's  Washington  Field  Office  is  currently  being  used  as  a  test  site  for 
"Live  Scan",  an  inkless  fingerprint  system.    This  system  will  reduce  the  typical  rejection 
rate  of  manually  taken  fingerprints  for  AFIS  from  approximately  35%  to  3%,  thus 
enabling  a  more  successful  search  of  the  AFIS  database. 

The  Forensic  Service's  Division  is  currently  in  the  final  stages  of  entering  into  a 
Memorandum  of  Understanding   with  the  U.  S.  Customs  Service  to  conduct  their 
forensic  examinations  as  they  have  limited  forensic  capabilities. 

PROTECTIVE  RESEARCH  AND  TECHNICAL  SECURITY 

In  support  of  the  protective  mission,  the  Service's  protective  research  activity 
continues  to  install  state-of-the-art  security  enhancements  at  the  White  House  and  the 
Vice  President's  residence.   In  the  White  House,  this  includes  the  installation  of  a  new 
alarm  annunciator,  additional  armored  windows,  and  the  renovation  of  the  fire 
detection  system.   At  the  Vice  President's  residence  a  new  perimeter  intrusion  detection 
and  video  assessment  system,  additional  armored  windows,  a  water  security  system,  and 
renovated  fire  safety  and  radiation  detection  systems  were  installed. 

In  furtherance  of  the  investigative  mission,  the  protective  research  activity 
continues  to  maintain  technological  capabilities  by  providing  state-of-the-art  covert  radio 
frequency  transmission  systems,  vehicle  tracking  systems,  and  surveillance  equipment. 

The  Service's  ongoing  Mental  Health  Liaison  Program  includes  continuing 
orientation  and  advanced-level  regional  briefings,  revising  the  program  guidelines,  and 
developing  standards  for  more  systematized  case  consultation  practices. 

EQUAL  OPPORTUNITY 

During  FY  1993,  the  Service  continued  its  efforts  to  increase  the  representation 
of  women  and  minorities  in  its  special  agent  and  Uniformed  Division  officer  positions. 
Recruiters  attended  many  job  fairs  and  conferences,  and  contacted  numerous  colleges 
and  universities  in  an  effort  to  attract  more  women  and  minority  applicants.    Of  the  54 
special  agent  hires  in  FY  1993,  24,  or  44  percent,  were  women  and/or  minorities. 

FUTURE  PLANS 

Looking  to  the  future,  the  1996  Presidential  Campaign  will  involve  a  significant 
increase  in  travel  and  protective  activities.  M^or  events  will  include  protection  at  both 
the  Democratic  and  Republican  conventions. 
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Activities  related  to  the  50th  anniversary  of  the  United  Nations  General 
Assembly  meeting  will  conclude  in  the  fall  of  1995. 

In  the  Summer  of  1996,  the  United  States  will  host  the  Olympic  games  in 
Atlanta,  Georgia.   Secret  Service  protection  will  be  provided  to  the  President  and  Vice 
President  of  the  United  States,  as  well  as  to  foreign  Heads-of-State/Govemment  who  can 
be  expected  to  attend  the  Olympic  games.   At  this  time  the  Service  cannot  predict  the 
number  of  foreign  leaders  who  will  be  in  attendance,  but  it  is  anticipated  that  this  will 
be  a  m^or  protective  event. 

The  Service's  efforts  to  consolidate  all  of  its  headquarters  operations  in  one 
location  will  continue.   It  is  expected  that  relocation  to  the  consolidated  site  will  begin 
during  the  summer  of  1997.   The  General  Services  Administration  has  formally  selected 
the  site  and  the  project  has  passed  the  National  Performance  Review  "Time-out  and 
Review"  process. 

Thank  you,  Mr.  Chairman,  and  members  of  the  Committee  for  your  support  of 
our  efforts  to  professionally  and  competently  serve  this  wonderful  country. 

Mr.  Chairman,  this  concludes  my  statement.   I  will  be  pleased  to  answer  any 
questions  that  you  or  the  other  members  of  the  Committee  may  have. 
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DIRECTOR  EUAY  B.  BOWRON 
UNITED  STATES  SECRET  SERVICE 


Eljay  B.  BowTon  was  appointed  as  the  18th  Director  of  tbe  U.S.  Secret  Service  on 
December  7,  1993. 

Mr.  Bowron's  career  with  the  Secret  Service  began  as  a  special  agent  in  tbe  Chicago 
Field  Office.   He  quickly  rose  to  positions  of  high  responsibility,  both  in  the  field  and  at 
headqoarters.   Over  the  course  of  his  career,  Mr.  Bowron  has  served  in  a  wide  variety  of 
assignments,  reflecting  the  Service's  diverse  interests  and  re^xnisibilities.   His  rapid 
progression  to  positions  of  greater  responsibility  culminated  in  his  appointment  as  head  of 
protective  operations  for  the  President  of  the  United  States  and  the  First  Lady-the  position 
he  held  prior  to  his  appointment  as  Director. 

Mr.  Bowron  is  a  native  of  Detroit.  Michigan.   He  received  a  bachelor's  degree  in 
criminal  justice  from  Michigan  State  University.   Mr.  Bowron  began  his  law  enforcement 
career  as  an  officer  with  the  Detroit  Police  Department  prior  to  joining  the  U.S.  Secret 
Service  in  1974. 

Throughout  his  20-year  career  with  the  U.S.  Secret  Service,  Director  Bowron  has 
been  the  recipient  of  numerous  commeodatioDS  and  awards  for  outstanding  service.   He 
serves  as  a  member  of  the  International  Association  of  Chiefs  of  Police. 

Mr.  Bowron  and  his  wife,  Sandy,  have  one  son. 
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FISCAL  YEAR  1995  BUDGET  REQUEST 

Mr.  HOYER.  Let  me  go  to  questions.  The  4,588  FTEs  you  are  re- 
questing, is  a  reduction  of  71  people.  Will  that  leave  you  with  suffi- 
cient staffing  to  do  the  job  that  you  are  assigned? 

Mr.  BOWRON.  The  Secret  Service  will  get  the  job  done.  It  is  a  re- 
duction of  71  FTEs  pursuant  to  Executive  Order  12839.  The  Serv- 
ice will  have  to  make  some  tough  decisions  and  prioritize  workload 
primarily  on  the  investigative  side  of  the  house. 

It  certainly  won't  affect  the  protective  mission,  but  it  will  cause 
some  tough  choices  on  some  staffing  issues  and  prioritization  of 
cases  on  the  investigative  side  of  the  house. 

Mr.  HoYER.  But  you  feel  you  can  carry  out  your  major  missions 
with  that  complement  of  personnel? 

Mr.  BowRON.  Yes,  sir. 

MODERNIZATION  OF  TRAINING  FACILITY 

Mr.  HOYER.  The  $9.8  million  increase  you  reference  in  your 
statement  does  that  include  the  modernization  of  the  training  facil- 
ity? Did  you  indicate  some  of  that  money  was  for  that? 

Mr.  BowRON.  No,  I  didn't  indicate  any  of  the  money  was  for  the 
modernization  of  the  training  facility.  However,  it  could  be  that 
some  equipment  funds  for  the  1996  campaign,  would  be  allocated 
to  purchase  equipment  needed  to  train  the  people  needed  for  the 
campaign  and  the  United  Nations.  We  get  a  double  benefit.  The 
same  complement  of  agents,  particularly  from  the  other  Treasury 
bureaus  that  assist  us,  will  be  able  to  get  training  for  both  the 
campaign  and  the  U.N.  50  celebration. 

Mr.  HOYER.  Okay.  I  understand  what  you  have  just  said.  What 
are  the  long-range  plans  for  the  modernization  of  the  training  facil- 
ity? 

Mr.  BowRON.  Well,  the  long-range  plan  is  really  to  consolidate  all 
of  the  Secret  Service  training  efforts  into  the  Beltsville,  Maryland, 
facility.  GSA  did  a  study  to  determine  what  the  most  cost-effective 
method  would  be  to  continue  the  Service's  training  initiative. 

Because  the  Service  is  in  an  owner  position  at  Beltsville  versus 
a  lease  position  at  the  1310  L  Street  facility,  savings  of  about  $1.3 
million  a  year  would  be  achieved  by  consolidating  all  of  the  train- 
ing efforts  into  the  Beltsville  facility. 

BUYOUT  LEGISLATION 

Mr.  HOYER.  Let  me  speak  to  you  a  little  bit  about  the  buyout  leg- 
islation. I  don't  know  how  important  that  is  to  you  in  reducing  by 
71  FTE's.  First  of  all,  is  the  buyout  legislation,  if  it  passes,  going 
to  be  helpful  for  you  in  reducing  your  staffing  level? 

Mr.  BowRON.  Right  now  the  answer  would  be  that  the  service 
does  not  intend  to  use  the  buyouts.  We  believe  the  reductions  can 
be  reached  through  managed  attrition.  However,  it  is  something 
that  will  have  to  be  monitored  from  year  to  year. 

Mr.  HoYER.  Let  me  now  recognize  Mr.  Lightfoot.  I  am  going  to 
go  into  another  subject  later,  but  let  me  now  recognize  Mr.  Light- 
foot. 
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IMPACT  OF  FTE  DECREASE 


Mr.  LiGHTFOOT.  Thank  you,  Mr.  Chairman. 

Mr.  Bowron,  good  to  see  you  again  and  welcome  aboard.  The 
Chairman  was  talking  about  the  reduction  of  the  71  FTEs.  With 
the  Olympics  and  the  50th  anniversary  of  the  U.N.  and  so  on,  with 
a  decrease  in  manpower,  are  you  going  to  have  to  make  some  of 
that  up  with  overtime,  longer  hours  with  the  agents  you  have,  or 
do  you  think  you  are  adequately  equipped  to  handle  that  extra  bur- 
den? 

Mr.  Bowron.  Well,  we  will  make  the  adjustments  that  we  have 
to  make  to  meet  the  protective  mission,  and  as  I  said,  the  impact 
will  be  primarily  on  the  investigative  side  of  the  house.  It  is  also 
an  impact  that  comes  at  a  time  when  the  Service  must  increase  its 
stafTmg  overseas.  So  there  are  going  to  be  tough  decisions  to  be 
made,  but  we  will  reprioritize  things  in  order  to  accomplish  the 
mission. 

As  far  as  additional  overtime  costs,  I  wouldn't  want  to  say  that 
there  won't  be  any  additional  overtime  costs.  But  because  we  will 
be  drawing  down  primarily  our  investigative  resources,  the  true 
impact  will  be  on  the  investigative  side  of  the  house.  Investigations 
will  be  reprioritized  and  maybe  some  of  the  investigations  that  we 
are  doing  right  now  will  not  be  done  in  the  future. 

OVERSEAS  REQUIREMENTS 

Mr.  LiGHTFOOT.  You  mentioned  overseas,  which  was  another 
question  I  had.  You  have  got  a  relatively  small  number  of  people 
there  now.  Apparently  you  are  going  to  increase  that  number. 

I  guess  the  question  would  be,  have  you  done  that  and  if  not,  and 
I  don't  want  any  specifics,  but  do  you  plan  to  do  this  in  this  coming 
year  or  24  months  or  whatever? 

Mr.  Bowron.  Yes.  We  plan  to  do  it  in  this  coming  year.  Right 
now  though,  I  want  to  emphasize  that  the  problem  isn't  going 
unaddressed  as  a  result  of  a  lack  of  permanent  staffing. 

We  are  addressing  the  problem  very  aggressively  through  task 
forces  in  Nicosia  and  Bogota,  and  will  continue  to  do  so  until  per- 
manent staffing  is  in  place. 

One  of  the  determining  factors  as  to  the  timing  of  the  permanent 
staffing  is  the  ability  to  acquire  additional  slots  through  the  State 
Department  in  the  overseas  locations,  and  we  are  working  on  that 
now.  It  is  difficult  to  say  what  the  timeframe  will  be,  but  certainly 
my  hope  is  that  during  this  fiscal  year,  staffing  levels  willl  increase 
and  a  couple  of  new  offices  overseas  will  be  established. 

Mr.  Noble.  I  might  also  add,  during  my  visit  to  Interpol  with  the 
Secretary  General,  the  President  of  Interpol,  they  really  beseeched 
me  to  request  the  Director  of  the  Secret  Service  to  send  more 
agents  over  to  Interpol.  It  is  widely  recognized  that  there  is  no 
group  more  expert  at  counterfeiting,  anti-counterfeiting  measures 
than  the  Secret  Service,  and  of  course  since  our  currency  is  the 
closest  to  the  universal  currency  that  there  is,  there  is  a  tremen- 
dous need  for  the  Secret  Service  to  fill  the  ranks  of  Interpol  as  well. 

So  it  is  going  to  be  a  dual  need  that  the  Secret  Service  will  have 
to  fill. 
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COUNTERFEIT  NOTES 

Mr.  LiGHTFOOT.  Which  leads  me  to  the  next  question.  The  Chair- 
man and  I  have  a  very  strong  interest  in  this  whole  counterfeiting 
issue,  and  you  don't  need  to  be  a  rocket  scientist  to  figure  out  with 
the  new  technology  and  what  have  you  that  is  coming  on,  that  the 
capabilities  of  the  counterfeiter  have  increased  dramatically. 

Director  Magaw  indicated  when  he  was  here  last  year  that  some- 
thing like  two-thirds  of  the  counterfeit  currency  was  overseas.  Is 
that  still  an  accurate  figure? 

Mr.  BowRON.  About  70  percent  of  the  counterfeit  notes  that  we 
identify  originate  overseas. 

Mr.  LiGHTFOOT,  So  then  that  is  good  rationale  for  increasing  your 
personnel  over  there  as  well? 

Mr.  BowRON.  Yes. 

TREASURY  RECIPIENT  INTERGRITY  PROGRAM 

Mr.  LiGHTFOOT.  And  with  Interpol  as  Mr.  Noble  mentioned.  In 
your  testimony,  you  are  talking  about  a  new  initiative  known  as  a 
Treasury  Recipient  Integrity  Program,  or  TRIP. 

Mr.  BowRON.  Yes. 

Mr.  LiGHTFOOT.  Tell  us  about  it. 

Mr.  BowRON.  It  gets  back  to  the  issue  of  program  integrity  and 
Assistant  Secretary  Noble  made  reference  to  changing  protocols. 
Sometimes  changing  protocols  may  allow  elimination  of  certain 
kinds  of  fraud.  The  Service,  for  example,  examined  the  program 
that  covers  Treasury  check  disbursements  which  represents  ex- 
traordinary amounts  of  money.  The  Service  has  done  some  pilot 
projects  in  certain  categories  of  disbursements  to  very  elderly  pay- 
ees. 

The  hardest  look  was  at  the  Philippines,  but  preliminary  exami- 
nations have  also  been  done  in  Mexico.  Some  of  the  fraud  runs  as 
high  as  50  percent  of  check  disbursements.  It  is  literally  millions 
of  dollars  just  within  certain  disbursement  categories. 

It  is  premature  to  say  what  that  may  translate  into  across  the 
whole  spectrum  of  Treasury  check  disbursements,  but.  Treasury 
checks  are  disbursed  in  the  amount  of  about  $66  billion  per  month 
worldwide.  The  Service  does  not  have  stastistics  yet,  but  if  fraud 
occurs  in  just  1  percent  of  disbursements,  that  is  $8  billion  a  year, 
much  of  it  in  the  entitlement  portion  of  the  budget. 

So  there  are  extraordinary  amounts  of  money  involved  and  we 
think  that  working  through  the  Office  of  Enforcement  and  through 
Secretary  Noble's  office,  that  the  Service  may  be  able  to  make  rec- 
ommendations that  would  provide  protocol  changes  that  may  be 
able  to  eliminate  some  of  this  fraud  in  the  disbursement  of  Treas- 
ury checks. 

It  is  premature  because  the  Service  has  not  followed  it  all  the 
way  through  yet,  but,  the  example  is  valid  when  talking  about  pro- 
gram integrity. 

Mr.  Noble.  I  would  like  to  point  out  that  our  concern  is  how  to 
cope  with  on-going  issuance  of  checks  by  one  government  agency  to 
a  person  who  another  government  agency  already  has  declared  as 
dead.  If  you  eliminate  one  percent  of  the  fraud,  the  government 
would  save  $8  billion  in  one  year. 
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So  the  Secret  Service  has  gone  to  a  number  of  these  agencies  and 
shared  with  them  the  inteUigence  that  they  have  gathered  and  a 
number  of  these  agencies  have  their  own  programs  to  try  to  deal 
with  it.  In  the  meantime  we  are  trying  to  develop  a  program  within 
the  Secret  Service  to  use  the  valuable  resources  they  have  in  a  very 
focused  area  to  educate  people  with  an  idea  of  trying  to  cut  entitle- 
ments. 

If  we  can  eliminate  fraud  and  save  $8  billion  by  eliminating  1 
percent,  you  can  imagine  2  and  3  and  5  and  10  percent.  There  is 
potential  revenue  that  any  administration  could  make  good  use  of 

Mr.  LiGHTFOOT.  What  specific  area  are  you  getting  into  or  do  you 
want  to  discuss  that,  as  far  as  going  after  fraud?  Is  it  social  secu- 
rity checks,  welfare  fraud? 

Mr.  BowRON.  It  actually  covers  every  area  of  disbursement.  The 
ones  that  we  are  the  most  focused  on  right  now  are  disbursements 
in  foreign  countries.  It  seems  that  there  is  a  number  of  foreign 
countries,  like  the  Philippines,  but  also  in  Mexico  and  even  in  Can- 
ada, where  people  are  using  either  false  documentation  or  assum- 
ing other  persons'  identities. 

There  is  a  wide  variety  of  schemes,  but  it  doesn't  zero  in  on  any 
one  agency.  It  is  not  just  Social  Security.  It  goes  across  the  full 
spectrum  of  disbursements.  The  most  likely  and  the  most  easily 
identified  areass  for  protocol  changes  are  areas  where  people  are 
a  particular  age  that  far  exceeds  regional  actuarial  tables.  Those 
are  the  most  easily  looked  at  and  identified. 

So,  the  other  point  that  I  would  make  is,  that  significant  savings 
may  be  possible  without  labor-intensive  investigations  by  changing 
the  business  rules  for  the  disbursement  of  checks. 

Mr.  Noble.  It  is  interesting  how  the  Service  got  into  this  area. 
There  was  a  train  accident,  I  believe  it  was  in  Italy.  The  train  con- 
tained a  lot  of  Treasury  social  security  and  Veteran's  Administra- 
tion checks. 

However,  we  received  few  complaints  of  non-receipt.  The  lack  of 
complaints  in  proportion  to  the  number  of  people  who  were  sup- 
posed to  have  checks  just  didn't  make  sense.  The  reason  there 
weren't  more  complaints  is  because  people  listed  as  108  years  old 
were  still  getting  checks,  but  they  were  declared  dead  in  some 
other  agency's  files.  The  exemplifies  the  kind  of  proactive  work  that 
the  service  has  done  to  highlight  this  problem. 

Mr.  LiGHTFOOT.  You  mentioned  a  figure  earlier  of — was  it  $8  bil- 
lion that  Treasury  writes  a  month?  How  much  of  that  money  goes 
offshore?  Have  you  got  a  ballpark  figure? 

Mr.  BowRON.  I  couldn't  tell  you  what  percentage  of  that  $66  bil- 
lion but,  the  Service  could  certainly  provide  that,  I  think.  Do  you 
know,  Bob? 

Mr.  Rasor.  The  offshore  amount  as  opposed  to  the  $66  billion  a 
month? 

Mr.  BowRON.  Right. 

Mr.  Rasor.  The  Service  would  not  have  an  exact  figure  on  that, 
but  just,  for  example,  in  the  Philippines,  just  in  four  or  five  pro- 
gram areas,  it  is  somewhere  around  $200  million  a  month,  in  that 
range. 

Mr.  LiGHTFOOT.  That  goes  offshore? 

Mr.  Rasor.  Yes. 
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Mr.  HOYER.  Just  in  the  Philippines,  $200  million? 

Mr.  Noble.  Yes,  in  four  or  five  programs. 

Mr.  BOWRON.  It  is  extraordinary  amounts  of  money. 

Mr.  Noble.  Remember,  if  we  identify  persons  to  whom  checks 
are  being  issued  who  have  been  declared  legally  dead  the  savings 
will  accrue  to  the  Government. 

To  cope  with  this  problem  the  Service  proposed  to  periodically, 
maybe  once  a  year,  require  people  to  sign  some  document  or  send 
in  a  fingerprint  card  to  verify  that  in  fact  they  are  alive. 

Mr.  BowRON.  Some  of  it  will  even  be  identified  and  resolved  by 
just  standardizing  the  information  that  people  use  for  the  basis  of 
issuing  Treasury  checks  and  the  protocols  maybe  that  are  in  place 
for  the  discontinuance  of  Treasury  checks. 

I  mean,  you  might  have  someone  who,  for  example,  by  everyone's 
records  is  150  years  old  but  no  one  has  a  death  certificate,  so  the 
check  keeps  coming.  Those  things  can  be  eliminated  just  by  chang- 
ing some  of  the  rules. 

Mr.  LiGHTFOOT.  Show  up  in  person,  right?  Mr.  Chairman,  I  think 
maybe  we  ought  to  increase  them  171  FTEs  rather  than  cut  them 
71.  We  could  pay  this  thing  off  in  a  New  York  minute  here. 

INSTITUTIONAL  FRAUD 

On  this  whole  fraud  issue,  you  all  had  great  success  in  institu- 
tional fraud  as  well.  Where  do  you  plan  to  go  with  that?  I  realize 
what  you  said  earlier,  we  are  going  to  have  to  cut  some  of  your  in- 
vestigative units  here. 

I  know  Secretary  Bentsen  is  very  interested,  and  I  support  him 
in  this,  in  that  area.  The  RTC  is  going  to  be  closing  down  here 
shortly,  we  hope,  after  a  long  and  laborious  process,  but  how  far 
are  you  going  to  go  into  the — ^you  know,  the  domestic  fraud  issue 
as  well? 

Mr.  BowRON.  We  are  going  to  continue  to  be  very  aggressive  in 
the  domestic  fraud  areas,  and  particularly  in  the  area  of  financial 
institution  fraud.  The  Secretary  of  Treasury  and  the  Office  of  En- 
forcement have  been  very  supportive  about  the  Service's  role  and 
support  gaining  permanent  jurisdiction  in  that  area. 

As  this  committee  knows,  you  brought  the  Secret  Service  into 
this  arena  from  an  investigative  standpoint. 

Mr.  HOYER.  We  only  did  that  because  the  FBI  requested  us  to 
do  it. 

Mr.  BowRON.  At  any  rate,  we  appreciate  it.  The  Service  started 
out  to  pursue  these  cases  in  about  14  major  metropolitan  areas; 
but,  now  work  hundreds  of  cases  nationwide.  We  have  trained 
about  300  agents  to  respond  to  these  kinds  of  cases. 

We  are  very  heavily  involved  in  it.  It  ties  into  and  is  connected 
with  a  number  of  other  investigations  that  we  do  with  respect  to 
access  device  fraud,  and  computer  fraud,  and  money  laundering, 
and  they  are  all  interconnected.  I  mean,  the  criminal  element  isn't 
compartmentalized  and  if  you  are  in  fraud,  you  are  in  financial 
fraud,  and  if  you  are  in  financial  fraud,  financial  institution  fraud 
is  part  of  that. 

So  we  do  hope  to  get  permanent  jurisdiction  in  this  area.  We  are 
somewhat  concerned  about  RTC  going  away  because  the  way  the 
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law  is  right  now,  our  jurisdiction  goes  away  with  RTC.  It  is  tied 
to  a  sunset  clause. 

So  the  Service  is  hoping  to  receive  permanent  jurisdiction  before 
that  occTirs.  My  understanding  right  now  is  that  could  be  as  early 
as  December  of  1994. 

Mr.  Noble.  This  is  correct.  We  have  been  involved  in  negotia- 
tions with  Louis  Freeh  and  the  FBI  to  see  if  we  can  agree  that 
when  you  look  at  the  results,  the  Secret  Service  in  FY  1992  has 
devoted  about  $7.8  million,  for  example,  to  financial  institution 
fraud  investigations  and  seizures  of  assets  over  the  same  period, 
$15.6  million  in  proceeds  from  criminal  activity  were  seized,  about 
694  cases  and  367  arrests  and  251  convictions  in  FY  1993. 

So  it  is  a  good  investment,  and  what  we  are  trying  to  do  as  a 
department  is  to  get  smarter  in  terms  of  making  our  case,  both 
within  the  Executive  Branch  agencies,  Secretary  to  Attorney  Gen- 
eral, and  then  also  with  0MB  saying  this  is  why  it  makes  sense 
for  us  to  support  this  program. 

ELECTRONIC  FUND  OR  BENEFIT  TRANSFERS 

Mr.  LiGHTFOOT.  I  am  going  to  have  to  go  vote  here  in  a  minute, 
but  while  we  are  on  this  subject,  Mr.  Darden  and  I  are  working  on 
a  legislation  on  electronic  benefit  transfers  which  we  think  has  a 
lot  of  advantages  in  terms  of  saving  the  government  money,  but  it 
also  has  some  security  advantages  as  well. 

Are  we  authorized  to  go  into  EBTs  overseas?  Can  we  do  that  or 
not? 

Mr.  BowRON.  We  have  EFTs  right  now  going  overseas,  I  believe. 

Mr.  Noble.  Can  we  get  back  to  you  on  that? 

[The  information  follows:] 

Electronic  Funds  Transfer 

Electronic  Funds  Transfer  (EFT)  is  a  system  which  allows  the  Treasury  Depart- 
ment to  electronically  send  recurring  payments  directly  to  financial  institutions  for 
credit  to  recipient  accounts.  This  method  of  payment  has  been  used  by  the  govern- 
ment for  a  number  of  years.  Approximately  32,000,000  recipients  worldwide  are  cur- 
rently receiving  payments  from  the  Treasury  utilizing  the  EFT  system.  EFT  month- 
ly disbursements  worldwide  total  $26.5  billion. 

With  regard  to  international  EFT's,  Department  of  the  Treasury  data  shows  that 
payments  for  the  quarter  ending  September  3,  1993  totalled  $71.5  million.  This  dol- 
lar amount  represents  an  EFT  volume  of  177,335  payments  for  the  quarter.  Coun- 
tries oirrently  having  appropriate  banking  agreements  and  systems  which  enable 
recipients  to  receive  direct  payment  through  the  EFT  process  are  the  United  King- 
dom, Canada,  Germany,  Norway,  Italy,  and  France.  Recipients  with  a  correspond- 
ence address  in  other  countries  who  wish  to  utilize  the  EFT  system  have  their  pay- 
ments electronically  transferred  to  an  account  in  a  U.S.  bank,  where  the  monies  are 
disposed  as  directed  by  the  recipient. 

The  Secret  Service  has  no  jurisdictional  authority  to  conduct  criminal  investiga- 
tions overseas.  However,  the  Service  maintains  close  liaison  with  the  various  foreign 
law  enforcement  agencies  through  its  offices  in  Paris,  Rome,  Bonn,  London,  Manila, 
and  Bangkok.  The  Service  provides  technical  emertise  and  investigative  assistance 
to  these  organizations  on  a  regular  basis,  including  logistical  support,  investigative 
operational  tactics  and  personnel,  and  investigative  interviewing. 

Mr.  LiGHTFOOT.  Sure.  Because  I  didn't  mean  to  catch  you  off- 
it  just  triggered  a  thought  here  that  if  we  pursue  that,  maybe  we 
ought  to  be  looking  at  applying  the  overseas  angle  to  it  as  well. 

Mr.  BowRON.  One  thing,  in  the  Philippines,  for  example,  and  I 
would  ask  Bob,  we  had  EFT  cases? 

Mr.  Rasor.  Yes,  sir,  yes,  sir. 
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Mr.  BowRON.  In  the  Philippines? 

Mr.  Rasor.  a  good  portion  of  the  transfers  are  now  by  EFT. 

Mr.  BowRON.  The  man  that  I  am  referring  to  back  here  is  Bob 
Rasor.  He  is  the  special  agent  in  charge  of  our  Financial  Crimes 
Division,  and  in  the  Philippines  instance,  for  example,  and  we  can 
get  back  to  you  with  a  detailed  or  more  complete  answer,  but  there 
were  electronic  funds  transfers  of  benefit  checks  in  that  case. 

The  Electronic  Funds  Transfer  (EFT)  does  provide  some  addi- 
tional security,  but  in  many  of  the  cases  funds  are  going  into  ac- 
counts which  build  sometimes  to  hundreds  of  thousands  of  dollars. 
The  banks  then  have  money  there  to  loan.  They  have  got  money 
there  to  do  business  with,  and  there  isn't  anybody  whose  best  inter- 
est it  is  to  report  those  funds  being  in  the  bank.  So  you  wind  up 
with  significant  fraud  and  abuse  even  in  the  EFT  area. 

Mr.  LiGHTFOOT.  Could  we  prevail  on  you  to  give  us  some  counsel 
and  advice  on  how  we  should  put  this  legislation  together? 

Mr.  Noble.  Yes,  sir.  We  would  be  happy  to  work  with  your  staff. 

Mr.  LiGHTFOOT.  Maybe  an  opportunity  to  give  you  another  lever 
to  throw. 

Mr.  HOYER.  I  apologize  that  there  is  nobody  here  to  Chair  while 
we  vote.  We  will  recess  for  two  minutes  and  we  will  run  and  vote. 

[Recess.] 

Mr.  HOYER.  Committee  will  be  back  in  order, 

Mr.  Lightfoot,  were  you  through? 

Mr.  LiGHTFOOT.  That  is  fine. 

Mr.  HOYER.  Mr.  Wolf. 

WHITE  HOUSE  SECURITY/PASS  SYSTEM 

Mr.  Wolf.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Noble  and  Mr.  Bowron.  I  have  several  questions 
£ind  three  different  categories.  One  with  regard  to  the  family, 
which  I  will  get  to  at  the  end,  and  one  with  regard  to  counterfeit- 
ing. The  first  part  is  kind  of  a  difficult  area. 

Let  me  just  say  for  the  record  that  I  feel  a  little  uncomfortable. 
I  don't  want  to  put  you  on  the  spot  and  I  am  not  trying  to  put  you 
on  the  spot.  People  have  come  to  me.  They  haven't  thrown  any- 
thing over  my  transom  because  we  don't  have  a  transom,  but  peo- 
ple have  contacted  me,  the  lawyer  for  the  cook  at  the  White  House 
and  different  things. 

I  feel  an  obligation  to  raise  some  of  these  questions  with  you. 
What  I  sense  I  am  going  to  do  at  the  end  is  just  do  a  letter  to  the 
special  prosecutor.  You  know,  the  Members  are  trying  to  get  hear- 
ings up  here.  Whether  we  do  or  not,  I  want  to  kind  of  lay  out  to 
him  some  of  the  things  and  let  him  talk  directly  to  these  people  be- 
cause I  don't  have  the  ability. 

It  is  not  the  role  of  this  committee  to  get  into  all  of  these  things, 
but  some  of  these  things  deal  a  little  bit  with  the  Secret  Service. 

There  was  this  article  today  in  the  New  York  Post,  three  things 
triggered  it.  One,  it  talked  about  the  second  set  of  papers  taken 
from  the  safe  after  a  mad  scramble  for  a  combination.  It  said  a 
White  House  security  officer  on  night  duty  was  asked  for  the  com- 
bination to  Foster's  safe,  a  White  House  source  said. 

Would  that  be  one  of  your  people?  Would  that  be  Secret  Service 
or  protective  custody? 
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Mr.  BowRON.  No. 

Mr.  Wolf.  It  would  not  be  yours,  okay. 

The  next  one  was  a  senior  White  House  aide  not  Nussbaum,  suc- 
ceeded in  opening  Foster's  safe  according  to  another  law  enforce- 
ment officiad  who  was  assigned  to  the  White  House.  Who  would 
that  be?  I  mean — or 

Mr.  BowRON.  It  is  very  difficult  for  me  to  determine  who  that 
would  be  from  that  information. 

Mr.  Wolf.  I  will  just  let  it  go  at  that,  and  then  the  last  thing 
is,  it  said,  they  quote  the  FBI's  most  highly  decorated  former  agent 
for  the  post  that  the  revelation  about  entering  the  Foster  safe  after 
his  death  underscores  questions  about  a  possible  cover-up. 

The  safe  is  crucial.  It  is  an  A-1  priority,  said  William  Bromer, 
former  head  of  the  FBI's  Organized  Crime  Strike  Force. 

Some  of  the  questions  that  I  am  going  to  ask  you,  I  have  raised 
about  the  security  problems  out  there.  I  have  sent  letters  down. 
None  of  this  should  be  of  any  surprise  to  you.  I  sent  letters  down. 

Last  summer  on  July  20th  the  White  House  learned  of  the  death 
of  Deputy  Counsel  Vincent  Foster.  Did  anyone,  Mr.  Watkins  or 
anyone,  ask  the  Secret  Service  to  secure  Mr.  Foster's  office? 

Mr.  BowRON.  Sir,  it  isn't  that  I  don't  want  to  answer  your  ques- 
tions, but  I  think  we  should  discuss  this  in  executive  session. 

Mr.  Wolf.  If  you  tell  me  you  can't  comment  because  of  the  Fiske 
investigation,  I  will  accept  it.  So  I  am  going  to  give  you  kind  of  a 
bye,  if  that  is  what  you  are  trying  to  tell  me.  I  feel  an  obligation. 
If  I  didn't  answer — if  I  didn't  ask  these  questions  and  raise  them, 
I  would  feel  like  I  had  kind  of  shirked  my  responsibility. 

Sometimes  people  come  to  you  and  you  wish  you  almost  didn't 
know  things.  But  now  I  can't  be  in  that  because  I  do  know  them, 
so  if  you  can't  tell  me  because  of  Fiske 

Mr.  Noble.  I  know  that  the  newly  appointed  White  House  coun- 
sel has  said  that  if  people  were  asked  to  testify,  he  would  rec- 
ommend that  they  cooperate,  but  I  don't  know  what  the  adminis- 
tration's position  is  right  now. 

I  am  not  one  of  the  people  listed  in  the  subpoena,  so  I  haven't 
been  directly  ordered  not  to  comment  on  that.  If  I  could  just  have 
the  courtesy  of  finding  out  what  the  administration's  position  is 
about  some  of  these  general  questions,  I  would  appreciate  it. 

Mr.  Wolf.  Sure.  That  is  fine.  The  other  question  is,  are  you  able 
to  monitor  who  goes  into  and  out  of  the  offices  of  the  West  Wing? 
Are  there  alarm  systems  in  place  that  would  detect  individuals  in 
an  office  late  at  night? 

Mr.  BowRON.  We  have  a  lot  of  systems  in  place,  but  if  we  are 
going  to  discuss  them  in  any  detail,  I  would  like  to  go  into  execu- 
tive session. 

Mr.  Wolf.  Why  don't  you  do  that,  come  on  by  and  see  me.  Just 
make  an  appointment,  and  you  are  welcome,  Mr.  Hoyer,  to  have  a 
staff  person  or  anybody  to  come  because  it  might  be  something  you 
might  be  interested  in  knowing.  So  why  don't  you  just  do  that? 

I  was  told  that  we  could  go  into  executive  session  now.  I  will 
leave  it  up  to  the  Chairman.  Would  you  rather,  or  just  want  to 
come  by  the  office?  Well,  why  don't  you  just  come  by  the  office  and 
maybe  you  can  get  John  to  come? 

Mr.  Noble.  We  will  do  that  at  your  pleasure. 
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Mr.  BOWRON.  We  will  make  an  appointment  and  do  that. 

Mr.  HOYER.  We  need  to  schedule  an  executive  session  with  the 
Secret  Service  on  these  issues.  Obviously  they  are  under  our  juris- 
diction and  these  are  important  questions  which  we  have  a  respon- 
sibility to  ask,  but  I  understand  why  he  doesn't  want  to  testify 
about  them  in  public.  It  makes  them  a  lot  less  able  to  keep  certain 
information  confidential. 

Mr.  LiGHTFOOT.  Throw  counterfeiting  in  on  that  session  too. 

Mr.  Wolf.  I  don't  think  we  have  to  worry  about  people  being  an 
official  here  and  I  trust  them  just  to  come  on  up  and  tell  me  so  I 
don't  know  that  we  have  to  do  that  now  but 

Mr.  Noble.  Whatever  your  pleasure  is,  we  would  be  happy  to  do 
that. 

Mr.  HOYER.  What  I  was  pointing  out  though,  I  think  the  question 
is  an  important  question  and  I  think  all  the  Committees  are  inter- 
ested in  knowing  the  answers.  Why  don't  we  just  schedule  time 
when  we  will  do  it  in  executive  session? 

I  think  it  is  a  good  question  and  I  think  the  Committee  would 
be  interested  in  knowing  the  answers. 

VOLUNTEER  PASS  SYSTEM 

Mr.  Wolf.  Okay,  let's  do  that.  And  since  we  are  going  to  do  that, 
let  me  just  pass  on  the  next  question  because  it  kind  of  deals  with 
that. 

Moving  on  to  the  next  question,  it  is  my  understanding — I  have 
complained  about  in  the  past.  I  think  what  has  gone  on  in  the  past 
with  Paul  Begala  and  James  Carville  and  Mandy  Grunwald  are 
ethical  questions  that  have  nothing  to  do  with  Whitewater  or  any- 
thing. I  think  they  are  wrong  to  be  regularly  working  at  the  White 
House. 

Frankly,  I  think  President  Bush  was  wrong  to  have  Jim  Lake 
roaming  into  the  White  House  who  was  representing  the  Japanese 
and  the  Sheik  of  Abudabi  at  the  same  time  he  was  involved  in  the 
campaign.  I  wrote  a  letter  down  there.  I  met  with  them.  I  said  it 
was  wrong.  I  didn't  carry  the  day. 

I  have  been  consistent  on  this  question,  and  I  guess  it  is  my  un- 
derstanding that  the  White  House  has  a  volunteer  pass  that  allows 
a  volunteer  not  to  have  to  sign  in  at  a  desk  each  time  they  come 
in.  How  is  the  system  managed? 

Are  you  able  to  determine  when  these  individuals  come  into  the 
facility,  when  they  leave,  or  who  they  are  there  to  see  and  work 
with? 

Mr.  BowRON.  Yes.  Again,  in  order  to  discuss  that  in  any  detail, 
maybe  we  could  address  this  at  our  executive  session  because  it  all 
has  to  do  with  the  pass  system  and  security  issues. 

Mr.  HOYER.  I  think  that  is  what  we  are  going  to  do,  Mr.  Bowron, 
because  these  are  good  questions.  However,  I  think  the  whole  Com- 
mittee would  be  well  advised  to  get  the  information,  and  so  consist- 
ent with  your  schedule  and  Mr.  Wolfs  schedule  as  well  as  the 
schedules  of  the  rest  of  the  Committee  members,  I  think  we  ought 
to  discuss  it  because  I  want  to  know  the  answer  to  these  questions. 

Mr.  Wolf.  I  hadn't  raised  with  Patsy  Thomasson,  who  was  men- 
tioned in  this  article  too  as  one  of  the  people  that  went  into  Fos- 
ter's office  and  this  is  just  a  news  story,  doesn't  mean  it  is  true. 
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I  had  asked  her  about,  she  did  not  have  a  White  House  pass,  a  blue 
pass. 

I  have  talked  to  the  Bush  people.  They  told  me  generally  45,  60 
days,  FBI  background,  and  then  the  Secret  Service  would  issue  the 
pass. 

Now,  I  don't  know  if  she  has  a  pass  today  or  not.  She  didn't  have 
it  a  couple  weeks  ago  when  we  called.  A  year  has  gone  by.  In  the 
past,  it  is  my  understanding  that  after  the  White  House  counsel's 
office  reviewed  the  FBI  background  checks,  they  would  forward 
them  to  the  Secret  Service  to  review  and  issue  a  White  House  pass. 

Are  such  files  being  forwarded  to  you  and  how  long  is  it  taking 
for  you  to  get  the  full  files  from  the  time  an  employee  walks  in  the 
door? 

Mr.  BOWRON.  We  are  receiving  the  files.  In  terms  of  the  length 
of  time  it  takes  from  the  time  the  employee  walks  in  the  door,  that 
is  varying  from  one  employee  to  the  next.  We  have  some  files;  but, 
not  all  the  files. 

We  do  have  measures  in  place,  which  I  will  describe  to  you  in 
more  detail,  that  weren't  put  in  place  for  this  particular  adminis- 
tration. They  are  measures  that  are  in  place  to  accommodate  the 
entire  pass  system  during  the  period  of  time  that  the  White  House 
has  those  background  investigations  for  review. 

So  there  are  systems  in  place  that  can  be  described  to  you  in 
more  detail  in  the  private  meeting. 

Mr.  Wolf.  Let's  do  it  then.  I  thought  with  Patsy  Thomasson,  and 
not  having  a  blue  pass  after  all  those  months,  there  was  something 
strange  about  that,  I  thought,  and  then  months  and  months  more 
went  by.  We  have  had  some  press  people  call  me  and  said  they  saw 
X  or  Y  leaving  and  they  didn't  have  a  blue  pass. 

My  understanding  with  a  blue  pass  is  it  deactivates  all  the  ma- 
chines down  there  and  a  person  could  carry  something  in  or  carry 
something  out. 

I  think  you  have  two  fundamental  problems.  I  think  you  have  a 
potential  security  problem  for  the  safety  of  the  President,  and  then 
there  is  this  next  category  of  protecting  the  President  from — my 
staff  said  she  didn't  have  a  permanent  pass  when  she  was  in  Fos- 
ter's office. 

But  you  have  the  next  question  of  people  who  could  do  harm  to 
the  President  in  a  different  way.  I  think  to  resolve  this  issue  is 
really  to  help  the  Clinton  White  House,  because  I  think  the  Presi- 
dent likes  people  and  tends  to — you  know,  wants  to  be  gregarious 
and  get  people  to  come  in  and  I  commend  him.  I  know  it  is  prob- 
ably difficult  for  you,  but  he  likes  to  be  around  people,  walk  around 
and  not  be  tied  down,  but  you  could  have  somebody  who  is 

Mr.  HOYER.  Getting  these  guys  in  shape. 

Mr.  Wolf.  Getting  them  in  shape  with  all  the  jogging.  I  ran  in 
the  Boston  marathon  and  for  the  record,  I  want  you  to  know  I  was 
in  a  Reston  triathlon  in  1985  so  I  probably  couldn't  do  it  today,  but 
I  think  you  got  the  second  category  of  problems,  and  then  you  got 
another  problem. 

We  had  asked  Lee  Atwater's  people,  Lee  Atwater  had  a  perma- 
nent pass  as  head  of  the  Republican  National  Committee.  I  think 
the  head  of  the  Democratic  National  Committee  ought  to  have  a 
pass.  Bob  Teeter,  we  checked  with  Teeter.  Teeter  had  a  pass  near 


1138 

the  last  60  days  or  something  like  that,  Carville,  Begala  and 
Grunwald,  and  they  are  out  representing  people  and  you  have 
Carville  who  is  coming  out  on  the  White  House  lawn  spinning  the 
President's  health  care  package,  that  gives  him  stature  to  go  out 
and  get  speeches  around  the  country. 

I  talked  to  a  person  that  sat  next  to  him  on  an  airplane  going 
out  to  Michigan,  he  was  speaking  to  the  hospital  association.  The 
restaurant  people  told  me  that  they  had  him  because  they  hired 
him  thinking  that  he  is  close  to  the  President,  and  yet  he  doesn't 
file  a  financial  disclosure  statement. 

So  I  think  you  get  into  a  third  category  of  problems,  and  I  think 
you  really  got  to  deal  with  that  because  if  something  happens,  par- 
ticularly in  light  of  the  Aldrich  Ames  case.  We  now  have  a  situa- 
tion whereby  we  had  a  person  who  took  two  lie  detector  tests,  some 
people  say  he  didn't  do  very  well,  others  say  he  passed  them,  and 
serious  repercussions  came  to  the  future  of  the  country. 

I  was  in  Perm  Camp  35  in  the  Soviet  Union,  the  last  gulag  in 
the  Soviet  Union,  and  three  of  the  men  that  I  met  told  me  that 
they  worked  for  the  U.S.  Government,  and  the  CIA  denied  it  when 
I  first  got  back,  and  then  we  pushed  it,  and  we  found  out  that  they 
did  work  for  them,  and  they  are  now  out  and  they  now  were  track- 
ing it  down  that  they  now  were  in  Perm  35  because  of  information 
leaked  not  by  Howard,  who  defected,  but  also  by  Ames. 

So  with  the  Ames  case  prominent  in  our  mind,  I  think  you  have 
a  potential  blackmail,  national  security  ethical  thing.  I  think  this 
White  House  pass  issue,  and  we  will  go  into  detail,  really  has  to 
be  dealt  with.  Because  if  something  happens,  and  God  forbid,  there 
are  going  to  be  congressional  hearings  and  they  are  going  to  go 
back  and  look  and  see  what  the  story  is  and — ^yes,  Mr.  Noble. 

Mr.  Noble.  I  want  to  make  certain  that  I  made  clear  my  jurisdic- 
tional powers  which  are  the  same  as  Director  Bowron's,  and  that 
is  to  ensure  that  the  President  remains  safe. 

I  understand  when  you  talk  about  blackmail  and  other  threats, 
that  certainly  ties  into  safety,  but  some  of  what  you  said  also  raises 
an  appearance  question  and  not  necessarily  a  security  question.  I 
want  to  make  it  clear  to  the  committee  that  I  will  not  be  able  to 
comment  beyond  the  security  aspect  on  this  issue. 

Mr.  Wolf.  I  yield  to  the  Chairman. 

WHITE  HOUSE  PASS  SYSTEM 

Mr.  HOYER.  Let  me  ask  a  question.  Mr.  Wolf  and  I  happen  to  be 
friends,  although  we  are  in  different  parties.  We  agree  on  a  lot, 
however,  I  don't  happen  to  agree  with  Mr.  Wolfs  concerns  on  this, 
as  he  knows. 

We  have  had  brief  discussions.  Am  I  correct  that  the  pass  system 
is  to  identify  people  so  that  we  know  who  is  going  in  and  out  of 
the  White  House? 

Mr.  BOWRON.  Yes. 

Mr.  Hover.  It  is  not  used  for  a  purpose  other  than  that?  We  need 
to  make  sure  that  we  know  who  is  going  in  the  White  House.  If 
the  President  tells  you  someone  can  come  in  the  White  House,  pre- 
sumably he  feels  comfortable  with  them,  and  I  said  facetiously,  I 
will  repeat  it,  I  don't  know  which  one  of  the  three  that  you  are  con- 
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cerned  about  being  security  consequences  to  the  President.  I  know 
that  you  are  concerned  about  the  appearances. 

Mr.  Ickes  was  another  individual  you  were  concerned  about. 

Mr.  Wolf.  Yes,  Mr.  Ickes  was  involved. 

Mr.  HOYER.  But  the  fact  of  the  matter  is,  whether  it  is  Teeter 
or  anybody  else,  the  pass  system  is  just  to  make  sure  that  we  know 
who  is  going  in  and  out  of  the  White  House  and  we  can  have  con- 
fidence that  knowing  that,  we  believe  them  to  not  be  a  safety  risk 
to  the  President. 

Am  I  correct? 

Mr.  BowRON.  Yes.  The  White  House  pass  system  is  specifically 
to  identify  those  people  that  the  White  House  wants  to  have  in  the 
complex.  Now,  having  said  that,  I  will  address  your  concerns  and 
your  questions  can  be  answered  relative  to  physical  security  at  the 
White  House  complex  and  security  of  the  President  from  the 

Mr.  Wolf.  I  think  that  would  be  helpful.  I  was  told  that  three 
passes  were  pulled  from  people.  We  had  a  call  saying  that  three 
passes  were  pulled  by  people  because  of  the  very  concern  of  this 
personal  security  of  the  President. 

Now,  we  won't  get  into  it  here,  but  those  three  passes,  are  those 
people  still  going  into  the  White  House  on  temporary  daily  passes 
or  are  they  out  of  the  White  House?  Somebody  told  me  that  the 
people  that  had  lost  their  passes,  that  if  they  left  the  scene,  I  would 
understand  that  one  or  two  had  left  the  scene  because  they  would 
no  longer  be  there  at  the  White  House,  and  they  went  into  details 
why  one  guy's  pass  was  pulled  and  why  the  other  guy's  pass  was 
pulled. 

You  know,  you  guys  do  a  good  job.  The  Secret  Service  is  kind  of 
the  Marine  Corps  of — you  guys,  the  FBI,  some  of  the  others,  are 
kind  of  the  Marine  Corps,  and  the  Park  Service  at  Interior,  kind 
of  the  Marine  Corps  of  the  place. 

Mr.  HOYER.  He  figured  he  had  a  lot  of  constituents.  That  was 
good. 

Mr.  Wolf.  And  I  think  you  have  got  to  be  careful,  and  sometimes 
things  happen  that  we  never  know  later  on,  and  then  all  of  a  sud- 
den there  are  hearings  and  people  who  didn't  ask  you  the  tough 
questions,  all  of  a  sudden  come  down  and  chew  on  you  and  get  you 
in  trouble. 

So  I  don't  think  this  is  a  partisan  issue.  I  think  there  ought  to 
be  tight,  tough  standards.  Drug  use,  stealing,  is  the  person  men- 
tally— I  mean,  all  these  things  ought  to  be  and  they  ought  to  be 
locked  in  and  maybe  even  codified  so  that  the  next  administration, 
whether  it  is  Republican  or  Democrat,  can't  really  change  it,  and 
to  protect  you  all  so  that  you  are  able  to  say,  I  wish  we  could 
change,  but  these  are  what  the  standards. 

Let  me  kind  of  end  on  that  and  we  will  go  in  and  deal  with  it 
there. 

SECRET  SERVICE  FAMILY  POLICIES 

The  other  two  issues  is  the  family.  Your  people  have  a  very,  very 
tough  job.  You  are  away  from  your  families  a  lot.  I  have  five,  five 
kids.  There  is  a  film  that  I  would  like  to  give  you  by  Dr.  Dobson 
called  Where  Is  Dad.  I  did  it  in  the  past.  You  might  want  to  take 
a  look  at  that. 
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I  have  been  a  little  bit  concerned  about  the  policies  in  the  Secret 
Service  that  really  work  against  the  family,  and  because  your  peo- 
ple have  to  travel  so  much  with  presidential  candidates  and  do 
that,  and  I  don't  know  if  your  divorce  rate  is  higher  or  lower,  but 
I  really  think  that  you  really  got  to  be  so  sensitive  to  these  things 
with  regard  to — because  I  have  talked  to  a  number  who  say  they 
break  up  and  they  are  always  away,  and  you  are  away  and  your 
wife  is  away,  and  pretty  soon  the  one  spouse  is  taking  care  of  the 
kids  and  going  through — doing  everything  and  the  other  is  not 
around. 

And  can  you — ^you  want  to  comment  about  what  you  are  doing 
specifically  for  the  family? 

Mr.  BOWRON.  Yes,  sir.  We  are  very  concerned  about  family  issues 
and  certainly  we  are  a  family-oriented  organization  to  a  very  large 
extent.  I  think  if  you  talk  to  anybody  in  the  Secret  Service,  we  talk 
an  awful  lot  about  the  Secret  Service  being  a  family  and  everybody 
in  it  being  a  part  of  that  family,  and  that  includes  the  family  mem- 
bers of  our  agents,  our  Uniform  Division  personnel  and  all  person- 
nel in  the  Secret  Service. 

Some  of  the  things  that  we  have  done  to  address  that  is,  from 
a  career  track  standpoint,  we  try  and  give  an  agent  a  better  idea 
and  ability  to  plan  about  when  he  may  have  to  move  and  to  what 
tjrpe  of  an  assignment.  In  addition  to  that  effort,  the  service  tries 
to  give  them  the  ability  to  plan  for  their  moves  well  into  the  future 
for  the  benefit  of  their  family  The  service  tries  to  accommodate 
families  with  respect  to  the  school  year,  high  school,  grade  school, 
middle  school  and  other  personal  factors. 

As  often  as  possible,  we  accommodate  people  on  a  geographic 
basis.  Although  people  are  encouraged  to  take  responsibility  for 
planning  their  own  careers  and  taking  moves  or  seeking  assign- 
ments at  the  most  opportune  time  when  they  have  a  genuine  hard- 
ship, we  do  consider  those  hardships. 

We  have  a  very  sophisticated  and  well-used  employee  assistance 
program  to  help  people  deal  with  special  problems  that  result  from 
not  only  employment,  but  outside  influences. 

Mr.  Wolf.  Do  you  have  counseling  available? 

Mr.  BowRON.  Yes,  we  do. 

[The  information  follows:] 
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SUPPORT  OF  FAMILY  LIFE 


The  Secret  Service  is  very  concerned  about  how  its  work  demands  impact  the  quality  of 
family  life  for  its  employees.    Because  of  this  concern,  the  Service  has  a  number  of 
procedures  and  programs  in  place  to  address  the  problem. 

The  most  significant  tool  that  the  Service  has  for  lessening  any  adverse  impact  caused  by 
work  related  requirements  is  its  Career  Track  program.    It  is  through  this  program  that 
employees  can  plan,  well  into  the  future,  for  relocations  and  job  reassignments.    As  part  of 
this  program  employees,  in  line  with  the  Service's  needs,  are  rotated  through  various 
investigative  and  protective  assignments.    Because  the  rigors  of  protection  are  the  most 
damaging  to  family  life,  agents  are  rotated  out  of  protective  work  on  a  regular  basis. 

Beyond  this  planning,  employee  relocations  are  also  made  with  an  understanding  and 
accommodation  for  the  school  year.    Also,  where  the  employee  has  a  particular  hardship 
relative  to  a  reassignment,  this  hardship  is  considered  and  options  carefuUy  explored  in  an 
effort  to  decrease  the  hardship. 

The  Service  also  has  a  very  proactive  and  well-utilized  Employee  Assistance  Program  to  help 
individuals  work  through  special  problems  that  may  arise,  not  only  from  their  work,  but  also 
from  outside  influences.   The  Program  is  available  to  all  employees  and  their  family 
members  who  have  personal  or  family  issues,  including  alcoholism,  drug  abuse,  troubled 
marriages,  emotional/psychological  distress,  as  well  as  care  for  elderly  or  ill  family 
members.    Our  trained  counselors  are  Licensed  Clinical  Social  Workers  (LCSWs)  who  assess 
problems,  provide  short  term  treatment,  or  assist  an  employee  or  family  member  in  getting 
the  appropriate  care  or  help.   In  making  referrals,  counselors  evaluate  the  employee's 
fmancial  situation,  as  well  as  available  insurance.   The  program  counselors  also  have 
resource  materials  available  for  employees. 

When  an  employee  with  a  unique  family  need  (e.g.  a  child  in  a  special  school,  a  family 
member  in  ongoing  counseling,  etc.)  is  transferred,  he/she  may  contact  the  Employee 
Assistance  Program  to  get  help  in  locating  an  appropriate  resource  in  the  new  community. 

In  addition,  the  Service  has  implemented  several  other  programs  in  recent  years  to  help 
employees  meet  the  demands  of  work  and  family  life. 

In  1992,  the  Secret  Service  implemented  a  compressed  work  schedule  program.   The 
program  is  available  to  all  non-law  enforcement  employees.    Employees  may  work,  on  a 
biweekly  basis,  either:    (1)  9  hours  a  day  for  8  days,  8  hours  for  one  day,  and  have  one  day 
off  every  other  week;  or  (2)  may  work  10  hours  a  day  for  eight  days,  and  have  one  day  a 
week  off. 

In  1993,  the  Service  developed  and  implemented  a  Flexible  Workplace  policy  enabling 
certain  non-supervisory,  non-law  enforcement  employees  to  work  at  home  up  to  three  days 
each  week.   Feedback  from  supervisors  and  employees  has  been  very  positive. 
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The  Service  also  has  a  limited  number  of  employees  working  on  part-time  schedules,  as  well 
as  some  employees  participating  in  job  sharing. 

One  area  where  Secret  Service  employees  have  been  especially  supportive  of  each  other  is 
the  annual  leave  transfer  program.   Service  employees  have  donated  leave  to  78  employees 
who  have  been  approved  as  annual  leave  recipients.    Employees  have  been  approved  as 
recipients  for  various  reasons  including:   personal  illnesses,  family  illnesses,  as  well  as 
confinement  and  complications  due  to  pregnancy. 
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Mr.  Wolf.  Well,  if  you  could  just,  for  the  record,  tell  us  what  you 
are  doing.  I  would  like  to  send  you  a  film  that  I  will  ask  you  to 
watch.  It  is  a  50-minute  film  to  kind  of  sensitize  you. 

Every  time  I  watch  the  news  and  I  see  the  President  on,  there 
is  one  of  your  guys  who  is  always  with  him  and  frankly,  I  don't 
know  what  kind  of  family  life  he  can  have  at  home  because  he  is — 
maybe  he  doesn't — maybe  he  is  not  married,  so  it  is  fine,  but  he 
is  in  Little  Rock  and  he  is  in  California.  And  who  is  cutting  the 
grass,  who  is  going  to  the  PTA,  who  is  going  to  the  Little  League 
games? 

And  I  think  it  is  something  that  is  important  and  I  have  talked 
to  some  of  your  people  who  nave  told  me  that  live  in  my  district, 
particularly  my  old  district.  I  have  a  lot  of  your  people  that  lived 
in — when  I  had  Arlington  and  Fairfax.  I  now  go  out  to  the  Shen- 
andoah Valley.  Not  many  of  your  people  live  in  my  district,  but 
they  told  me  it  is  a  pretty  tough  life,  with  being  married. 

It  is  like  in  the  military.  The  toughest  time  is  when  the  husband 
is  getting  to  go,  you  would  think  there  would  be  this  warm  fuzzy 
feeling,  but  they  know  they  are  checking  out  for  three  months  and 
then  they  come  home  and  they  find  out  that,  gee,  I  am  not  needed 
because  my  wife  and  kids  got  along — they  made  decisions.  They  got 
the  grass  cut.  They  did  all  these  things  and  the  plumbing  backed 
up,  and  I  think  it  is  important,  because  you  certainly  don't  w£int 
to  have  to  say  that  if  you  join  the  Secret  Service,  it  is  going  to  jeop- 
ardize your  marriage  and  jeopardize  your  kids. 

And  lastly,  if  you  are  meeting  your  needs  at  home,  chances  are 
that  you  are  going  to  be  a  better  agent  and  a  better  employee, 
whatever  you  are  doing,  because  your  mind  is  not  going  to  be,  gee, 
I  am  worried  about  my  son  who  is  having  a  problem.  Your  mind 
is  totally  there. 

Mr.  BowRON.  I  want  to  make  no  mistake.  We  are  sensitive  to 
those  issues.  We  do  try  and  take  all  of  that  into  account  with  staff- 
ing decisions.  In  fact,  some  of  the  points  that  you  have  touched  on 
are  exactly  why,  among  other  reasons,  we  have  to  rotate  people 
through  protective  details.  Because  of  the  hardships  of  those  as- 
signments, travel,  and  extensive  hours,  people  can't  be  left  on  de- 
tails for  an  inordinate  amount  of  time. 

COUNTERFEITING  OVERSEAS 

Mr.  Wolf.  I  think  you  have  left  this  one  guy  in  there. 

My  last  question,  and  then  I  won't  have  any  more.  Is  the  coun- 
terfeiting— I  saw  a  story  in  the  paper  the  other  day  and  maybe  the 
Chairman  raised  it  or  somebody  did  earlier,  about  Iran,  I  think,  the 
hundred  dollar  bills. 

Do  you  want  to  comment  on  that?  Because  they  were  talking 
about  billions  of  dollars. 

Mr.  BowRON.  We  could  talk  about  counterfeiting  overseas  in  the 
executive  session  and  address  some  of  those  concerns,  but  as  some- 
one indicated  before,  that  was  a  newspaper  article  and  everything 
in  there  isn't  necessarily  factual. 

Mr.  HOYER.  Let  me  say  on  that,  Mr.  Wolf 

Mr.  Wolf.  That  will  be  fine,  Mr.  Chairman. 

Mr.  HOYER.  We  ought  to  add  that  to  the  session,  because  this 
Committee  needs  to  know  what  is  going  on.  The  Secretary  has 


1144 

talked  to  us  about  this.  His  predecessors  have  as  well.  I  talked  to 
John  Simpson  about  this  oh,  six,  seven  years  ago. 

I  have  had  a  number  of  briefings  since  that  time,  and  I  want  to 
get  this  Committee  into  this  area.  This  is  a  serious  problem.  It  may 
have  more  or  less  seriousness  depending  upon  what  our  perspective 
is,  but  the  Secretary  indicated  yesterday  there  was  a  study  going 
on. 

Mr.  Noble.  That  is  correct. 

Mr.  HOYER.  I  think  we  need  to  do  a  special  session  on  this  issue 
alone,  first  in  executive  session  so  we  can  find  out  where  the  pa- 
rameters are,  what  we  can  and  cannot  do  in  public,  and  then  I 
would  like  to  pursue  it  to  the  extent  we  can  publicly.  I  think  the 
public  needs  to  be  educated  as  well  on  what  the  situation  is  with 
reference  to  counterfeiting  and  what  consequences  it  can  have. 

There  are,  from  my  perspective,  two  different  issues.  One  is  the 
underground  economy,  which  is  less  serious.  That  is  just  for  losing 
tax  money.  The  other  of  course  is  the  destabilizing  effect  that  we 
can  have  on  our  monetary  system,  as  well  as  the  utilization  of 
counterfeited  funds  for  the  purchase  of  terrorist  weapons,  which 
was  suggested  in  a  recent  article. 

Mr.  Noble.  Mr.  Chairman,  we  are  delinquent  in  terms  of  provid- 
ing the  Committee  the  plan  to  address  the  need  for  additional  secu- 
rity measures.  We  were  obligated  to  do  it  by  March  1,  1994. 

We  sent  you  a  letter  on  February  28th  asking  for  more  time  to 
produce  a  public  report.  We  do  recognize  that  obligation  in  this 
area. 

Mr.  HOYER.  Mr.  Darden. 

WHITE  HOUSE  SECURITY  AND  WHITE  HOUSE  PASSES 

Mr.  Darden.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Bowron,  it  is  good  to  have  you  here,  your  first  appearance 
before  the  subcommittee.  Mr.  Noble,  good  to  have  you  back.  And 
Mr.  Verburg  is  now  seated  at  the  table.  It  is  good  that  he  is  up 
here,  saves  a  lot  of  back  and  forth. 

First  of  all,  I  want  to  say,  Mr.  Bowron,  I  appreciate  very  much 
the  sincerity  of  Mr.  Wolfs  point  about  the  White  House  passes,  but 
I  do  want  to  give  another  view  so  that  you  won't  think  that  nec- 
essarily his  view  point  is  that  of  the  entire  committee.  That  is,  I 
don't  really  care  who  comes  down  to  the  White  House,  who  goes  in, 
who  goes  out.  I  don't  care  who  came  to  see  Ronald  Reagan  or 
George  Bush  or  Bill  Clinton  or  anybody  else.  I  really  think  the  pur- 
pose of  the  Secret  Service  is  security. 

Mr.  Wolf.  I  agree. 

Mr.  Darden.  I  went  down  there  one  time  at  6:30  in  the  morning 
to  run.  I  had  a  guy  with  me  who  drove  me  down  and  the  guy  out 
front  asked — is  he  with  you,  fine,  sure.  So  he  goes  in  the  grounds, 
but  I  am  not  taking  some  terrorist  down  there  with  me  at  6:30  a.m. 
while  I  go  out  and  run  with  the  President. 

So  what  I  am  suggesting  is,  I  think  it  is  a  security  matter  rather 
than  trying  to  make  a  public  record  who  comes  in.  I  don't  keep  up 
with  everybody  who  comes  to  my  office  and  we  certainly,  when  it 
comes  to  access  to  our  facilities  and  the  Capitol  and  the  buildings, 
these  are  public  buildings.  They  are  owned  by  the  taxpayer,  and  so 
I  really  think  the  purpose — and  your  role  ought  to  be  security  and 
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protecting  the  President  and  his  family  and  the  faciHties,  the  pri- 
vacy of  the  faciHties,  rather  than  trjdng  to  keep  a  dossier  on  every- 
body who  comes  in. 

So  again,  I  appreciate  and  totally  understand  the  sincerity  of  Mr, 
Wolfs  concerns,  but  I  wanted  to  give  you  another  viewpoint.  I 
think  it  goes  to  what  is  the  role  of  the  Secret  Service,  it  is  to  pro- 
tect the  President  and  provide  security  for  the  family  or  to  keep 
watch  on  everybody  who  comes  in  and  comes  out.  That  is  my  opin- 
ion on  the  subject. 

PRESIDENTIAL  MOTORCADES 

The  next  matter  I  want  to  bring  up  with  you,  Mr.  Bowron,  be- 
cause I  went  into  great  detail  with  your  predecessor  over  this  about 
a  year  ago,  and  before  he  had  a  chance  to  implement  my  sugges- 
tions, he,  of  course,  moved  over  to  ATF. 

But  seriously,  I  do  want  to  take  up  this  matter  with  your  indul- 
gence, Mr.  Chairman,  to  repeat  myself  from  last  year  about  a  con- 
cern I  had.  I  met  the  President  when  he  was  running  for  President, 
of  course,  when  he  was  governor  of  Arkansas,  the  day  before  the 
Georgia  primary  down  in  Atlanta,  and  we  drove  from  the  Atlanta 
airport  to  Stone  Mountain,  and  when  I  got  in  the  car,  I  said,  in  the 
event  that  you  are  ever  elected  President,  I  have  one  thing  I  really 
wish  you  would  look  at,  and  of  course  he  agreed  to  at  the  time. 
That  is  the  tremendous,  tremendous  inconvenience  that  the  public 
is  put  to  when  a  Presidential  visit  occurs,  and  I  understand,  as  you 
do,  and  I  appreciate  just  as  much  as  you  do  the  necessity  of  guard- 
ing the  President's  family  and  party.  But  I  really  want  to  tell  you, 
I  think  they  go  too  far  many  times.  Especially  in  metropolitan 
areas  where  rush  hour  traffic  is  involved. 

I  realize  the  local  law  enforcement  officers  get  a  little  carried 
away  sometimes.  I  haven't  traveled  much  with  the  President,  but 
one  time  I  went  with  the  Vice  President  to  Atlanta  by  way  of  Ra- 
leigh. I  saw,  oh,  several  miles  of  traffic  aside  the  interstate.  I  don't 
even  think  we  got  on  the  interstate.  We  just  went  over  it. 

So  let  me  emphasize  to  you,  I  hope  that  you  continue  to  be  more 
sensitive  to  these  issues,  because  I  think  it  has  the  effect  of  making 
people  adversely  look  at  the  President  and  the  purpose  for  which 
he  is  coming.  Any  good  that  it  does,  I  think  is  sometimes  undone 
by  what  I  consider  to  be  excessive  amount  of  stopping  traffic. 

Mr.  HOYER.  I  have  got  a  number  of  other  questions  but  will  sub- 
mit them  for  the  record. 

Mr.  Noble.  We  will  make  ourselves  available  for  a  follow-up. 

Mr.  HOYER.  We  are  going  to  set  up  those  other  two  meetings.  I 
appreciate  your  being  here,  and  we  will  leave  Mr.  Darden  and  Mr. 
Lightfoot  in  charge. 

Mr.  Noble.  Very  good. 

Mr.  Darden  [presiding].  Thank  you,  Mr.  Chairman. 

Since  the  Chairman  probably  heard  this  before,  he  probably 
picked  a  good  time  to  leave,  but  when  I  was  district  attorney  down 
in  Georgia,  down  in,  I  believe  it  was  in  the  early  1970's,  I  think 
it  was  1974,  1975,  President  Ford  came  to  our  area  of  the  country, 
northwest  Atlanta.  About  that  time,  a  bank  robbery  occurred  in 
which  this  bank  robber,  kind  of  an  amateur  acting  on  his  own  goes 


1146 

in  the  bank,  robs  a  bank,  kidnaps  the  branch  manager,  and  goes 
down  the  road. 

Well,  there  was  one  police  officer  who  was  so  anxious  to  get  to 
the  Presidential  motorcade,  and  he  was  late  getting  there — he 
came  up  behind  this  guy  who  had  robbed  the  bank  and  kidnapped 
the  branch  manager,  and  he  turned  on  his  blue  light  and  siren  to 
get  by  where  he  could  rush  and  get  in  the  motorcade.  But  the  guy 
thought  he  was  being  apprehended,  so  he  jumps  out  of  the  car  and 
holds  up  his  hands. 

So  I  guess  some  good  does  come  of  this.  I  know  the  locals  really 
get  carried  away,  but  I  really  want  you  to  please  consider,  keeping 
this  in  proper  perspective.  Is  anything  being  done  looking  toward 
that  area? 

Mr.  BOWRON.  Well,  on  every  visit  we  certainly  work  with  the 
local  law  enforcement  agencies,  and  incidentally,  there  wouldn't  be 
a  reason  for  to  you  recall  it,  but  I  do  recall  it.  I  was  with  you  that 
day  we  drove  out  to  Stone  Mountain  because  at  that  time  I  was  the 
agent  in  charge  of  the  Atlanta  office. 

Mr.  Darden.  You  notice  we  didn't  do  it  that  way.  We  were  com- 
menting on  how  we  only  took  one  side  of  the  expressway  and  cars 
were  coming. 

Mr.  BowRON.  Certainly  there  are  different  levels  and  different 
requirements  with  respect  to  motorcades  and  traffic  controls  with 
the  presidential  candidate  as  opposed  to  the  President  or  the  Vice 
President  or  former  President. 

We  try  and  tailor  what  needs  to  be  done  to  both  the  nature  of 
the  visit,  the  protectee,  the  intelligence,  the  capability  of  local  law 
enforcement  and  the  public  safety.  Many  times  one  of  the  driving 
factors  behind  some  of  those  traffic  controls,  public  safety.  The 
service  has  found  from  experience,  and  law  enforcement  officials 
that  we  deal  with  have  found  from  experience,  that  when  you  don't 
adequately  control  the  traffic,  you  wind  up  with  a  lot  of  accidents 
with  people  who  have  their  attention  diverted  to  the  activity  that 
is  going  by  them  or  around  them  or  near  them,  and  wind  up  either 
hitting  a  pedestrian  or  hitting  another  car  or  worse  yet,  hitting  a 
police  officer  who  is  there  to  stop  traffic.  That  has  occurred  fairly 
recently  in  Columbus,  Georgia,  as  a  matter  of  fact,  during  a  funeral 
procession,  I  think,  for  Chief  Weatherington's  brother. 

So  public  safety  is  a  big  part  of  why  the  service  does  that.  Now, 
having  said  that,  the  service  tries  to  do  it  with  an  eye  toward  mini- 
mizing the  impact  on  the  community  and  on  the  public,  with  re- 
spect to  the  hour  of  the  motorcade,  to  the  extent  that  the  service 
has  any  control  over  that,  and  I  might  say  that  the  White  House 
staff  is  also  very  concerned  about  it. 

In  that  regard,  the  service  works  with  the  news  media  and  radio 
stations  to  make  sure  that  areas  where  traLffic  will  be  shut  down 
are  announced  in  advance.  So  I  want  you  to  know  that  the  service 
is  sensitive  to  that  and  does  pay  attention  to  it.  We  do  work  within 
the  context  and  limitations  of  local  law  enforcement  to  try  and  ac- 
complish visits  with  as  minimal  an  impact  as  possibly  but  when 
you  balance  all  those  things  out  with  the  number  of  cars  that  are 
in  some  of  those  motorcades,  which  incidentally  aren't  all  Secret 
Service  vehicles 

Mr.  Darden.  Right.  I  know  that. 
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Mr.  BowRON.  It  becomes  a  safety  issue  for  everybody  concerned, 
including  the  public. 

Mr.  Darden.  Well,  let  me  emphasize,  I  am  not  trjdng  to  suggest 
I  know  more  than  the  Secret  Service  about  it,  or  trying  to  tell  you 
how  to  do  your  job.  The  only  thing  I  ask  is  that  you  continue  to 
be  sensitive  to  the  problem  because  it  can  be  quite  counter- 
productive. 

One  time,  I  think  I  mentioned  this  to  the  subcommittee  before, 
one  time  Vice  President  Quayle  made  a  visit  to  Atlanta.  They 
brought  him  in  right  in  the  middle  of  rush  hour  traffic.  Whatever 
they  hoped  to  accomplish  by  that  visit  was  totally  undermined  by 
the  fact  that  it  cut  off  all  major  traffic  coming  out  of  Atlanta  to  the 
northwest  part  for  two  to  three  hours  and  of  course  the  weather 
was  bad  on  top  of  that,  just  a  total  disaster.  It  reflected  adversely 
on  the  Vice  President.  I  know  that  you  do  have  serious  problems, 
but  I  just  wanted  again  to  emphasize  that  you  continue  to  be  sen- 
sitive to  the  problem,  and  I  realize  that  the  close  calls  have  got  to 
be  made  in  favor  of  public  safety. 

I  have  no  dispute  with  that,  but  I  think  it  is  a  problem.  I  know 
everybody  has  seen  In  the  Line  of  Fire.  What  is  the  new  movie 
now.  Guarding  Tess? 

Mr.  BowRON.  I  am  not  talking  about  that  one. 

Mr.  Darden.  But  anyway,  I  realize  that  many  of  it  is  out  of  view- 
point from  the  movies.  I  know  you  have  got  an  extremely  difficult 
job  to  do,  but  I  did  want  to  raise  that  concern.  That  is  about  all 
I  have  at  this  time. 

Mr.  Lightfoot,  you  want  to  follow  up? 

Mr.  Lightfoot.  Just  a  couple  quick  comments  and  maybe  a 
question.  Talking  about  Mr.  Quayle  being  here  during  the  rush 
hour,  there  is  an  old  saying  out  in  our  part  of  the  country  that 
most  successful  rain  dances  are  the  result  of  good  timing,  which 
might  very  well  apply  to  that  particular  issue. 

Yes,  about  the  public  safety  issue:  during  the  brief  stint  I  had  in 
law  enforcement  back  in  the  early  1960's  in  Tulsa,  we  had  at  that 
time,  I  don't  remember  the  exact  number,  but  something  like  five 
or  six  officers  had  been  killed  in  the  line  of  duty.  Only  two  had 
been  shot.  All  of  them  were  killed  in  traffic  accidents.  Most  of  them 
were  motorcycle  officers,  because  in  those  days  we  had  those  old 
Harleys  and  most  of  them  escorted  funerals  or  coming  back  from 
a  funeral.  So  the  public  safety  is  a  big  issue. 

ROLE  OF  SECRET  SERVICE 

On  this  thing  with  the — and  I  think  Buddy  was  on  target  with — 
and  I  don't  think  Frank  is  off  as  far  as  it  might  have  sounded  he 
was,  but  I  think  one  thing,  we  don't  want  to  lose  sight  of  and  if 
I  am  wrong,  correct  me — is  that  you  view  your  role  as  serving  the 
Office  of  the  President,  not  the  individuals  there,  whoever  he  or 
she  may  be  or  whatever  political  party  they  may  represent,  your 
duty  is  to  provide  protection  for  the  President,  period,  and  I  would 
assume  then  that  your  role  at  the  White  House  is  more  one  of  iden- 
tification rather  than  screening;  is  that  accurate  or  not? 

Mr.  BoWRON.  Our  role  at  the  White  House  is  physical  security 
of  the  President,  regardless  of  which  political  party  may  be  occupy- 
ing the  White  House  at  any  particular  time. 
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The  security  standards  don't  change  from  one  administration  to 
the  next. 

Mr.  LiGHTFOOT.  Right.  That  was  the  point  I  wanted  to  make,  be- 
cause I  know  even  some  people  who  have  been  in  the  White  House 
have  had  misgivings  about  what  your  role  was. 

Mr.  BowRON.  The  security  procedures  that  we  are  using  are  the 
same  procedures  that  have  been  employed  for  previous  administra- 
tions, going  through  this  same  interim  transitional  phase. 

You  know,  I  might  say  that,  and  we  will  talk  more  about  it,  you 
really  would  have  to  go  back  to  the  transition  of  the  Carter  admin- 
istration to  get  a  view  of  a  transition  that  was  analogous  to  the 
transition  that  we  went  through  with  this  administration  in  terms 
of  the  number  of  new  people  coming  into  the  White  House  from  oc- 
cupations outside  of  Washington,  D.C.  or  outside  of  government 
service. 

Mr.  LiGHTFOOT.  Which  dramatically  increased  your  burden. 

Mr.  BowRON.  Well,  it  certainly  is  an  increase  in  terms  of  the 
number  of  people  who  may  not  have  already  had  background  inves- 
tigations done  on  them,  who  may  not  have  already  been  involved 
with  the  administration,  either  as  a  political  appointment  or  in 
whatever  capacity. 

And  those  are  all  things  we  can  talk  more  about,  but  those  are 
not  really  Secret  Service  issues.  The  issue  for  the  Secret  Service  is 
physical  security  and  whether  or  not  someone  represents  a  threat 
to  the  President,  whoever  the  President  may  be. 

Mr.  LiGHTFOOT.  Right. 

Mr.  Noble.  I  would  just  point  out  that  the  Secret  Service  is  100 
percent  career.  There  are  no  political  appointees,  and  no  presi- 
dential appointees.  The  Director's  reference  to  having  to  go  back  as 
far  as  the  Carter  administration  has  a  lot  to  do  with  the  selection 
of  political  appointees  to  the  extent  they  have  been  in  previous  gov- 
ernment service.  Whereas  with  the  Republican  administrations,  the 
12-year  period,  there  were  people  that  had  various  positions,  had 
various  levels  of  security  clearance  and  so  forth,  so  the  transition 
may  have  been  that. 

ACCESS  TO  WHITE  HOUSE 

Mr.  LiGHTFOOT.  Any  time  there  is  a  change  of  party,  there  is 
going  to  be  a  load  there.  This  is  a  given.  If,  let  us  say  Mr.  Noble 
is  the  President  and  he  invited  me  to  come  in  and  see  him  and  you 
ran  a  background  check  and  found  something  in  there  you  didn't 
like.  Is  it  your  duty  at  that  point  to  inform  him  that  I  am  a  ques- 
tionable character  or  you  just  keep  me  out  of  the  White  House? 

Mr.  BowRON.  No,  sir,  we  don't  keep  you  out  of  the  White  House. 
We  talk  to  the  White  House  staff,  to  the  Chief  of  Staff. 

Our  degree  of  concern  would  determine  the  level  that  we  might 
go  to  within  the  White  House  to  make  them  aware  of  our  concerns. 
In  the  final  analysis,  however,  if  they  said,  we  are  aware  of  your 
concerns  and  we  concede  that  you  may  have  good  reason  to  think 
there  is  a  problem,  but  we  want  this  gentleman  to  come  into  the 
White  House,  then  we  may  have  to  undertake  some  other  measures 
from  a  security  standpoint.  Ultimately  if  the  President  of  the  Unit- 
ed States  wants  somebody  to  come  into  the  White  House,  that  per- 
son is  going  to  come  into  the  White  House. 
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Mr.  LiGHTFOOT.  Well,  and  that  is  as  it  should  be. 

Mr.  BowRON.  Exactly. 

Mr.  LiGHTFOOT.  I  would  hope  that  before  the  Chairman  left,  I 
should  have  brought  this  up,  that  when  we  have  our  session, 
maybe  we  could — we  have  got  quite  a  bit  on  the  plate  now  with 
counterfeiting  and  the  pass  issue,  but  the  subject  we  were  discuss- 
ing earlier  with  the  fraud,  particularly  the  overseas  issue,  that 
might  be  a  valuable  session  to  have  as  well,  maybe  in  another  one, 
otherwise  we  may  be  here  all  day,  but  it  looks  to  me  like  there  may 
be  some  areas  there  where  we  possibly  could  give  you  some  help 
and  reinforcement. 

If  you  think  it  is  worthy  of  doing  that,  I  would  pursue  it  with 
the  Chairman. 

Mr.  Noble.  I  think  that  matter  is  probably  important  enough  to 
have  a  separate  session  as  opposed  to  combining  it  with  the  other 
issues  we  have  discussed. 

Mr.  LiGHTFOOT.  Mr.  Bowron,  you  survived  your  first  meeting  it 
looks  like  here. 

Thank  you  so  much. 

Mr.  Noble.  Not  yet. 

Mr.  LiGHTFOOT.  You  always  got  one  guy  you  keep  up  your  sleeve. 
I  wish  I  had  stayed  there.  Peter  and  I  came  in  together,  so  we  can 
get  by  once  in  awhile. 

Mr.  VISCLOSKY.  Classmates  and  pla3niiates. 

Mr.  LiGHTFOOT.  Whatever. 

Mr.  VisCLOSKY.  I  was  going  to  ask  a  serious  question  about  coun- 
terfeiting, and  my  understanding  is  that  we  will  have  an  executive 
session. 

Mr.  Noble.  Yes,  that  is  correct. 

FINANCIAL  INSTITUTION  FRAUD 

Mr.  VisCLOSKY.  I  think  it  is  a  very  key  question,  so  I  won't  be- 
labor that  point.  The  committee  has  provided  funds  in  the  past  for 
an  initiative  regarding  fraud  within  financial  institutions. 

Would  you  tell  me  the  status  of  that  initiative? 

Mr.  Bowron.  Yes,  sir.  We  have  aggressively  pursued  financial 
institution  fraud  since  we  were  first  given  authority  to  work  those 
cases. 

It  was  with  the  intent  that  the  Secret  Service  would  redirect 
about  100  FTEs  toward  working  cases  in  financial  institution 
fraud,  in  what  started  out  to  be  14  major  metropolitan  areas. 

We  have  expanded  our  role  to  include  literally  hundreds  of  inves- 
tigations nationwide  in  virtually  all  of  our  offices.  Maybe  not  every 
single  one,  but  certainly  most  of  our  offices  are  conducting  financial 
institution  fraud  investigations,  and  over  300  agents  have  been 
trained.  So,  we  are  very  heavily  involved  in  that  and  have  had  good 
successes  to  date. 

We  would  lose  our  authority  to  work  those  cases  with  the  dis- 
continuance of  the  Resolution  Trust  Corporation  with  the  sunset 
clause  that  is  in  the  current  language  that  gives  the  service  the  au- 
thority to  work  these  cases. 

The  Secretary  of  the  Treasury  and  Assistant  Secretary  Noble  of 
Enforcement  have  supported  us  in  our  efforts  to  seek  permanent 
jurisdiction.  We  don't  have  that  yet,  but  we  are  hoping  that  we  will 
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gain  permanent  jurisdiction  before  the  sunset  clause  takes  effect. 
My  understanding  is  it  could  be  as  early  as  December  of  1994. 

Mr.  VISCLOSKY.  Who  had  jurisdiction  previously,  FBI,  and  do  you 
share  it  with  them  now? 

Mr.  BOWRON.  We  do  now.  They  had  the  jurisdiction.  Our  jurisdic- 
tion is  concurrent  with  the  FBI. 

Mr.  Noble.  May  I  also  give  you  some  figures,  sir. 

Mr.  VisCLOSKY.  Sure. 

Mr.  Noble.  The  Secret  Service  closed  694  financial  institution 
fraud  cases  in  FY  1993,  of  which  235  involved  losses  in  excess  of 
$100,000  and/or  a  failed  institutions.  The  Service  made  367  arrests 
which  resulted  in  251  convictions.  Over  $15.6  million  in  assets 
were  seized  as  a  direct  result  of  these  investigations,  the  Service 
devoted  approximately  $7.8  million  to  this  function  in  FY  1993. 

Mr.  VisCLOSKY.  Would  that  be  limited  to  S&Ls,  your  jurisdiction? 

Mr.  BowRON.  Right  now  we  are  trjdng  to  focus  our  efforts  on 
Treasury-regulated  institutions  through  OTS  and  OCC. 

Mr.  Noble.  Mr.  Chairman,  we  are  trjdng  to  come  up  with  a  ju- 
risdictional hook  that  will  avoid  possible  conflicts  with  the  FBI  in 
terms  of  jurisdiction.  I  might  also  add  that  will  avoid  duplicative 
efforts  as  well. 

One  thing  we  are  proposing,  and  we  have  been  meeting  with  the 
FBI  and  with  the  Attorney  General's  representatives  to  try  to  re- 
solve is  the  possibility  that  the  Secret  Service  would  focus  on 
Treasury-controlled  financial  institutions,  OTS,  OCC,  and  RTC.  We 
plan  devote  our  resources  to  institutions  in  which  the  Secretary  of 
the  Treasury  has  a  direct  interest.  This  would  be  a  clean  way  to 
divide  responsibilities  since  there  are  so  many  cases  out  there  to 
be  done,  both  by  the  FBI  and  by  the  Secret  Service.  We  also  envi- 
sion a  coordination  mechanism  at  the  SAC  level  in  each  city,  so 
that  the  Secret  Service  and  the  FBI  each  knows  what  cases  this 
other  is  working  so  we  can  avoid  duplication  of  effort  against  any 
institution. 

Mr.  VISCLOSKY.  You  sought  an  extension  of  the  jurisdiction.  My 
impression  is  this  is  of  recent  vintage  relative  to  Treasury  and  Se- 
cret Service  normal  jurisdiction,  that  you  have  not  exercised  it  be- 
fore; or  am  I  incorrect  in  that? 

Mr.  BowRON.  In  terms  of  our  jurisdiction  to  work  these  financial 
institution  fraud  cases?  Well,  the  Secret  Service  gained  that  juris- 
diction through  the  support  of  this  committee  in  1990.  And  actu- 
ally, it  has  been  worked,  by  and  large,  with  existing  resources. 

We  redirected  resources  to  attack  this  problem  based  on  the  sig- 
nificance and  importance  that  this  committee  put  on  it. 

Mr.  VISCLOSKY.  So  as  long  as  there  is  balance  for  us,  have  you 
taken  something  away  from  the  Secret  Service  given  this  recent 
change  in  additional  responsibilities? 

Mr.  BowRON.  In  this  case,  we  reprioritized  our  investigations  to 
work  some  of  these  financial  institution  fraud  cases  instead  of 
other  fraud  cases  that  would  have  been  lower  priority  and  lower  fi- 
nancial impact. 

Mr.  Noble.  I  can  give  you  an  example.  When  I  was  Assistant 
U.S.  Attorney  in  1984,  the  cases  that  you  would  begin  working 
would  be  classic  Treasury  check  forgery  cases  or  deceased  payee 
cases.    Currently   the   Service,   for  example,   is   going   on   a   pro- 
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grammatic  approach  trying  to  deal  with  programmatic  fraud,  sys- 
tematic fraud,  so  you  have  an  agent  perhaps  devoting  the  same 
amount  of  staff  time,  but  maybe  not  working  on  one  defendant,  but 
instead  on  an  entire  program.  So  they  have  been  doing  proactive 
prioritizations  like  that. 

Mr.  VisCLOSKY.  My  impression,  and  if  you  could  enlighten  me, 
with  the  whole  S&L  situation,  it  was  something  of  an  aberration 
given  the  size,  the  number  of  institutions,  and  people  involved. 

Is  that  responsibility  and  caseload  going  to  dissipate  or  has  the 
characteristics  of  the  types  of  fraud  people  are  committing  now  just 
changed  and — 

Mr.  BowRON.  I  don't  think  that  as  long  as  there  is  money  in 
those  financial  institutions  that  the  criminal  element  will  stop  try- 
ing to  extract  the  money  from  them,  and  I  think  that  the  schemes 
may  change,  but  there  will  always  be  fraud  directed  at  financial  in- 
stitutions. The  Secret  Service  certainly  has  taken  the  approach  to 
work  with  the  regulatory  agencies  to  work  on  systemic  problems 
that  may  be  addressed  to  make  the  institutions  less  vulnerable  to 
the  criminal  element,  but  whenever  you  plug  one  hole,  they  are 
going  to  chip  away  someplace  else. 

So  I  think  that  there  will  be  no  shortage  of  financial  institution 
fraud  cases  and  other  financial  crimes  into  the  future. 

Mr.  VisCLOSKY.  And  you  don't  think  it  hurts  you  as  far  as  the 
exercise  of  your  other  responsibilities? 

Mr.  BowRON.  No,  and  I  think  that  it  is  in  the  taxpayer's  best  in- 
terest, certainly,  for  us  to  work  the  cases  that  have  the  largest  fi- 
nancial impact,  and  certainly  these  cases  would  rank  among  our 
highest  priority  cases. 

Mr.  VISCLOSKY.  I  don't  have  any  other  questions. 

Mr.  Darden. 

Mr.  Darden.  I  do.  I  just  want  to  follow  up  on  something  Mr.  Vis- 
closky  brought  up  which  is  of  great  concern  to  me,  and  I  frankly 
had  forgotten  to  mention  it  earlier.  I  want  to  take  just  a  moment, 
that  is  in  the  area  of  Secret  Service  investigating  financial  fraud 
cases. 

I  realize  this  is  a  fairly  new  area  for  you.  I  am  extremely  con- 
cerned that  the  Secret  Service  and  Treasury  enforcement  personnel 
move  with  a  great  deal  of  caution  in  some  of  these  areas.  I  think 
that  we  need  to  be  careful  that  before  people  are  officially  charged, 
that  we  are  able  to  show  clear  and  convincing  cases  of  fraud. 

We  are  dealing  with  many  people  who  made  bad  investments, 
many  people  who  have  lost  a  lot  of  money.  I  realize  that  there  are 
some  crooks  out  there.  I  think  there  is  a  tendency  on  the  part  of 
those  of  us  in  political  life  and  those  associated  with  the  RTC  and 
others  that  come  in  to  look  at  something  with  20/20  hindsight  I 
hope  that  are  extremely  careful  when  you  bring  these  fraud  cases, 
because  there  will  be  a  lot  of  p>eople  who  are  charged,  and  there 
will  be  some  people  I  am  sure  who  will  be  acquitted,  but  the  dam- 
age is  done  once  you  bring  these  cases.  I  hope  that  you  will  be  ex- 
tremely, extremely  careful  in  being  sure  that  before  you  do  go  be- 
fore a  grand  jury,  that  you  have  the  evidence.  Because  I  have  got 
a  real  concern  here. 

I  am  not  going  to  get  into  specific  cases.  It  wouldn't  be  proper 
on  my  part,  but  I  have  got  a  lot  of  confidence  in  you  when  you 
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make  your  final  decisions,  that  you  do  select  those  cases  in  which 
there  is  ample  proof  and  that  can  be  shown  to  be  clear  cases  of 
fraud. 

Mr.  BOWRON.  Yes,  sir.  I  would  just  say  that  we  share  that  con- 
cern. We  are  very  diligent  about  making  sure  that  we  have  a  com- 
prehensive case,  and  I  would  say  even  an  overwhelming  case,  and 
I  think  that  is  evidenced  by  the  fact  that  on  the  criminal  investiga- 
tive side  of  the  Secret  Service,  we  have  got  a  97  percent  conviction 
rate.  I  think  that  is  evidence  of  the  fact  that  we  are  not  bringing 
cases  that  are  on  shaky  ground.  A  very  high  percentage,  although 
I  couldn't  give  it  to  you  off  the  top  of  my  head,  our  cases  don't  go 
to  trial. 

Mr.  Noble.  We  appreciate  your  concern. 

Mr.  Darden.  I  have  a  concern  here  and  I  have  been  meaning  to 
bring  it  up  earlier.  Thank  you  for  providing  me  an  opportunity. 

Mr.  Lightfoot,  unless  you  have  anything  further 

Mr.  Lightfoot.  Just  want  to  commend  them  on  a  great  job  and 
keep  up  the  good  work,  and  welcome  to  the  Secret  Service.  I  am 
proud  of  you. 

[Questions  submitted  for  the  record  and  budget  justification  ma- 
terials follow:! 
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QUESTIONS  FOR  THE  RECORD  SUBMnTED  BY  THE  COMMTITEE 
MODERNIZATION  OF  TRAINING  FACILITY 

Question:  What  is  the  long-range  plan  for  the  modernization  of  this  fiacility? 

Answer:   The  U.  S.  Secret  Service  (USSS)  is  working  with  the  General  Services 
Administration  (GSA)  to  select  a  contractor  to  revise  the  overall  plan  (master  plan)  for 
development  of  the  James  J.  Rowley  Training  Center  (JJRTQ.   The  plan  revision  will 
address  a  number  of  areas.   This  plaiming  process  will  also  address  the  costs  of  the 
alternatives  being  considered  as  well  as  their  environmental  and  other  impacts.   It  is 
anticipated  that  this  master  plan  revision  will  address  an  extended  period  of  design, 
construction,  and  implementation  b^inning  in  FY  1995  and  extending  for  several  years. 

Question:   Does  this  plan  include  the  consolidation  of  training  at  this  fiacility?  What  would 
be  the  estimated  cost  savings  of  this  consolidation? 

Answer:  This  revised  plan  will  address  consolidation  of  the  majority  of  all  classroom  and 
skills  training  at  the  James  J.  Rowley  Training  Center.    A  study  of  the  relocation  of  training 
activities  from  1310  L  Street  to  the  JJRTC  has  been  conducted.   This  study  concluded  that 
construction  at  the  JJRTC  to  meet  the  Service's  training,  classroom,  and  administrative  needs 
is  the  most  economical  option.   Rental  expenditures  of  approximately  $1.3  million  per  year 
would  be  saved.    Additional  cost  savings  can  be  realized  when  duplication  and  overly  of 
facilities  and  operations,  caused  by  nuuntaining  sqjarate  training  locations,  are  eliminated. 
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EFFECT  OF  "BUYOUT"  LEGISLATION  AND  REDUCTION  IN  FORCE 


Question:  Would  you  use  buyout  legislation  to  scale  back  your  workforce? 

If  such  legislation  is  not  passed  would  you  implement  a  Reduction-In-Force  and  if  so  when 
would  this  occur  and  how  many  people  would  be  affected? 

To  what  extent  would  such  legislation  help  or  hinder  your  efforts? 

Answer:  The  Service,  in  accordance  with  the  Administration's  plans  for  "Streamlining  the 
Bureaucracy",  may  be  required  to  reduce  its  staffmg  between  fiscal  years  1993  and  1999. 

The  Service  currently  is  planning  to  meet  the  additional  reductions,  if  required,  through 
managed  attrition,  and  is  not  contemplating  the  need  to  use  early  outs,  "buy-outs",  or  a 
Reduction-In-Force  to  reach  the  lower  level  of  staffing. 
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COUNTERFEITING 

Question:  What  is  the  magnitude  of  the  counterfeiting  problem  at  this  time  and  how  would 
you  characterize  the  threat  it  poses  to  the  integrity  of  U.  S.  currency? 

Answer:   In  fiscal  year  1993,  $19.6  million  in  counterfeit  United  States  currency  was  passed 
on  the  public  and  $141.0  million  was  seized  worldwide,  for  a  total  of  $160.6  million.   This 
represents  an  increase  of  $51  million  from  fiscal  year  1992. 

These  figures  indicate  a  problem  worthy  of  concern.    It  should  be  noted  however,  that 
United  States  currency  is  still  the  currency  of  choice  in  financial  transactions  involving 
currency  as  a  medium  of  exchange.    Currently  there  appears  to  be  no  loss  in  the  confidence 
in  United  States  currency  as  a  medium  of  exchange. 

Question:  What  percent  of  the  counterfeited  U.  S.  currency  originates  in  foreign  countries? 
What  do  you  estimate  is  the  total  amount  of  counterfeit  U.  S.  currency  in  circulation?  How 
do  you  measure  this  amount  of  counterfeit  currency  and  how  reliable  are  these  figures? 

Answer:     It  is  estimated  that  approximately  75%  to  80%  of  counterfeited  United  States 
currency  is  produced  in  foreign  countries.   This  statistic  is  derived  by  dividing  the  total 
amount  of  counterfeit  note  activity  abroad  by  the  total  amount  of  counterfeit  notes  appearing 
worldwide. 

The  Secret  Service  is  unable  to  provide  a  response  to  parts  two  and  three  of  this  question. 
The  absence  of  a  response  is  predicated  by  the  fact  there  is  no  method  to  allow  the  Secret 
Service  to  estimate  or  obtain  factual  data  representative  of  current  criminal  activity  which  has 
not  yet  come  to  our  attention. 

Question:   What  specifically  has  the  Service  done  to  increase  its  efforts  in  combatting  the 
foreign  counterfeit  threat  and  what  type  of  cooperation  do  you  receive  from  foreign 
governments? 

Answer:   The  Secret  Service  is  attempting  to  stem  the  tide  of  foreign  counterfeiting  of 
United  States  currency  by  various  means.   The  Service  has  increased  its  investigative  liaison 
efforts  with  other  U.S.  Governmental  agencies  with  foreign  interests,  to  include  the  Central 
Intelligence  Agency,  the  Drug  Enforcement  Adnunistration,  and  the  U.S.  State  Department. 

Extensive  seminars  directed  at  the  identification  of  counterfeit  U.S.  currency  have  been 
provided  to  foreign  governments,  police  and  financial  institutions  by  the  Secret  Service. 

Task  force  operations  involving  the  Secret  Service  and  other  U.S.  Government  agencies  have 
been  established  and  are  currently  operational.   Task  force  operations  are  now  operational  in 
Nicosia,  Cyprus,  New  Delhi,  India,  and  Bogota,  Colombia.    One  special  agent  assigned  to 
the  Honolulu  Field  Office  is  also  detailed  on  a  permanent  rotational  basis  to  Hong  Kong. 
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Question:   Have  you  received  support  from  the  Department  of  the  Treasury  or  0MB  in  your 
requests  for  additional  personnel  for  overseas  operations  for  the  investigation  of 
counterfeiting? 

Answer:   In  the  budget  requests  to  the  Department  for  fiscal  years  1994  and  1995,  the 
Service  requested  funding  for  additional  personnel  overseas.   For  fiscal  year  1994  the  Service 
requested  funding  for  fifteen  special  agent  and  four  support  positions  to  upgrade  existing 
offices  and  establish  additional  foreign  offices.   The  requested  additional  special  agent 
staffing  for  existing  foreign  offices  was  as  follows: 


Rome,  Italy 

+2 

London,  England 

+  1 

Manila,  Philippines 

+  1 

Bonn,  Germany 

+  1 

Bangkok,  Thailand 

+  1 

Paris,  France 

+  1 

The  Service  also  requested  two  special  agent  positions  each  for  establishing  the  following 
additional  foreign  offices: 

Mexico  City,  Mexico 
Ottawa,  Canada 
Nicosia,  Cyprus 
Hong  Kong 

The  same  number  of  special  agent  positions  were  requested  as  part  of  the  Service's  FY  1995 
budget  request  to  the  Dq)artment,  with  six  support  positions  also  being  requested. 

This  additional  staffing  was  not  included  in  the  President's  budget  for  these  fiscal  years  due 
to  competing  priorities  within  the  Department  and  their  efforts  to  reduce  the  national  debt. 
For  the  Secret  Service,  funding  the  protective  requirements  of  the  1996  campaign  and  the 
50th  United  Nations  General  Assembly  was  judged  to  be  the  highest  priority. 

Question:   Has  Secret  Service  ever  recommended  a  change  in  design  of  U.  S.  currency? 

Answer:    Since  the  early  1980's,  the  Secret  Service,  in  conjunction  with  the  Bureau  of 
Engraving  and  Printing  and  the  Federal  Reserve  Board,  has  advocated  currency  redesign. 
The  Service  sits  in  an  advisory  capacity  on  the  advanced  Counterfeit  Deterrence  Steering 
Committee,  the  new  currency  design  task  force,  and  the  four  nations  group,  which  are  all 
dedicated  to  suppression  of  counterfeiting. 

The  Secret  Service  has  proposed  and  will  support  any  position  advocating  the  implementation 
of  low  level  overt  security  features  which  could  easily  be  recognized  by  individuals  at  the 
street  level. 


/ 
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CANDroATE  PROTECTION  IN  PRESIDENTIAL  ELECTIONS 

Question:    Of  the  $3.6  million  requested  for  candidate  protection,  how  much  is  for  training? 

Answer:   Of  the  $3.6  million  requested,  $913,000  is  required  to  train  1,400  Secret  Service 
employees  and  750  other  Treasury  law  enforcement  agents.    Training  will  begin  in  the  spring 
of  1995,  and  continue  through  most  of  the  summer.   The  training  will  consist  of  organized 
classes  covering  specific  campaign  protection  procedures. 

Question:   How  many  FTE  positions  will  be  dedicated  to  candidate  and  nominee  protection 
in  Fiscal  Year  1996  from  the  Secret  Service,  and  how  many  from  other  Treasury  bureaus? 

Answer:   A  total  of  454  FTE  positions  will  be  dedicated  to  candidate/nominee  protection 
during  FY  1996.    Of  this  amount,  268  will  be  Secret  Service  FTE  and  186  FTE  from  other 
Treasury  bureaus. 

Question:   Of  the  $3.6  million  requested  $2.2  million  is  for  equipment.   What  type  of 
equipment  do  you  plan  to  procure? 

Answer:   Funding  is  required  to  purchase  the  following  types  of  equipment 

Equipment  Summary 

General  Equipment  $1,438,000 

Shredders 

Typewriters 

Time  stamp  machines 

Safes 

Portable  fluoroscopes 

Emergency  escape  masks 

First  aid  kits 

Automatic  shoulder  weapons 

Grill  lights 

Car  and  room  fire  extinguishers 

Executive  protection  kits 

Ballistic  shields 

Strobe  lights 

Bryte  lights 

Parkas 

Ballistic  vests 

Training  equipment 


1158 


Network  Equipment  $  311,000 

The  Service  will  purchase  message  and  batch  printers,  modems,  pads 
and  encryption  equipment  for  use  during  the  campaign. 


Communications  Equipment  $  464,000 

The  Service  wiU  purchase  portable  cellular  phones  for  use  on  the 
protective  details,  and  fax  machines  and  telephone  systems  for  use  at 
the  coordinating  centers,  residence  security  offices,  and  the 
conventions. 
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CONSTRUCTION  OF  NEW  OFFICE  SPACE 


Question:   In  1993,  the  Congress  provided  $150.6  million  for  the  U.  S.  Secret  Service 
headquarters  building  in  Washington,  D.C.    What  is  the  status  of  this  project? 

Answer:   In  FY  1993,  a  site  selection  panel  made  up  of  GSA  and  Secret  Service  personnel 
conducted  an  extensive  evaluation  of  all  offers  for  the  purchase  of  land  for  a  building  or  for 
the  purchase  of  an  existing  building(s)  to  house  the  Secret  Service  headquarters.    Since  no 
offers  for  an  existing  buildings  were  responsive  to  the  requirements,  the  purchase  of  land  for 
a  building  remained  the  only  option.    The  results  of  this  evaluation  were  submitted  to  the 
Acting  Regional  Administrator  for  GSA's  National  Capital  Region  (NCR). 

The  formal  site  selection  was  then  delayed  as  a  result  of  the  "Time-out  and  Review"  process 
imposed  by  the  GSA  Administrator,  Roger  Johnson.   This  process  resulted  from  Vice 
President  Gore's  National  Performance  Review,  and  was  designed  to  analyze  the  overall 
merits  of  major  federal  real  estate  projects.    Early  in  FY  1994,  Mr.  Johnson  approved  the 
headquarters  project  with  a  reduction  in  the  funding  available  for  building  construction,  and 
GSA/NCR  formally  selected  the  site.   That  selection  was  followed  by  a  protest  to  GSA 
lodged  by  an  unsuccessful  site  offeror.    GAG  is  required  to  make  a  ruling  regarding  this 
protest;  that  ruling  is  anticipated  in  the  spring  of  1994. 

The  Secret  Service  and  GSA  are  continuing  to  work  toward  obtaining  the  necessary  approval 
from  the  National  Capital  Planning  Commission  (NCPC)  for  the  project.    This  project  is 
scheduled  for  a  NCPC  Hearing  in  the  Spring  of  1994. 

The  impact  of  both  the  "Time-out  and  Review"  process  and  the  protest  has  been  to  delay  the 
scheduled  completion  of  this  project.   The  occupancy  is  now  scheduled  to  begin  in  the 
summer  of  1997,  rather  than  in  late  calendar  year  1996. 

Although  the  project  scope  was  approved  by  the  GSA  Administrator  with  no  changes,  some 
reductions  related  to  the  construction  costs  were  identified.   While  the  overall  impact  of  these 
reductions  is  not  clear,  GSA  has  assured  the  Service  that  there  will  be  no  reductions  in  scope 
or  quality,  and  that  the  facility  will  meet  all  of  the  Service's  operational  requirements. 

Question:   When  this  project  is  complete,  will  the  Secret  Service  be  consolidated  into  one 
location? 

Answer:   Yes,  all  the  Secret  Service  headquarters  operations  will  be  consolidated  into  one 
location.    "Field  type"  operations  such  as  the  Uniformed  Division,  the  Washington  Field 
Office,  and  the  training  function  are  not  included  in  this  consolidation. 
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FINANCIAL  INSTITUTION  FRAUD  INVESTIGATIONS 


Question:  In  the  past  the  Committee  provided  funds  for  an  investigative  program  devoted  to 
financial  institution  fraud  investigations.   What  is  the  status  of  this  initiative? 

Answen   On  November  5,  1990,  as  a  result  of  Public  Law  101-509,  Section  528,  the  Secret 
Service  received  concurrent  jurisdiction  with  the  DqMUtment  of  Justice  to  investigate  civil 
and  criminal  matters  relating  to  fraud  or  other  unlawful  activity  in  or  against  any  federally 
insured  financial  institution.   The  Service  decided  to  take  a  measured  approach  to  the 
financial  institution  fraud  (FIF)  problem  and  began  developing  a  three  phase  action  plan 
which  incorporated  provisions  for  training,  regulatory  liaison  and  review,  and  case 
implementation  and  management.    At  that  time  no  new  funding  was  specifically  received  and 
dedicated  to  the  FIF  initiative.   However,  pursuant  to  the  legislation,  the  Secret  Service 
immediately  reprogrammed  100  special  agents  nationwide  from  existing  investigative 
responsibilities  to  work  financial  institution  fraud.   Fourteen  field  offices  were  initially 
identified  as  high  priority  locations  where  the  Secret  Service  would  begin  investigating  these 
cases.   Subsequently,  in  FY  1993,  the  Service  received  26  FTE  for  this  program. 

The  role  of  the  Secret  Service  in  FIF  investigations  has  been  expanded  since  1990.    As 
delineated  by  Director  Bowron  in  his  testimony  before  the  committee,  hundreds  of 
investigations  have  been  conducted,  involving  nearly  every  Secret  Service  office  in  the 
nation.   Approximately  300  agents  have  now  received  specific  training  in  bank  fraud 
investigative  techniques.    Additionally,  when  the  Service  began  to  initiate  enforcement 
actions  against  violators  in  1990,  it  also  launched  a  proactive  management  program  designed 
to  identify  structural  weaknesses  in  the  various  financial  institutions  and  systems.   The  thrust 
of  the  program  focuses  on  the  review  of  the  thousands  of  referrals  received  ftx)m  the  various 
Treasury  regulators,  and  the  development  of  a  link  analysis  regarding  problem  institutions, 
recurring  suspects,  and  developing  criminal  schemes,  etc. 

Another  plaimed  proactive  initiative  is  the  establishment  of  regular  working  relationships 
between  the  Secret  Service  and  Treasury  regulators,  with  the  goal  of  instituting  a 
preventative,  early  warning  program  which  identifies  systemic  problems  and  assists  in 
deterring  fraud.   The  Secret  Service  believes  that  success  in  maintaining  healthy  financial 
systems  in  the  United  States  will  ultimately  be  achieved  through  the  consistent  coordinated 
efforts  of  regulators  and  law  enforcement  officials  who  share  responsibility  in  a  consolidated 
Department  of  the  Treasury  fraud  management  program. 

Question:   Will  these  investigations  be  limited  to  fraud  associated  with  the  savings  and  loan 
financial  institutions  or  will  the  Service  also  be  using  these  agents  to  investigate  money 
laundering  associated  with  drug  trafficking? 

Answer:   A  variety  of  Secret  Service  investigations,  including  financial  institution  fraud, 
access  device  and  computer  fraud,  and  the  investigation  of  the  production  of  false 
identification  documents,  many  times  lead  to  the  discovery  of  money  laundering  activities. 
The  Service  conducts  money  laundering  investigations  as  they  relate  to  the  particular 
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statutory  violations  for  which  it  has  authority  to  investigate,  and  has  been  involved  with  cases 
where  there  is  a  clear  nexus  between  drug  activities,  money  laundering,  and  one  of  its 
criminal  jurisdictions. 

As  an  example,  in  1992,  the  Secret  Service  uncovered  a  scheme  in  San  Juan,  Puerto  Rico, 
which  involved  a  car  dealership  owner  who  defrauded  a  bank  by  providing  a  fictitious 
financial  statement.   This  financial  statement  was  provided  in  support  of  an  application  for  a 
commercial  credit  line  in  the  amount  of  $357,000.   Further  investigation  revealed  that  the 
suspect  was  maldng  numerous  'structured*  bank  deposits  to  avoid  Bank  Secrecy  Act 
reporting  requirements.    It  was  determined  that  the  suspect  was  also  involved  in  the 
trafficking  of  cocaine.   The  facts  were  presented  to  a  federal  grand  jury  and  various  bank 
fraud  and  money  laundering  charges  ensued. 

The  Secret  Service  does  not  investigate  drug  offenses  per  se.    However,  a  majority  of  its 
money  laundering  cases  involving  drug  trafficking  are  incidental  to  the  financial  institution 
fraud  investigations. 
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DIGNITARY  PROTECTION 

Question:   You  are  estimating  that  up  to  180  foreign  heads  of  state  will  be  attending  the  SOth 
Anniversary  of  the  United  Nations.   What  do  you  anticipate  their  average  length  of  stay  in 
the  United  States  to  be? 

Answer:   Based  on  past  experience,  the  Service  is  anticipating  the  average  length  of  stay  in 
the  United  States  will  be  10  days. 

Question:   Of  the  90  protective  details  that  the  Secret  Service  will  provide,  what  percentage 
of  the  personnel  will  be  Secret  Service  and  what  percentage  will  be  from  other  Treasury 
Bureaus? 

Answer:  Based  on  90  details  in  operation  at  one  time,  80%  of  the  personnel  will  come  from 
the  Secret  Service  and  20%  from  other  Treasury  bureaus. 

Question:   What  costs  do  you  reimburse  the  other  Treasury  bureaus  for? 

Answer:   The  Service  reimburses  other  Treasury  bureaus  for  all  protection  related  overtime 
costs  incurred.    Also,  the  Service  pays  directly  for  the  travel  costs  for  other  Treasury  bureau 
personnel  when  they  are  called  upon  to  support  its  protective  mission. 

Question:  Do  you  anticipate  receiving  direct  support  in  protective  details  from  other  non- 
Treasury  law  enforcement  organizations? 

Answer:   The  Service  does  not  intend  to  use  non-Treasury  law  enforcement  organizations  in 
support  of  protective  details. 
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"TERROR  DOLLARS"  ARTICLE 

A  recent  published  newspaper  article  indicates  U.  S.  and  Israeli  intelligence  officials  charge 
that  a  nearly  perfect  counterfeit  of  the  U.  S.  $100  bill,  known  by  many  as  the  "Supcmote," 
is  the  product  of  the  Iranian  and  Syrian  intelligence  agencies  and  they  may  have  produced  as 
much  as  $1  billion  of  the  counterfeits. 

Question:   What  evidence  do  you  possess  that  indicates  the  Iranian  and/or  Syrian  intelligence 
agencies  have  involvement  regarding  the  "Supemote"? 

Answer:   The  answer  to  this  question  entails  providing  information  of  a  sensitive  or 
classified  nature.   This  question  therefore  can  be  asked  and  answered  during  the  scheduled 
Executive  Session. 

Question:   Another  charge  made  in  the  article  is  that  counterfeited  money  is  used  in 
narcotics  trafficking,  is  there  evidence  of  wide  spread  counterfeit  U.  S.  dollars  being  used  in 
international  narcotics  trafficking  or  in  illegal  money  laundering? 

Answer:   The  answer  to  this  question  entails  providing  information  of  a  sensitive  or 
classified  nature.   This  question  therefore  can  be  asked  and  answered  during  the  scheduled 
Executive  Session. 

Question:   The  article  also  states  that  U.  S.  and  French  intelligence  officials  allege  that  the 
counterfeiting  of  U.  S.  dollars  by  foreign  governments  may  be  an  attempt  to  underwrite  the 
development  and  production  of  a  deployable  nuclear  device.   What  evidence  do  you  or  other 
U.  S.  agencies  possess  that  would  lead  to  such  a  conclusion? 

Has  such  conjecture  damaged  the  status  or  credibility  of  U.  S.  currency  abroad? 

Answer:   The  answer  to  this  question  entails  providing  information  of  a  sensitive  or 
classified  nature.   This  question  therefore  can  be  asked  and  answered  during  the  scheduled 
Executive  Session. 
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DEVELOPMENT  OF  COUNTERFEITING  COUNTERMEASURES 

The  Committee  is  aware  there  have  been  substantial  discussions  within  the  Department  of  the 
Treasury  concerning  countermeasures  designed  to  make  the  counterfeiting  of  U.  S.  dollars 
more  difficult. 

Question:   During  the  past  year  have  there  been  advancements  in  the  development  of  these 
countermeasures? 

Answer:   No  new  deterrent  features  have  been  developed  during  the  last  year.   However,  the 
Advanced  Counterfeit  Deterrence  (ACD)  Steering  Committee,  which  is  comprised  of  the 
Treasury  Department,  the  Bureau  of  Engraving  and  Printing,  the  Secret  Service,  and  the 
Federal  Reserve  Board,  recently  commissioned  the  National  Academy  of  Sciences  to  study 
anti-counterfeit  deterrence  features  for  U.S.  currency.   The  Academy  released  its  report  in 
December  1993  recommending  a  number  of  counterfeit  deterrent  features  that  warrant  further 
study.    At  the  present  time,  the  ACD  is  evaluating  this  report  and  preparing  its 
recommendations  for  features  that  might  be  implemented  in  the  next  generation  of  U.S. 
currency.   The  ACD  is  expected  to  submit  its  recommendations  later  this  year. 

Question:   Is  there  still  discussion  about  radically  changing  the  appearance  of  U.  S.  bills  in 
an  effort  to  make  counterfeiting  more  difficult? 

Answer:  No  radical  changes  to  the  U.S.  currency  design  are  currently  under  consideration. 
Although  minor  changes  may  be  made  in  order  to  accommodate  certain  security  features,  no 
changes  will  be  made  to  the  size,  color,  or  overall  design  of  the  note. 

Question:   Is  there  still  discussion  about  replacing  the  $1  bill  with  a  newly  designed  coin? 

Answer:  The  Treasurer  of  the  U.S.  would  be  the  appropriate  Treasury  official  to  provide  a 
definitive  answer  to  this  question. 
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STATUS  OF  COUNTERFEITING  PROBLEM 

In  the  past,  efforts  in  counterfeiting  of  U.  S.  currency  in  the  U.  S.  have  been  well  controlled 
by  the  Secret  Service. 

Question:   What  is  the  status  of  the  counterfeiting  problem  in  the  U.  S.  today? 

Answer:   The  face  of  counterfeiting  in  the  United  States  is  changing  with  the  advent  of 
technology  evolving  in  the  field  of  reprographics.   The  well  known  counterfeiter  of 
yesterday,  who  possessed  an  intricate  knowledge  of  printing  techniques,  is  rapidly  being 
replaced  by  a  counterfeiter  who  commits  his  crime  when  the  opportunity  presents  itself. 
These  crimes  of  opportunity  are  fueled  by  the  introduction  of  an  increasingly  large  number  of 
user  friendly  devices  which  enable  unskilled  individuals  to  produce  extremely  deceptive 
counterfeit  federal  reserve  notes.    Such  devices  and  methods  include  office  machine  copiers, 
ink  jet  technology  and  computer  enhancement. 

Current  traditional  counterfeiting  trends  are  relatively  stable  while  exhibiting  a  slight  increase 
in  the  amount  of  counterfeit  Federal  Reserve  Notes  (FRNs)  passed  in  the  United  States  and 
appearing  abroad,  while  the  amount  of  seizures  executed  prior  to  the  notes  being  passed  on 
the  public  is  declining  in  the  United  States. 

The  number  of  counterfeiting  related  arrests  and  counterfeit  plant  suppressions  are 
increasing. 

These  trends  will  presumably  continue  along  their  current  paths  as  technology  advances  and 
alternative  means  of  counterfeiting  become  increasingly  accessible  to  criminally  inclined 
individuals  throughout  the  world. 

Question:   Has  the  "Supemote"  began  to  appear  widely  in  the  U.  S.? 

Answer:   The  answer  to  this  question  entails  providing  information  of  a  sensitive  or 
classified  nature.   This  question  therefore  can  be  asked  and  answered  during  the  scheduled 
Executive  Session. 

Question:   Do  new  technological  developments  in  photocopying  still  pose  a  long-term 
counterfeiting  problem? 

Answer:   Because  of  the  advances  in  color  copier  technology,  namely  better  resolution,  color 
copiers  could  pose  a  potential  threat  to  U.S.  currency  in  the  long  term.   Today,  many 
companies  are  developing  a  new  breed  of  smaller,  cheaper  color  copiers.   This  field  is 
advancing  rapidly  with  new  products  appearing  on  a  regular  basis.    Digital  copiers  and 
advanced  scanners  for  color  input  and  output  are  already  available  for  under  $2,000  and  as 
generally  occurs  with  electronic  equipment,  the  prices  will  continue  to  fall.   The  cost  of 
today's  color  copier  ($27,000  -  $48,000)  however,  is  still  cost  prohibitive  to  the  casual 
counterfeiter. 
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PROBLEMS  OF  INCREASING  OVERSEAS  EFFORTS 

In  past  hearings  we  have  had  discussion  concerning  the  lack  of  Secret  Service  presence 
overseas,  especially  in  Europe,  to  track  counterfeiting  concerns  which  develop  in  other 
countries. 

Question:  What  are  the  problems  associated  with  increasing  Secret  Service  staffing 
overseas? 

Answer:   Problems  associated  with  the  increased  staffing  overseas  involve  the  additional 
financial  requirements  necessary  to  establish  new  foreign  offices,  the  subsequent  maintenance 
of  those  offices,  and  the  relocation  of  additional  personnel  to  staff  the  offices. 

Securing  authorization  for  additional  operational  personnel  positions  to  be  utilized  in  foreign 
countries  fi'om  the  Department  of  State,  is  another  consideration. 

Question:  What  would  you  estimate  to  be  the  adequate  level  of  staffing  in  your  overseas 
offices?  For  the  record,  please  break  this  down  by  location. 

Answer:   The  answer  to  this  question  entails  providing  information  of  a  sensitive  or 
classified  nature.   This  question  therefore  can  be  asked  and  answered  during  the  scheduled 
Executive  Session. 
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QUESTIONS  FOR  THE  RECORD  SUBMITTED  BY  MR.  MCDADE 


The  President  has  identified  crime  fighting  as  a  major  initiative  in  his  FY  1995  budget, 
including  increases  over  1994  appropriated  levels  of  17%  for  the  Bureau  of  Prisons,  9%  for 
INS,  5%  for  the  FBI,  and  13%  for  the  Judiciary.   The  President  also  exempts  the  FBI  and 
DBA  from  federal  employment  reductions  and  substantially  increases  INS  FTE  levels. 

The  Secret  Service  is  not  exempt  from  personnel  reductions  and  the  requested  increase  in 
budget  authority  is  targeted  to  mandatory  workload  changes  associated  with  the  1996 
Presidential  Campaign  and  the  50th  anniversary  of  the  UN  General  Assembly. 

Question:   Why  are  there  no  crime  fighting  initiatives  -  such  as  counterfeiting  or  financial 
institution  fraud  -  included  in  the  President's  request  for  the  Secret  Service? 

Answer:   In  reviewing  funding  requirements  presented  by  Treasury  bureaus  annually,  it  is 
essential  to  prioritize  and  choose  between  many  competing  program  initiatives  because  of 
limited  resources. 

Providing  funding  for  the  protective  requirements  of  the  1996  campaign  and  the  50th  United 
Nations  General  Assembly  was  judged  to  be  the  highest  priority  for  the  U.  S.  Secret  Service. 

Question:   Why  wasn't  the  Secret  Service  exempt  from  FTE  reductions? 

Answer:   Executive  Order  12839  was  issued  for  the  purpose  of  reducing  the  number  of 
Federal  government  employees.    During  the  process  of  budgeting  for  resources  needed  to 
achieve  other  specific  program  goals,  an  across-the-board  pro-rata  approach  could  not  be 
held  to  absolutely.   It  became  necessary  to  exempt  some  governmental  programs  in  order  to 
meet  other  specific  overriding  objectives.   In  the  decisionmaking  process  surrounding 
formulation  of  the  FY  1995  budget.  Treasury  determined  that  the  goals  and  objectives  for  the 
programs  of  the  Secret  Service  could  be  met  while  still  meeting  the  FTE  reductions  mandated 
by  Executive  Order  12839. 

Question:   Was  the  amount  submitted  to  the  Congress  from  the  Secret  Service  the  amount 
originally  submitted  by  Treasury  to  OMB  for  both  BA  and  FTE?  If  not,  what  was  the 
amount  of  the  request  submitted  to  OMB?  What  initiatives  were  cut  by  OMB? 

Answer:  The  budget  authority  (BA)  amount  submitted  to  Congress  for  the  Secret  Service 
was  not  the  amount  originally  submitted  by  the  Treasury  Department  to  the  Office  of 
Management  and  Budget  (OMB).    However,  the  number  of  full-time  equivalent  (FTE) 
positions  was  the  same.   The  amount  for  BA  submitted  to  OMB,  adjusted  for  Congressional 
action  on  the  Service's  FY  1994  appropriation,  was  $473,662,000. 

From  this  amount  the  OMB  eliminated  funding  for  two  initiatives  in  whole,  and  reduced  the 
funding  for  a  third  initiative.  Funding  in  the  amount  of  $174,0(X),  requested  by  the  Service 
to  enable  it  to  upgrade  its  Property  Accounting  Management  System  (PAMS),  was 


1168 


eliminated.   Also,  $75,000  required  to  fund  an  analysis  of  the  Service's  current 
procurement/contracting  system,  with  the  goal  of  making  it  a  part  of  a  standardized 
Department-wide  financial  management  system,  was  deleted  from  the  FY  1995  budget.   In 
addition,  the  amount  budgeted  for  an  expansion  of  the  use  of  local  area  networks  (LANs)  at 
the  Secret  Service  was  reduced  from  $500,000  to  $400,000. 

The  remaining  differences,  between  the  amount  submitted  to  OMB  and  the  budget  presented 
to  the  Congress,  reflect  technical  pricing  adjustments  involving  for  employee  pay  and 
benefits  costs  and  inflation. 
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Questioa:    Are  there  any  crime  fighting  initiatives  proposed  by  Secret  Service  that  are 
currently  not  funded?  What  are  they?   Include  any  amounts  that  would  be  necessary  to  fund 
the  initiatives  in  FY  1995. 

Answer:  The  Administration  has  recently  submitted  a  Crime  Bill  package  to  the  Congress. 
Requests  for  funding  of  high-priority  crime  fighting  initiatives  by  the  USSS  are  included  in 
the  package. 
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Question:   There  is  a  request  of  $2.2  million  for  "equipment"  necessary  for  the  Presidential 
Campaign.   Identify  this  equipment.   Why  is  it  necessary  to  acquire  new  equipment? 
Doesn't  the  Secret  Service  have  equipment  in  its  inventory  from  previous  Presidential 
campaigns? 

Answer:   At  the  conclusion  of  a  Presidential  Campaign,  equipment  that  was  purchased  and  is 
still  in  useful  condition,  is  distributed  to  field  offices  and  protective  divisions  that  are  in  need 
of  the  equipment.   This  has  proven  to  be  more  cost  effective  than  storing  the  equipment, 
which  may  be  damaged  or  become  obsolete  during  the  four  years  between  campaigns. 

Equipment  Sununary 

General  Equipment  $1,438,000 

Shredders 

Typewriters 

Time  stamp  machines 

Safes 

Portable  fluoroscopes 

Emergency  escape  masks 

First  aid  kits 

Automatic  shoulder  weapons 

Grill  lights 

Car  and  room  fire  extinguishers 

Executive  protection  kits 

Ballistic  shields 

Strobe  lights 

Bryte  lights 

Parkas 

Ballistic  vests 

Training  equipment 

Network  Equipment  $  311,000 

The  Service  will  purchase  message  and  batch  printers,  modems,  pads 
and  encryption  equipment  for  use  during  the  campaign. 
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Communications  Equipment  $  454  OOO 

The  Service  will  purchase  portable  cellular  phones  for  use  on  the 
protective  details,  and  fax  machines  and  telephone  systems  for  use  at 
the  coordinating  centers,  residence  security  offices,  and  the 
conventions. 
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Question:   The  request  includes  $1.3  million  in  personnel  compensation  associated  with  the 
UN's  50th  anniversary.   This  seems  like  an  exceptionally  high  level.    Are  there  assumed 
overtime  costs?  Justify  this  amount.   Also  identify  the  470  special  agents  from  other 
Treasury  Enforcement  Bureaus  that  will  be  used  to  provide  protection  for  this  event. 

Answer:     The  Service  will  request  the  United  States  Customs  Service,  Bureau  of  Alcohol, 
Tobacco  and  Firearms  and  the  Internal  Revenue  Service  to  loan  it  470  agents  to  assist  in 
staffing  this  event.   For  an  event  of  this  size,  the  Service  estimates  that  $1,256,000  will  be 
require  for  overtime  expenditures. 

The  assumptions  for  overtime: 

Set  Up  and  Advance  Work 

During  the  set  up  and  advance  work  for  United  Nations  #50,  Secret  Service  employees  will 
be  required  to  work  their  regular  days  off.  These  employees  will  be  paid  overtime  for  days 
off  worked,  but  no  other  overtime  during  this  period  of  time  is  anticipated. 


Persons 
Per  Day 

Number  of 

Hours  each 

Person 

Total 
Hours 

August  15  through  September  11,  1995 

15 

(8  days  off)  64 

960 

]  September  12  through  September  20,  1995 

30 

(2  days  off)  16 

480 

September  16  through  September  20,  1995 

180 

(2  days  off)  16 

2,880 

Total  Hours 

4,320 

Detail  and  Support  United  Nations  #50 
(September  21  through  30,  1995) 


Total  Detail 
Agents  per  Day 

Agent  &  Other 

Support  Personnel 

Per  Day 

Total  Uniformed 

Division  Officers 

per  Day 

Number 
of  Days 

Total 

1,170 

600 

100 

10 

18,700 
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Overtime  Costs 


Total  SOT 
Costs  of  United 
Nations  #50 

Base  Funding 

for  Annual 

United  Nations 

Details 

Total  Required 
FY  1995 
Funding 

Scheduled  Overtime  (SOT) 
during  Set-Up  and  Advance 
(4,320  hours  @  $27  per 
hour) 

$117,000 

($39,000) 

$78,000 

Scheduled  Overtime 
September  21-30,  1995  (35 
hours  per  person  @  $27  per 
hour) 

$1,767,000 

($589,000) 

$1,178,000 

Total 

$1,256,000 

Question:   The  request  also  includes  $4.7  million  for  travel  and  transportation  of  persons 
associated  with  UN  #50.   Justify  this  amount. 

The  assumptions  for  travel  and  transportation  of  persons: 

Set  Up  and  Advance 


Persons 
Per  Day 

Number  of  days 

Total 

Protection 

Days 

August  15  through  September  11,  1995 

15 

28 

420 

September  12  through  September  20,  1995 

30 

9 

270 

September  16  through  September  20,  1995 

180 

5 

900 

Total  Protection  Days 

1,590 

1174 


Detail  and  Support  United  Nations  #50 
(September  21  through  30,  1995) 


Total  Detail 
Agents  per  Day 

Agent  &  Other 

Support  Personnel 

Per  Day 

Total  Uniformed 

Division  Officers 

per  Day 

Number 
of  Days 

Total 

1,170 

600 

100 

10 

18,700 

Travel  and  Transportation  of  Persons 


Cost  of  United 
Nations  #50 

Base  Funding 
Annuxd  United 
Nations  Details 

Total  Required   | 
FY  1995         1 
Funding         | 

Airline  Tickets 

($400  to/from  New  Yorlc  $400 

to/from  San  Francisco) 

$1,496,000 

($499,000) 

$997,000 

Per  Diem  ($38.00  per  Day) 

$771,000 

($257,000) 

$514,000 

1  Hotels  (New  York  $174 
per  night) 

$3,530,000 

($1,177,000) 

$2,353,000 

Hotels  (San  Francisco  - 
$112  per  night) 

$614,000 

0 

$614,000 

Vehicles  New  York 

$39,000 

($18,000) 

$21,000 

Vehicles  San  Francisco 

$38,000 

0 

$38,000 

Miscellaneous  Travel  Expenses 
($15  per  day  per  person) 

$304,000 

($101,000) 

$203,000 

1  Total 

$6,792,000 

($2,052,000) 

$4,740,000 
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REIMBURSEMENT  OF  FEDERAL  AGENCIES 

18  use  Sec.  3056  requires  the  Secret  Service  to  reimburse  federal  agencies  that  assist  the 
Secret  Service  in  the  protection  of  the  President.    Under  provisions  of  Sec.  3056,  these 
agencies  are  reimbursed  for  manpower,  equipment,  and  facilities.   An  example  is 
the  assistance  provided  by  the  United  States  Park  Police.   They  provide  motorcycle  escort  for 
motorcades  and  their  helicopter  is  used  for  protection  purposes.   The  Secret  Service  is 
required  to  reimburse  the  Park  Police  for  the  use  of  the  helicopter,  motorcycles,  manpower, 
and  the  facilities  in  which  the  equipment  is  housed. 

Question:   How  much  money  have  the  various  agencies  been  reimbursed  over  the  past  five 
fiscal  years?  What  are  the  top  ten  function  areas  that  have  been  reimbursed  to  assisting 
agencies?  For  example,  how  much  did  you  reimburse  the  Park  Police  for  manpower, 
equipment,  communications  etc. 

Answer:  Provided  below  are  the  total  costs  reimbursed  to  all  federal  agencies  in  accordance 
with  18  use  Sec.  3056  for  fiscal  years  1989  through  1993.   The  reimbursable  costs  are 
broken  down  by  individual  agency  and  major  expense  category. 
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Question:   I  would  appreciate  your  looking  into  the  reimbursement  schedules  and  determine 
where  savings  could  be  realized.    Would  efficiencies  and  therefore  cost  savings  be  realized  if 
the  Secret  Service  were  equipped  to  handle  many  of  these  functions.    Could  officers  in  the 
Uniformed  Division  be  utilized  for  many  of  the  functions  that  the  Park  Police  and  D.C. 
police  currently  assist  you  with? 

Answer:   Support  provided  to  the  Secret  Service  by  Park  Police  and  the  Metropolitan  Police 
of  the  District  of  Columbia,  for  which  they  are  reimbursed  by  the  Secret  Service,  generally 
consists  of  helicopter  support,  motorcade  support  and  support  during  visits  by  the  President 
to  Camp  David. 

It  is  not  thought  that  efficiencies  and  cost  savings  could  be  realized  if  the  Service  was  self- 
sufficient  for  these  services  now  provided  by  others.   In  order  for  the  Secret  Service's 
Uniformed  Division  to  assume  the  helicopter  support,  a  large  dollar  outlay  would  be 
required.   This  would  not  be  practical  because  helicopters  would  have  to  be  purchased  and 
maintained,  pilots  hired,  and  personnel  trained.    Also  because  the  equipment  and  expertise  is 
only  used  on  an  "as  needed"  basis,  excessive  downtime  between  assignments  would  be 
realized.    Additionally,  the  Park  Police  have  yejirs  of  experience  with  helicopters  in  and 
around  the  Washington,  D.C.  area,  which  would  be  lost  if  the  Service  were  to  establish  its 
own  helicopter  unit. 

The  use  of  the  Park  Police  officers  at  Camp  David  and  other  National  Park  Service  sites  is 
required,  as  the  Park  Police  has  jurisdiction  at  these  sites. 

The  Metropolitan  Police  Department  of  the  District  of  Columbia  assists  the  Secret  Service 
with  motorcades  within  the  District  of  Columbia.    However,  the  Secret  Service  does  not 
reimburse  the  District  of  Columbia  for  their  assistance.   The  Uniformed  Division  could 
perform  these  functions,  but  additional  officers  or  funding  to  pay  overtime  would  be 
required. 
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SECRET  SERVICE  LAW  ENFORCEMENT  EFFORTS  IN  D.C. 

The  newspapers  and  nightly  news  chronicle  the  daily  struggle  of  the  citizens  of  Washington, 
D.C.  against  the  serious  crime  problem  in  the  District.   Drugs  and  violence  plague  this  great 
city.   Most  recognize  that  the  D.C.  needs  help  in  combating  crime. 

When  Mayor  Kelly  requested  that  the  National  Guard  be  used  to  help  patrol  Washington's 
most  violent  streets,  she  was  denied;  however,  the  President  promised  additional  federal 
help.   Recently,  Director  Freeh  promised  that  about  150  FBI  agents  would  be  reassigned 
from  FBfflQ  to  the  FBI's  Washington  Field  Office  (WFO)  to  assist  in  the  fight  against 
crime. 

Question:  The  Secret  Service  has  at  its  disposal  about  1,100  highly  trained  uniformed  police 
officers.   In  light  of  the  President's  commitment  to  lend  federal  assistance  to  the  District, 
what  efforts  are  planned  or  under  way  to  assist  the  Metropolitan  Police  Department  in  the 
War  on  Drugs  and  violence  in  the  city's  streets? 

Answer:  Effective  March  13,  1994,  on  a  trial  basis  for  a  period  of  six  months,  the  Secret 
Service  Uniformed  Division  will  assist  the  Metropolitan  Police  Department  of  the  District  of 
Columbia  (MPDC),  by  participating  in  what  has  been  termed  "the  Metropolitan  Initiative". 
The  Uniformed  Division's  role  in  the  initiative  will  primarily  consist  of  increased  patrols 
within  the  Service's  currently  established  patrol  areas,  and  various  support  services  at  the 
request  of  the  MPDC. 

The  number  of  patrol  units  within  established  patrol  areas  will  be  increased  to  achieve 
maximum  visibility  and  the  desired  deterrent  effect.   Support  services  include  the  processing 
of  crime  scenes,  language  translations  and  prisoner  transporting. 

The  Service  has  dedicated  a  minimum  of  24  Uniformed  Division  officers  from  the  Uniformed 
Division's  Foreign  Missions  Branch  to  this  initiative  on  a  daily  basis.   Upon  evaluation  of  the 
program,  the  number  of  officers  may  be  increased  to  36  per  day.   If  this  increase  occurs  it 
would  require  transferring  11  officers  from  the  Division's  White  House  Branch  to  the 
Foreign  Missions  Branch. 

The  Service  will  meet  this  new  responsibility  through  overtime,  limiting  annual  leave,  and  by 
limiting  training. 

Question:   Has  the  Uniformed  Division  been  involved  in  any  joint  law  enforcement  task 
forces?  What  are  the  task  forces  and  what  is  the  level  of  Secret  Service  commitment  or 
participation  in  the  programs.   The  Office  of  National  Drug  Control  Policy  (ONDCP)  has 
designated  Washington  as  a  High  Intensity  Drug  Trafficking  Area  (HIDTA).   Is  the  Secret 
Service,  particularly  the  Uniformed  Division  involved  with  the  HIDTA  task  force? 

Answer:   No,  the  Uniformed  Division  is  not,  and  has  not,  been  involved  in  any  joint  law 
enforcement  task  forces. 
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Question:   Apart  firom  joint  agency  task  forces,  what  has  the  Secret  Service,  particularly  the 
Uniformed  Division,  done  unilaterally  to  help  fight  crime  in  the  District?   Are  Uniformed 
Division  officers  encouraged  to  actively  and  aggressively  assist  the  citizens's  of  D.C.  when 
on  routine  patrols? 

Answer:   In  fiscal  year  1993,  the  Uniformed  Division's  Foreign  Missions  Branch  made 
approximately  900  arrests  in  the  District  of  Columbia.    An  increase  in  the  number  of  arrests 
related  to  drugs  and  violent  crime  is  anticipated  with  the  implementation  of  the  "Metropolitan 
Initiative",  in  which  the  Service  is  assisting  the  Metropolitan  Police  Department  of  the 
District  of  Columbia. 

Since  the  initiative  was  established  March  13,  1994,  the  Uniformed  Division  arrested  two 
youths  in  connection  with  a  shooting,  and  recovered  a  MAC  1 1  machine  gun  from  the  crime 
scene. 

Although  the  Uniformed  Division's  mandated  responsibilities  are  primarily  that  of  protection, 
having  powers  similar  to  those  of  the  Metropolitan  Police  Department  requires  that  they 
provide  direct  police  response  to  crimes  committed  in  their  presence.    Uniformed  Division 
officers  are  trained  to  render  assistance  to  all  citizens  while  on  routine  patrol. 

Question:   Special  Agents  of  the  Secret  Service  rely  on  their  authority  to  investigate  crimes 
in  their  area  of  responsibility.    Full  investigative  authority  would  give  uniformed  officers  a 
valuable  tool  to  open  more  criminal  cases  and  see  them  to  resolution.   What  investigative 
authority  do  officers  in  the  Uniformed  Division  have?  If  they  do  not  have  investigative 
authority,  would  investigative  authority  be  helpful  to  fulfill  their  duties  and  to  assist  the  D.C. 
police  with  criminal  investigations?  What  plans  do  you  have  to  increase  the  Uniformed 
Division's  investigative  authority? 

Answer:  Title  3,  Section  202,  United  States  Code  does  not  specifically  mention  investigative 
authority,  however  it  does  state  that  Uniformed  Division  officers  "shall  possess  privileges 
and  powers  similar  to  those  of  members  of  the  Metropolitan  Police  of  the  District  of 
Columbia."   Since  the  Metropolitan  Police  have  investigative  powers,  this  can  be  interpreted 
to  mean  that  the  Uniformed  Division  has  these  powers  and  any  other  powers  exercised  by  the 
Metropolitan  Police. 

The  mission  of  the  Uniformed  Division  is  currently  being  accomplished  with  the  powers  and 
authorities  originally  conferred  by  Congress.   There  are  currently  no  plans  to  increase  the 
investigative  authority  of  the  Uniformed  Division. 
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QUESTIONS  FOR  THE  RECORD  SUBMnTED  BY  MR.  WOLF 

As  you  may  know  I  have  been  expressing  concerns  for  some  months  now  about  the  situation 
with  White  House  passes.   It  is  my  understanding  that  many  individuals  at  the  White  House 
continue  to  utilize  "temporary"  passes  and  do  not  have  their  permanent  passes  and  full 
clearance. 

Question:   In  reviewing  past  practices,  was  it  common  for  individuals  not  to  have  permanent 
White  House  passes  6,8, 10  months  or  even  up  to  a  year  after  being  employed  at  the  White 
House?  Would  it  be  fair  to  say  that  having  a  temporary  pass  for  a  year  is  highly  unusual? 

Answer:   Each  administration  assigns  a  different  degree  of  importance  to  obtaining 
permanent  passes  for  the  White  House  staff.   Some  administrations  provide  the  FBI,  who 
performs  the  background  investigations  for  White  House  staff,  with  the  necessary  information 
shortly  after  their  tenure  begins,  while  others  have  been  less  inclined  to  treat  the  process  with 
as  much  concern.   Once  the  FBI  completes  the  background  investigation,  the  paper  work  is 
forwarded  by  the  White  House  to  the  Secret  Service  for  review,  and  a  pass  is  issued. 

Question:   Who  is  in  charge  at  the  White  House  of  sealing  an  office  in  the  event  that  an 
office  needs  to  be  sealed?  Has  the  Secret  Service  ever  been  involved  in  sealing  offices  or 
securing  documents  or  records  in  the  White  House? 

Question:   Are  you  able  to  monitor  who  goes  into  and  out  of  offices  in  the  West  Wing?  Are 
there  any  alarm  systems  in  place  that  would  detect  individuals  in  an  office  late  at  night? 

Question:   Have  Secret  Service  agents  been  asked  to  change  any  of  the  monitoring  or  video 
equipment  within  the  White  House  complex?  Has  the  Service  ever  been  asked  to  turn  off 
any  monitoring  equipment  throughout  the  residence  or  throughout  the  White  House  complex? 
If  so,  who  made  the  request?  What  actions  were  taken?  Where  are  the  areas  where  the 
monitoring  equipment  has  been  changed? 

Question:   It  is  my  understanding  that  the  White  House  has  a  "volunteer"  pass  that  allows  a 
volunteer  not  to  have  to  sign  in  at  a  desk  each  time  they  come  in.   How  is  this  system  being 
managed?  Are  you  able  to  determine  when  these  individuals  come  into  the  facility,  when 
they  leave  or  who  they  are  there  to  see  or  work  with?  What  kind  of  volume  of  "volunteers" 
do  you  have  on  an  average  day?  What  kind  of  background  checks  have  these  individuals 
been  subjected  to? 

Question:   In  the  past  it  is  my  understanding  that  after  the  White  House  Counsel's  office 
reviewed  FBI  background  checks,  they  would  forward  them  to  the  Secret  Service  to  review 
and  issue  White  House  passes.   Are  such  files  being  forwarded  to  you?   How  long  is  it 
taking  for  you  to  get  the  full  files  from  the  time  an  employee  walks  in  the  door?  Have  you 
been  asked  to  issue  any  permanent  passes  before  receiving  the  full  files  on  any  individuals? 
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Questioa:     Last  year  it  was  rqwrtrd  that  one  of  the  recently  fired  chefs  at  the  White  House, 
Sean  Haddon,  was  investigated  by  the  Secret  Service  for  allied  threats  he  made  regarding 
the  President.    Could  you  discuss  how  this  case  was  initiated  and  how  the  allegations  came  to 
the  attention  of  the  Secret  Service?  When  were  the  allied  threats  made?  What  actions  did 
the  Secret  Service  take  in  this  matter?  What  were  the  conclusions?  Was  there  any 
recommendation  by  any  agents  that  this  matter  be  investigated  regarding  possible  false 
charges  against  Mr.  Haddon? 

Question:   I  have  been  told  by  the  Counsel's  office  that  William  Kennedy  is  the  individual  in 
charge  of  review  of  background  files  and  the  forwarding  of  completed  files  to  the  Secret 
Service  in  order  to  issue  White  House  passes.   What  is  the  percentage  of  current  White 
House  staffers  who  have  permanent  White  House  passes  and  what  percentage  have  temporary 
passes?   What  is  the  average  length  of  time  that  employees  are  working  at  the  White  House 
before  they  receive  their  passes?  How  often  are  temporary  passes  renewed?   How  long  are 
individuals  allowed  to  continue  to  renew  temporary  passes? 

Question:   Has  the  Secret  Service  pulled  any  temporary  or  permanent  passes  from 
individuals  employed  or  working  at  the  White  House  in  the  past  year?  How  many?  Were 
passes  reinstated  after  being  pulled?   If  so,  on  whose  direction  were  passes  reinstated.    Were 
temporary  passes  not  renewed  for  reasons  of  problems  with  a  background  check? 

Answer:   The  answers  to  the  above  questions  entail  providing  information  of  a  sensitive  or 
classified  nature.   The  Service  therefore  requests  that  these  questions  be  asked  and  answered 
only  in  Executive  Session. 

Last  summer,  on  July  20,  1993,  the  White  House  learned  of  the  death  of  Deputy  Counsel 
Vincent  Foster.    I  would  like  to  discuss  any  role  that  the  Secret  Service  had  in  the  days 
following  his  death  and  the  securing  of  his  office. 

Question:   Did  Mr.  McLarty,  David  Watkins  or  any  other  White  House  official  ask  the 
Secret  Service  to  secure  Mr.  Foster's  office?   If  so,  when  was  the  request  made  to  the  Secret 
Service?   Was  the  Secret  Service  ever  notified  on  the  evening  of  July  20  about  the  situation? 

Question:   If  the  Secret  Service  was  not  contacted  on  securing  Mr.  Foster's  office  do  you 
know  who  was? 

Question:   Did  Mr.  Foster's  office  have  any  kind  of  alarms  or  security  system?  Was  it 
activated  the  night  Mr.  Foster's  office  was  left  unguarded? 

Question:   Did  Mr.  Foster  have  a  safe  or  any  loclced  boxes  or  files  in  his  office?  If  so,  how 
were  these  secured?   Did  anyone  on  the  White  House  staff  seek  to  get  material  from  a  safe 
or  locked  area? 
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Question:  Were  Mr.  Foster's  computer  records  secured  in  any  manner?  Who  was  in  charge 
of  this? 

Question:   Were  individuals  at  the  Secret  Service  interviewed  in  the  process  of  the  Park 
Police  investigation  into  Mr.  Foster's  death? 

Question:  Were  Secret  Service  personnel  able  to  give  the  Park  Police  information  regarding 
who  went  into  Mr.  Foster's  office  on  the  night  of  his  death  and  how  long  they  are  in  there? 

Question:  Is  there  security  equipment  in  the  area  of  Mr.  Foster's  office  that  would  have 
detected  when  he  left  the  White  House,  what  time,  etc.? 

Question:   Please  provide  any  additional  information  regarding  how  the  Secret  Service  would 
secure  or  seal  offices  and  any  information  relating  to  what  involvement  the  Secret  Service 
had  with  securing  or  sealing  of  Vincent  Foster's  office  after  his  death  on  July  20,  1993. 

Answer:  The  Independent  Counsel  has  advised  that  the  release  of  any  information 
concerning  Vincent  Foster  may  interfere  with  the  current  ongoing  investigation.   Therefore, 
the  Independent  Counsel  has  requested  that  any  information  maintained  by  the  Secret  Service 
regarding  Vincent  Foster  be  released  by  the  Treasury  Department  only  to  the  Independent 
Counsel's  office,  and  that  any  further  release  be  made  by  that  office. 

Question:  In  an  interview  with  a  newspaper  last  fall,  the  former  Secret  Service  Director 
Mr.  Magaw  discussed  the  White  House  changing  how  they  guard  the  First  Family.  Have 
security  or  monitoring  systems  been  changed  in  this  regard? 

Answer:    The  Secret  Service  has  an  established  security  system  which  remains  in  place 
when  a  new  President  is  elected.   However,  protection  is  adjusted  to  fit  the  personality  and 
routine  of  the  protectee. 

Question:    Have  the  President  or  First  Lady  requested  that  agents  that  served  on  their 
personal  Presidential  campaign  detail  be  brought  to  the  White  House?  If  so,  what  response 
was  provided  by  the  Service?  Would  this  kind  of  jpersonal  selection  of  agents  be  a  practice 
that  has  ever  been  done  at  the  White  House  in  the  past  or  would  this  be  consistent  with 
Secret  Service  policy? 

Answer:     White  House  staff  discussed  with  Former  Director  Magaw  the  possibility  of 
having  reassigned  to  the  White  House,  field  agents  who  provided  security  for  Candidate 
Clinton  during  the  1992  Presidential  Campaign.   The  former  director  explained  to  White 
House  Staff  that  this  would  not  be  possible,  as  Secret  Service  agents  are  transferred  to  and 
from  protective  details  based  on  experience  and  training  and  the  need  to  rotate  individuals  off 
of  protective  assignments. 
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Agents  assigned  to  protective  details  have  progressed  through  a  "career  track*  which  includes 
investigative  and  protective  assignments  for  up  to  eight  years  prior  to  transfer  to  a  protective 
detail.    Agents  remain  on  the  protective  detail  for  3  to  4  years,  and  are  then  rotated  off  the 
detail  to  new  assignments.   This  rotation  is  done  in  a  systematic  manner  so  that  there  are 
always  personnel  assigned  who  are  familiar  with  operating  procedures. 

Question:   What  has  the  turnover  in  agents  been  over  the  past  yeail   How  docs  this  turnover 
compare  to  previous  Administrations?  What  is  the  expected  turnover  over  the  next  year? 
How  many  agents  have  requested  to  be  transferred  in  the  past  year?  Please  compare  this 
figure  with  transfer  requests  from  the  past  10  years. 

Amwen   During  FY  1993,  20%  of  the  agents  assigned  to  the  Presidential  Protective  detail 
were  rotated  off  of  the  detail.    Also  in  FY  1989,  the  first  year  of  the  previous  administration, 
20%  of  the  agents  were  rotated  off  of  the  detail.    During  FY  1994,  the  Service  anticipates 
that  25%  of  the  detail  will  be  rotated  out. 

Agents  progress  through  a  "career  track",  which  usually  includes  an  assignment  to  a 
protective  detail.    When  assigned  to  a  detail,  agents  remain  on  the  detail  for  three  to  four 
yean.   The  Service  tries  to  rotate  approximately  25%  of  the  agents  assigned  to  the 
Presidential  Protective  detail  every  year,  as  part  of  the  "career  track"  program.   However, 
during  periods  of  increased  workload,  such  as  an  election  year,  this  process  may  be  slightly 
delayed. 

Over  the  past  year,  three  persons  assigned  to  the  Presidential  Protective  Division  requested  to 
be  transferred  off  the  detail  due  to  family  hardships  or  family  emergencies.    Family 
hardships  or  emergencies  are  usually  the  only  reasons  that  an  agent  would  be  allowed  to 
leave  a  protective  detail  prior  to  completing  the  three  to  four  year  assignment. 
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Friday,  March  4,  1994. 
FEDERAL  LAW  ENFORCEMENT  TRAINING  CENTER 

WITNESSES 

RONALD  K  NOBLE,  ASSISTANT  SECRETARY  (ENFORCEMENT) 

GEORGE  MUNOZ,  ASSISTANT  SECRETARY  (MANAGEMENT) 

CHARLES  F.  RINKEVICH,  DIRECTOR 

R^.  MILLER,  DEPUTY  DIRECTOR 

JOHN  C.  DOOHER,  ASSOCIATE  DIRECTOR 

KENNETH  A.  HALL,  DIRECTOR,  OFFICE  OF  ADMINISTRATION 

J.  DENNIS  STATON,  COMPTROLLER 

DAVID  S.  COLLINS,  BUDGET  OFFICER 

Mr.  HOYER.  The  committee  is  in  order.  We  have  a  very  full  morn- 
ing today.  We  will  be  holding  hearings  on  five  accounts  of  the 
Treasury  Department.  We  will  begin  with  the  Federal  Law  En- 
forcement Training  Center. 

Secretary  Noble,  we  welcome  you  back  again,  and  Mr.  Rinkevich, 
we  are  glad  to  see  you  here. 

I  had  the  opportunity  along  with  Mr.  Darden  to  visit  the  center 
just  a  few  weeks  ago.  Mr.  Darden  and  I  learned  a  lot. 

Mr.  Secretary,  you  can  proceed  in  any  way  you  would  like.  Your 
statement  will  be  included  at  this  time  in  full. 

INTRODUCTION 

Mr.  Noble.  I  appreciate  that.  I  will  be  brief 

I  am  honored  to  appear  before  you.  To  my  right  is  the  Assistant 
Secretary  for  Management,  George  Muiioz,  and  on  my  left  is  Direc- 
tor Rinkevich.  You  didn't  mention  the  great  difficulty  you  went 
through  in  terms  of  the  problems  with  the  weather.  It  would  have 
been  very  easy  for  you  to  have  canceled  your  visit,  and  with  jus- 
tification. 

Mr.  HOYER.  In  retrospect,  that  weather  was  nothing  compared  to 
what  was  to  come. 

CONSOLIDATED  TRAINING 

Mr.  Noble.  As  you  know,  the  primary  facility  for  FLETC  is  in 
Glynco,  Greorgia.  We  also  have  facilities  in  Artesia,  New  Mexico  and 
Davis-Monthan  Air  Force  Base  in  Tucson,  Arizona.  The  budget 
seeks  funds  to  train  38,000  students  in  1994  and  1995.  The  stu- 
dents are  from  70  participating  agencies.  As  you  know  there  are 
two  principal  training  facilities  for  Federal  law  enforcement  offi- 
cers—One is  at  Quantico,  and  the  other  is  the  FLETC.  We  believe 
consolidated  training  avoids  duplication  of  overhead  costs  and  en- 
sures consistency. 

FLETC's  Financial  Fraud  Institute  is  the  hub  for  the  financial 
computer  crime  training  concepts.  What  FLETC  has  proven  to  us 
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at  Treasury  and  other  Federal  law  enforcement  agencies,  is  that 
one  is  able  to  make  contacts  while  training  at  FLETC.  If  one  is  in 
the  Marshal  Service,  he  or  she  is  training  side  by  side  with  the 
people  in  the  Customs  Service,  It  provides  camaraderie  that  will 
lead  in  the  future  to  trust  among  agencies  that  have  different  law 
enforcement  responsibilities.  If  expertise  is  needed  from  someone 
who  is  involved  in  drug-related  activities,  an  agent  at  Customs  or 
at  the  Secret  Service,  you  may  know  people  from  the  same  class. 

We  believe  the  way  to  go  and  the  way  of  the  future  is  to  have 
consolidated  training  at  FLETC.  It  also  prevents  the  problem  that 
would  occur  if  there  were  only  one  training  facility.  And  that  is 
there  would  only  be  one  technique.  If  you  didn't  get  the  technique 
approved  by  that  facility,  you  would  never  have  the  chance  to  try 
different  techniques.  FLETC  does  what  is  done  at  Quantico.  It  pro- 
vides us  a  way  to  have  new,  as  well  as  tried  and  true,  techniques. 

[The  prepared  statement  and  budget  justifications  follow:! 
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statement  of  Ronald  K.  Noble 


Assistant  Secretary 


(Enforcement) 


Appropriation  Hearing  with  the 
Federal  Law  Enforcement  Training  Center 


Before  the  House  Committee  on  Appropriations 
Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 


Mr.  Chairman  and  members  of  the  Subcommittee,  it  is  a 
pleasure  to  appear  before  you  today  to  discuss  the  FY  1995  Budget 
Request  of  the  Federal  Law  Enforcement  Training  Center.   With  me 
today  are  Charles  F.  Rinkevich,  the  Director  of  the  Federal  Law 
Enforcement  Center,  and  members  of  his  staff. 

Before  Mr.  Rinkevich  reports  on  the  specific  operations  of 
the  Center,  I  would  like  to  highlight  several  matters. 
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The  Center  was  established  in  1970  to  serve  the  training 
needs  of  the  Federal  law  enforcement  community.   Training 
policies  are  governed  by  an  interagency  board  of  directors, 
composed  of  senior  officials  from  eight  departments  and 
independent  agencies.   The  Department  of  the  Treasury  is  the 
executive  agency  responsible  for  administering  the  Center's 
operations. 

Background 

Before  the  Center's  relocation  to  its  present  site  in 
Glynco,  Georgia  in  1975,  it  operated  in  temporary  quarters  in 
Washington,  D.C.   In  the  almost  two  decades  since  its  relocation 
to  Glynco,  the  Center  has  experienced  tremendous  growth  in  the 
demand  for  training.   Training  is  now  provided  to  police  and 
investigative  personnel  from  70  participating  agencies,  and 
programs  have  been  steadily  expanded  to  accommodate  their 
training  requirements.   In  addition  to  the  training  facility  at 
Glynco,  the  Center  now  operates  two  smaller  satellite  training 
Centers,  one  in  Artesia,  New  Mexico  and  the  other  at  Davis- 
Monthan  Air  Force  Base  in  Tucson,  Arizona.   The  Artesia  training 
Center  is  a  Government  owned  facility,  similar  to  Glynco,  but  on 
a  much  smaller  scale.   The  FLETC's  Davis-Monthan  Center,  operated 
under  an  agreement  with  the  Department  of  Defense,  accommodates 
advanced  training  that  was  previously  conducted  at  a  FLETC  leased 
facility  in  Marana,  Arizona.   The  rising  cost  of  conducting 
training  at  Marana  forced  the  closing  of  Marana  and  the  move  to 
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Davis-Monthan.   Both  Artesia  and  Davis-Monthan  were  established 
primarily  to  accommodate  the  advanced  training  of  agency 
personnel  stationed  in  the  Western  United  States. 

Master  Plan 

In  1988,  recognizing  the  need  to  expand  facilities  at  Glynco 
to  accommodate  the  training  needs  of  the  participating  agencies. 
Congress  authorized  the  use  of  $200,000  to  develop  a  facilities 
master  plan.   The  Master  Plan  presented  to  Congress  in  June  1989 
and  updated  in  September  1992,  provides  a  basis  for  the  efficient 
and  orderly  development  of  the  Center's  land  and  facility 
resources.   Through  fiscal  year  1994,  Congress  has  provided 
approximately  $60  million  for  implementation  of  the  Master  Plan. 
Three  major  construction  projects  were  completed  at  Glynco  during 
1993:   expansion  of  the  indoor  firearms  ranges, 

expansion/consolidation  of  the  physical  techniques  facility,  and 
construction  of  a  new  dormitory.   Expansion  of  the  Center's 
cafeteria  was  completed  in  February  1994,  and  construction  of  two 
outdoor  firearms  ranges  will  be  completed  this  spring.   These 
projects  cost  approximately  $26  million. 

Appropriation  Recrupst 

Th«  fiscal  year  1995  request  is  for  a  Salaries  and  Expenses 
(SiiE)  appropriation  of  $46,713,000  and  an  Acquisition, 
Construction,  Improvement  and  Related  Expenses  (ACIfcRE) 
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appropriation  of  $6,815,000.   The  FLETC's  request  represents  a 
decrease  in  the  S&E  and  ACI&RE  accounts  from  1994  levels  by 
$732,000  and  $5,897,000  respectively,  and  is  in  accordance  with 
the  President's  program  to  control  government  spending. 

This  appropriation  will  allow  the  Center  to  provide  basic 
training  to  8,092  students  representing  47,260  student-weeks  of 
training  for  an  average  resident  student  population  (ARSP)  of 
909.   An  additional  30,588  students  representing  71,937  student- 
weeks  of  training  are  projected  to  be  trained  on  a  reimbursable 
basis  in  basic,  advanced  and  state  and  local  programs.   Total 
training  projected  for  FY  1995  is  38,680  students  representing 
119,197  weeks  of  training  for  an  ARSP  of  2,292. 

Speaking  for  Secretary  Bentsen,  I  want  to  express  his  and  my 
strong  support  for  the  FLETC  and  the  consolidated  training 
concept  which  it  embodies.   As  the  Administration  undertakes  the 
reinvention  of  government,  the  Treasury  Department  is  proud  to 
point  to  the  Center  and  its  quality  and  cost  efficiency  as  a 
model  for  other  Government  programs  to  emulate. 

In  1995,  the  FLETC  will  reach  a  significant  milestone  when 
it  celebrates  its  Silver  Anniversary.   The  success  that  has  been 
achieved  over  that  last  25  years  through  consolidated  law 
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enforcement  training  is  a  tribute  to  the  remarkable  dedication 
and  efforts  of  the  men  and  women  who  have  comprised  the  faculty 
and  staff  of  the  FLETC. 

The  founders  of  the  FLETC  had  tremendous  vision  in 
establishing  this  Center  as  an  interagency  training  organization. 
The  excellent  facilities,  quality  of  training,  and  spirit  of 
cooperation  that  exists  among  all  participating  agencies  serve  as 
testimony  to  that  foresight. 

The  Congress,  too,  has  been  most  instrumental  in  the 
achievements  of  the  FLETC.   Mr.  Chairman,  and  members  of  this 
Committee,  your  guidance  and  steadfast  support  over  the  years  has 
enabled  the  FLETC  to  fulfill  its  responsibilities,  thank  you  for 
your  continued  interest  and  support. 

At  this  time,  I  will  ask  Director  Rinkevich  to  provide  you 
with  his  prepared  statement,  and  then  we  will  be  pleased  to 
respond  to  any  questions  you  may  have. 
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GEORGE  MUNOZ 

Assistant  Secretary  (Management) 
and  Chief  Financial  Officer 

o.S.  Treasury  Department 

1 500  Pennsylvania  Ave.,  N.W.  Phone  (202)  622-0410 

Washington,  D.C.    20220  Fax  (202)  622-2337 

George  Munoz  is  a  Certified  Public  Accountant  (CPA)  and  a  licensed  attorney  with  strong 
credentials  in  business,  management,  law  and  public  policy.  That  is  one  reason  why  he  was 
appointed  by  President  Clinton  and  confirmed  by  the  U.S.  Senate  to  be  one  of  the  Assistant 
Secretaries  of  the  Treasury.  Mr.  Mufioz  is  both  an  Assistant  Secretary  of  the  Treasury  for 
Management  and  is  also  the  Chief  Financial  Officer  of  the  U.S.  Treasury  Department.  He  reports 
to  Treasury  Deputy  Secretary  Roger  Altman  and  Secretary  Lloyd  Bentsen. 

Mr.  Munoz'  educational  background  is  quite  extensive  and  from  some  of  the  country's  best 
universities: 

LEGAL  Harvard  Law  School,  J.D.  (1978) 

PUBLIC  POLICY  Harvard's  Kennedy  School  of  Government 

Master's  in  Public  Policy  (1978) 

ACCOUNTING/CPA  University  of  Texas,  B.B.A.  (1974) 

College  of  Business  -  Accounting 
Graduate  of  Business  Honors  Program 
Graduated  with  High  Honors 

TAX  DePaul  University,  L.L.M.  (1984) 

Master's  in  Law  and  Taxation 

Mr.  Munoz  believes  that  "Education  makes  for  a  fuller  life  and  a  stronger  country.  It  is  knowledge 
and  wisdom-not  guns-that  will  assure  our  freedom  and  standard  of  living."  He  served  as  the 
President  of  the  Chicago  Board  of  Education  for  three  consecutive  years  in  the  mid-  1980s.  It  is 
the  third  largest  school  system  in  the  country  with  over  400,000  students,  over  42,000  employees 
and  an  annual  budget  in  excess  of  2  billion  dollars.  He  has  been  the  youngest  president  of  that 
institution,  and  he  fought  for  education  reform  to  reverse  the  trend  of  poor  performance  and  drop 
outs  among  the  students. 

On  the  business  side,  Mr.  Munoz  has  been  a  successful  attorney.  He  is  the  founder  of  a  law  firm 
in  Chicago  that  specializes  in  international  business  and  legal  transactions.  He  is  a  well  known 
authority  on  the  North  American  Free  Trade  Agreement  (NAFTA);  and  has  given  may  speeches  and 
written  presentations  on  the  benefits  of  doing  business  with  Mexico  and  Latin  America. 

Mr.  Munoz  is  a  strong  believer  in  public  service,  and  is  the  recipient  of  many  awards  for 
distinguished  public  service.  That  is  one  reason,  he  says,  that  he  sought  and  got  a  Masters  in 
r      lie  Policy  from  the  Kennedy  School  of  Government. 

Mr.  Munoz  comes  from  a  large  family.  He  was  born  in  Brownsville,  Texas,  but  makes  his  home  in 
Ch.-ago,  Illinois.  He  is  one  of  1 2  children  born  to  Mr.  and  Mrs  Cipriano  Munoz.  He  is  42  years  old 
and  is  fluent  in  Spanish. 
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RONALD  K.  NOBLE 
ASSISTANT  SECRETARY  OF  THE  TREASURY  FOR  ENFORCEMENT 


Ronald  K.  Noble  was  swom  into  office  as  Assistant  Secretary  of  the  Treasury  for 
Enforcement  on  May  4,  1993. 

As  Assistant  Secretary  for  Enforcement,  Noble  oversees  all  Treasury  law  enforcement 
bureaus  and  offices,  including  the  Customs  Service,  the  Secret  Service,  the  Bureau  of 
Alcohol,  Tobacco  and  Firearms  ("ATF"),  the  Federal  Law  Enforcement  Training  Center 
("FLETC"),  the  Financial  Crimes  Enforcement  Network  ("FinCEN"),  the  Office  of  Financial 
Enforcement,  the  Office  of  Foreign  Asset  Control  ("OFAC")  and  the  Office  of  Asset 
Forfeiture.    He  also  has  policy  oversight  responsibility  for  the  Criminal  Investigation 
Division  of  the  Internal  Revenue  Service.    He  is  responsible  for  Treasury  law  enforcement 
direction  and  policy  communication  with  other  U.S.  government  departments  on  these 
matters.    This  includes  the  suppression  of  narcotics  and  dangerous  drug  smuggling, 
monitoring  the  movement  of  large  amounts  of  currency  in  and  out  of  financial  institutions, 
implementing  U.S.  government  embargo  programs,  enforcing  tariff  and  trade  regulation, 
protecting  the  President,  the  Vice  President  and  visiting  heads  of  state  and  collecting  excise 
taxes  on  regulating  trade  in  tobacco,  alcohol  and  firearms. 

In  his  capacity  as  the  Assistant  Secretary  and  at  the  direction  of  Secretary  of  the 
Treasury  Lloyd  Bentsen,  Noble  already  has  conducted  a  comprehensive  review  of  ATF's 
investigation  of  Vernon  Howell,  a/k/a/  "David  Koresh,"  and  his  Branch  Davidian  followers, 
which  culminated  in  the  unsuccessful  raid  of  Koresh's  compound  near  vVaco,  Texas. 

From  1989  until  he  was  appointed  Assistant  Secretary,  Noble  was  associate  professor 
of  law  at  the  New  York  University  School  of  Law.    Noble  also  spent  a  year  as  a  Deputy 
Assistant  Attorney  General  and  Special  Counsel  in  the  U.S.  Department  of  Justice  in 
Washington. 

Noble  served  as  an  Assistant  United  States  Attorney  in  the  Eastern  District  of 
Pennsylvania   from  1984  to  1988.    In  this  position,  he  successfully  prosecuted  the  largest 
public  corruption  case  in  the  history  of  Philadelphia.    It  involved  the  Roofers  Union,  various 
judges,  police  officers  and  other  public  officials.    He  also  successfully  prosecuted  a  cocaine 
conspiracy  of  80  defendants  who  sold  $50  million  worth  of  cocaine  a  year.    In  1988,  he 
received  the  Superior  Performance  Award  from  the  Director  of  the  Executive  Office  for 
United  States  Attorneys. 

Prior  to  serving  as  an  Assistant  United  States  Attorney,  Noble  spent  two  years  as 
senior  law  clerk  for  the  Honorable  A.  Leon  Higginbotham,  Jr.,  United  States  Court  of 
Appeals  for  the  Third  Circuit  in  Philadelphia. 

Noble  received  a  J.D.  from  Stanford  Law  School  where  he  served  as  Articles  Editor 
of  the  Stanford  Law  Review  and  president  of  the  class  of  1982.  He  earned  a  B.A.  from  the 
University  of  New  Hampshire.    Noble,  37,  was  bom  in  Ft.  Dix,  New  Jersey. 
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Charlas  w.   Rink«vioh 

Diraotor 

Vadaral  Law  Bnforoaaant  Training  Caatar 

Olynoo,  Oaorgia 


Charles  F.  Rinkevich  has  been  the  Director  of  the 
Federal  Law  Enforcement  Training  Center  (FLETC)  since 
February  1983.  The  FLETC  trains  the  majority  of  Federal 
agents  and  uniformed  police  personnel.   It  services  more  than 
70  Federal  agencies,  provides  training  opportunities  to  State 
and  local  police  in  selected  advanced  programs,  graduates  in 
excess  of  25,000  students  annually,  and  is  the  largest  law 
enforcement  training  establishment  in  the  country. 
Headquartered  in  Glynco,  near  Brunswick,  Georgia,  on  a  1,500- 
acre  campus,  the  FLETC  also  operates  two  satellite  training 
centers  in  Marana,  Arizona  and  Artesia,  New  Mexico. 

Prior  to  becoming  Director  of  the  Center,  Mr.  Rinkevich 
spent  eleven  years  with  the  U.S.  Justice  Department  -  most  of 
that  time  as  Regional  Administrator  of  the  Law  Enforcement 
Assistance  Administration  in  Philadelphia,  and  later  Atlanta. 
While  in  Atlanta,  Mr.  Rinkevich  also  coordinated  two 
Presidential  Task  Forces;  one  to  assist  the  Atlanta  community 
with  its  murdered  and  missing  children  crises  in  1981,  and 
the  second  to  deal  with  the  massive  infusion  of  illegal  drugs 
and  aliens  into  Miami  in  1982. 

Prior  to  his  service  with  the  Justice  Department,  Mr. 
Rinkevich  was  Executive  Director  of  the  Pennsylvania  Crime 
Commission;  a  Police  Management  Consultant  with  the 
University  of  Georgia;  a  police  lieutenant  in  Savannah, 
Georgia;  and  a  police  patrolman  at  Michigzm  State  University. 

He  has  a  Masters  Degree  in  Public  Administration  from 
Georgia  State  University  and  a  Bachelor  of  Science  Degree  in 
Police  Administration  from  Michigan  State  University. 

Mr.  Rinkevich  is  a  member  of  the  Senior  Executive 
Service  and  in  1990  received  the  Distinguished  Presidential 
Rank  Award.   He  is  a  member  of  several  professional 
associations,  including  the  National  Criminal  Justice 
Association;  National  Sheriffs'  Association;  International 
Association  of  Chiefs  of  Police;  National  Association  of  Law 
Enforcement  Trainers;  Georgia  Association  of  Chiefs  of 
Police;  and  National  Law  Enforcement  Exploring  Committee,  Boy 
Scouts  of  America. 
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He  is  active  in  community  affairs  in  Glynn  County  where 
the  FLETC  is  headquartered,  serving  as  President  and  member 
of  the  board  of  directors,  United  Way  of  Brunswick;  board  of 
directors,  Brunswick-Golden  Isles  Chamber  of  Commerce;  and 
board  of  trustees,  Brunswick  College  Foundation.  He  and  his 
wife  Sara  have  two  children  and  reside  on  St.  Simons  Island, 
Georgia. 

March  1992 
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R.J.  Mlll*r 

Deputy  Director 

Federal  Law  Enforcement  Training  Center 

Glynco,  Georgia 

Joe  Miller,  Deputy  Director  of  the  Federal  Law  Enforcement 
Training  Center  (FLETC) ,  entered  U.S.  Government  service  in 
December  1983  as  the  Assistant  Director  of  FLETC 's  Office  of 
State  and  Local  Law  Enforcement  Training.   In  this  position,  he 
was  responsible  for  the  coordination,  development,  and 
administration  of  approximately  30  specialized  training  programs, 
many  of  which  were  exported  to  agencies  throughout  the  country. 

In  January,  1986,  Joe  was  appointed  to  the  Deputy  Director 
position.   The  Deputy  Director  is  the  second  ranking  official  at 
the  Federal  Law  Enforcement  Training  Center.   He  shares  with  the 
Director  the  responsibility  of  ensuring  that  the  operation  of  the 
Center's  1500  acre  site  and  multi-million  dollar  facilities  is 
administered  in  an  effective,  efficient,  and  economical  manner. 
Miller  is  responsible  for  coordinating  and  implementing  the  day- 
to-day  management  of  the  Center,  which  includes  providing 
internal  direction  and  management  in  areas  such  as  personnel, 
budget,  facility  development,  and  operation  of  training  programs. 
Support  in  those  areas  is  given  Miller  by  a  staff  of  five 
Assistant  Directors  who  report  directly  to  him  on  the  status  of 
the  operations.  Additional  duties  include  supervising  the 
Center's  satellite  training  operation  located  in  Marana,  AZ  and 
Artesia,  NM. 

Miller  has  extensive  management  experience  and  involvement 
with  the  law  enforcement  community.   Beginning  as  a  Trooper  in 
1956  and  working  his  way  through  the  ranks,  he  was  appointed 
Superintendent  of  the  Illinois  State  Police  in  1979,  serving  four 
years  in  that  position.   As  Superintendent,  he  was  responsible 
for  the  training,  management  policies,  and  daily  operations  of  a 
full  service  State  police  organization  comprised  of  approximately 
2500  personnel  and  an  annual  budget  of  $100  million. 

Miller  is  a  member  of  the  International  Association  of 
Chiefs  of  Police  (lACP)  and  the  National  Sheriffs  Association. 

A  native  of  Olney,  Illinois,  Miller  is  a  graduate  of 
Sangamon  [Sang'  a  man]  State  University  in  Springfield,  IL, where 
he  earned  a  B.S.  in  Social  Justice  in  1980;  a  Masters  Degree  in 
Public  Administration  in  1982;  and  a  Masters  Degree  in  Business 
Administration  in  1983. 

June  1992 
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Biographical  Sketch 
John  C.  Dooher 

Mr.  Dooher  was  born  in  Elaira,  New  yor)c,  and  attended 
schools  in  New  York  prior  to  graduation  with  a  Bachelor  of  Arta 
degree  from  the  Catholic  University  of  America  in  Washington, 
D.C.   He  was  an  ROTC  Distinguished  Graduate  and  was  connissioned 
a  Second  Lieutenant  in  the  US  Air  Force  Reserve.   Subsequently, 
he  received  a  Juris  Doctor  from  the  Coliinbus  School  of  Law  at 
Catholic  University. 

During  his  active  duty  with  the  Air  Force,  Mr.  Dooher  served 
as  a  special  agent  with  the  Air  Force  Office  of  Special 
Investigations.   Upon  completion  of  active  service,  Mr.  Dooher 
continued  in  the  Air  Force  Reserve.   His  last  assignment  was  as 
the  Reserve  Commandant  of  the  Air  Force  Office  of  Special 
Investigations  Academy.   In  addition  to  two  Meritorious 
Service  decorations  and  other  military  awards,  he  was  the 
recipient  of  the  VN  Air  Service  medal  in  connection  with  his 
efforts  in  establishing  a  Vietnamese  Air  Security  School. 

Mr.  Dooher  began  his  civilian  career  with  the  US  Treasury 
Department  in  1972.   He  served  as  Legal  Advisor  and  later  as  a 
Deputy  Assistant  Director  for  the  Federal  Law  Enforcement 
Training  Center  during  the  formative  years  of  that  organization. 
In  1975,  Mr.  Dooher  was  appointed  to  head  the  Washington  Office. 
He  currently  is  Associate  Director  for  the  Center  and  Director  of 
the  Washington  Office.   Mr.  Dooher  is  a  member  of  the  Senior 
Executive  Service.   He  is  a  graduate  of  the  Federal  Executive 
Institute  and  the  receipient  of  numerous  Special  Act  and  Superior 
Performance  Awards.   He  also  received  the  Secretary  of  the 
Treasury's  Meritorious  Service  Award  and  Medal  in  connection  with 
his  management  of  the  $30  million  dollar  facility  construction 
program  for  the  Center's  headquarters  in  Glynco,  Georgia  between 
1976-81. 

Mr.  Dooher  is  married  to  the  former  Mary  Elizabeth  Tokarz. 
They  have  two  children,  John  and  Christopher,  and  reside  in 
Arlington,  Virginia. 
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BIOGRAPHY 
KENNETH  ARTHUR  HALL 


Kenneth  Arthur  Hall  has  been  the  Director,  Office  of 
Administration,  Federal  Law  Enforcement  Training  Center  (FLETC) 
since  October  4,  1992.   The  Office  of  Administration  is  comprised 
of  Budget  and  Finance,  Facilities  Management,  Information 
Systems,  Management  Analysis,  Media  Support,  Personnel, 
Scheduling  and  Allocation,  Procurement,  Property  Management,  and 
Security  and  Safety  Divisions. 

Mr.  Hall  was  born  September  16,  1945,  in  Livonia,  Michigan, 
the  son  of  Thomas  and  Irene  Hall.   He  received  a  bachelor  of 
science  degree  in  Business  Administration  from  Ferris  State 
College  in  1968;  a  Master  in  Educational  Administration  from 
Western  Michigan  University  in  1971;  and  completed  the  Federal 
Executive  Institute,  Resident  Program,  in  1988. 

Mr.  Hall  has  worked  five  years  as  an  Education  Specialist, 
Defense  Civil  Preparedness  Agency,  National  Staff  College;  served 
eight  years  as  the  Executive  Assistant  to  the  Director,  FLETC; 
served  two  years  as  the  Chief,  Staff  Operations,  Office  of  the 
Director;  and  served  six  years  as  the  Director,  Office  of  Special 
Training,  prior  to  assuming  his  current  duties. 

Mr.  Hall  served  three  years  active  duty  in  the  United  States 
Army.   After  receiving  his  commission  as  an  Infantry  Officer  in 
1969,  he  served  a  tour  of  duty  in  Vietnam  as  the  Senior  Advisor 
on  the  Mobile  Advisory  Team.   A  graduate  of  Command  and  General 
Staff  College  in  Fort  Leavenworth,  KS,  Mr.  Hall  also  served  11 
years  in  the  United  States  Army  Reserve. 

Mr.  Hall  is  a  member  of  the  International  Chiefs  of  Police; 
the  National  Sheriff's  Association;  the  National  Organization  of 
Black  Law  Enforcement  Executives;  and  the  American  Society  for 
Training  and  Development. 

He  is  married  to  the  former  Carolyn  Theile.   They  have  two 
daughters  and  reside  on  Saint  Simons  Island,  GA. 
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BIOGRAPHY 
J.  DENNIS  STATON 


J.  Dennis  Staton  has  been  the  CoDptroller  at  the  Federal  Lav 
Enforcement  Training  Center  (FLETC)  since  October  1987. 

Mr.  Staton  was  born  October  8,  1950,  in  Cowpens,  South 
Carolina,  the  son  of  Otis  C.  and  Bernice  F.  Staton.   He  received 
a  Bachelor  of  Arts  degree  in  Political  Science  from  the 
University  of  South  Carolina  in  1975  and  a  Masters  degree  in 
Public  Administration  from  Georgia  Southern  University  in  1978. 
Initially  hired  by  the  FLETC  as  a  Management  Analyst,  Mr.  Staton 
was  promoted  to  Budget  Officer  in  August,  1984,  before  assuming 
the  duties  of  the  Comptroller. 

Mr.  Staton  served  in  the  United  States  Air  Force  for  three 
years,  having  been  honorably  discharged  in  July  1974  as  a 
Sergeant.   He  has  been  an  Adjunct  Instructor  at  Georgia  Southern 
University,  teaching  budgeting.   Also,  he  served  on  the  Board  of 
Directors  of  the  Federal  Employees  Credit  Union  for  four  years, 
the  last  two  as  Chairman  of  the  Board. 

He  married  the  former  Nancy  Lorraine  Arthur  (Georgia 
Southern  University,  Masters  in  Education,  1983)  in  July,  1972. 
They  have  a  daughter,  Jessica  Danielle,  and  reside  in  Brunswick, 
Georgia. 
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BIOGRAPHY 
DAVID  S.  COLLINS 


David  S.  Collins  has  been  the  Budget  Officer  at  the  Federal 
Law  Enforcement  Training  Center  (FLETC)  since  January,  1993. 

Mr.  Collins  was  born  in  Cheverly,  Maryland,  the  son  of 
William  M.  and  Mariana  C.  Collins.   He  received  a  Bachelor  of 
Science  in  Business  Administration  from  the  University  of 
Maryland  in  1969.   Mr.  Collins  started  his  Federal  Career  as  a 
Management  Analyst  for  the  U.  S.  Army  Harry  Diamond  Laboratories 
and  as  a  Supervisory  Budget  Analyst  for  the  U.  S.  Army 
Electronics  Research  and  Development  Command  and  as  the  Deputy 
Comptroller  for  the  U.  S.  Army  Laboratory  Command.   He  was  the 
Chief  of  the  Planning  and  Management  Staff  for  the  Office  of 
Administration  and  Resources  Management  for  the  Environmental 
Protection  Agency  in  Research  Triangle  Park,  North  Carolina 
before  assuming  the  Duties  of  Budget  Officer  at  FLETC. 

He  married  the  former  Donna  M.  Downing  of  Silver  Spring, 
Maryland  in  August,  1968.   They  have  two  daughters  and  are  in  the 
process  of  relocating  to  Brunswick,  Georgia. 
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Opening  Statement 

Mr.  Rinkevich.  Thank  you,  Mr.  Chairman.  I,  too,  have  a  formal 
statement  which  I  would  ask  be  included  in  the  record.  I  will  not 
read  that.  I  will  make  a  couple  of  comments. 

First,  I  would  like  to  make  sure  you  are  aware  that  a  number 
of  the  staff  from  the  Center  are  with  me  today  to  help  answer  ques- 
tions that  the  Secretary  and  I  cannot.  R.J.  Miller,  our  Deputy  Di- 
rector; John  Dooher,  our  Associate  Director;  Kenneth  Hall,  our  Di- 
rector, Office  of  Administration;  and  Dennis  Staton,  our  Comptrol- 
ler. We  also  have  our  Budget  Officer,  David  Collins  and  our  Per- 
sonnel Officer,  Scott  Richards  with  us  as  well. 

training  programs 

Mr.  Rinkevich.  I  would  elaborate  just  a  bit  on  what  Secretary 
Noble  said,  which  is,  as  you  know,  we  provide  the  basic  and  ad- 
vanced training  for  the  70  agencies  that  he  mentioned.  We  also 
have  a  very  active  training  program  for  our  State  and  local  col- 
leagues through  our  National  Center  for  State  and  Local  Training. 
The  center  was  created  to  address  the  unique  training  needs  of  the 
state  and  local  agencies.  It  should  be  noted  that  we  do  not  provide 
that  training  in  the  common  environment;  we  provide  the  support 
and  other  kinds  of  logistical  arrangements  for  agencies  to  conduct 
such  training  at  the  Center. 

Currently,  there  are  over  200  different  programs  that  the  agen- 
cies that  we  train  participate  in,  and  we  estimate  that  consolidated 
training  at  FLETC  saves  the  government  approximately  $80  mil- 
lion a  year  in  per  diem  costs  alone,  as  opposed  to  what  the  cost  is 
for  training  at  FLETC. 

Secretary  Noble  mentioned  three  sites:  Glynco,  Artesia,  and 
Davis-Monthan  Air  Force  Base,  which  is  in  Tucson. 

national  performance  review 

I  would  like  to  emphasize  that  the  Federal  Law  Enforcement 
Training  Center  is  a  classic  example  of  what  the  Administration's 
National  Performance  Review  is  espousing  in  terms  of  consolidat- 
ing functions  and  increasing  cost-effectiveness  and  cost  efficiency. 
We  are  very  proud  of  that  fact. 

MASTER  plan 

I  would  also  like  to  update  the  committee  on  our  master  plan. 
We  have  had  approximately  $60  million  appropriated  over  the 
course  of  the  last  several  years  to  implement  that  master  plan.  At 
this  time,  we  have  completed  about  $30  million  worth  of  projects 
and  the  balance  of  those  projects  are  somewhere  in  the  stage  of  de- 
sign or  actual  construction. 

FINANCIAL  FRAUD  INSTITUTE 

The  Secretary  mentioned  the  Financial  Fraud  Institute  training 
programs.  That  activity  is  one  that  we  think  is  on  the  cutting  edge 
of  what  Federal  law  enforcement  responsibilities  are  now  and  will 
be  in  the  future. 

In  effect,  we  train  agents  and  officers  to  not  only  use  the  com- 
puter as  an  investigative  technique,  but  they  are  also  given  an  edu- 
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cation  on  how  to  investigate  crimes  that  are  committed  through  the 
use  of  the  computer. 

STATE  AND  LOCAL  TRAINING  PROGRAM 

And  lastly,  in  regard  to  our  State  and  local  training  program,  I 
think  that  program  remains  very  healthy.  There  are  some  exciting 
programs  being  developed  to  offer  to  our  State  and  local  colleagues. 
One  is  the  Gang  Resistance  and  Education  Training  Program,  the 
G.R.E.A.T.  program,  which  we  are  doing  in  conjunction  with  ATF. 

Another  is  the  Hate/Bias  Crimes  Training  Program,  and  the 
third  program  has  to  do  with  Airborne  Counterdrug  Operations 
Training,  which  we  are  working  on  with  local  communities. 

It  is  a  pleasure  to  be  here,  Mr.  Chairman,  to  answer  whatever 
questions  you  and  the  committee  might  have. 

Mr.  HOYER.  Thank  you  very  much. 

[The  information  follows:] 


i 
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DEPARTMENT  OF  THE  TREASURY 

Federal  Law  Enforcement  Training  Center 

Introductory  Statement  of  Charles  F.  Rinkevich 

Director  of  the  Federal  Law  Enforcement  Training  Center 

For  Presentation  to  the  Subcommittee  on  Appropriations 


Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  pleased 
to  be  here  today  to  report  on  the  current  operations  and 
performance  of  the  Federal  Law  Enforcement  Training  Center 
(FLETC)  and  to  support  our  appropriation  request  for  fiscal  year 
1995. 

Today,  I  am  prepared  to  discuss  the  Center's  needs,  outlined 
in  the  President's  Budget  as  submitted  on  February  7,  1994.   The 
Center's  FY  1995  request  is  for  a  Salaries  &  Expenses  (S&E)  ap- 
propriation of  $46,713,000;  a  decrease  of  $732,000  from  the  FY 
1994  level.   Our  request  for  Acquisition,  Construction,  Improve- 
ments and  Related  Expenses  (ACI&RE)  is  $6,815,000;  a  decrease  of 
$5,897,000  from  the  FY  1994  level.   Coupled  with  $22,342,000  in 
funds  to  be  reimbursed  to  us  by  our  participating  agencies  for 
training  related  services,  our  total  budget  request  for  FY  1995 
is  $75,870,000. 
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2 
Overview  of  Operations 

Now  Mr.  Chairman,  if  I  may,  I  would  like  to  proceed  by 
providing  the  Committee  with  an  overview  of  the  operations  of  the 
FLETC.   As  you  know,  the  Center's  mission  is  to  conduct  basic  and 
advanced  training  for  the  majority  of  the  Federal  government's 
law  enforcement  personnel.   We  also  provide  training  for  state 
and  local  law  enforcement  in  specialized  areas  and  support  the 
training  provided  by  our  participating  agencies  that  is  specific 
to  their  needs.   Currently,  70  Federal  agencies  participate  in 
more  than  200  different  programs  at  the  Center.   There  are  entry- 
level  programs  in  basic  law  enforcement  for  police  officers  and 
criminal  investigators  along  with  advanced  training  programs  in 
areas  such  as  marine  law  enforcement,  anti-terrorism,  financial 
and  computer  fraud,  and  white  collar  crime.   Training  is 
conducted  at  either  our  headquarters  in  Glynco,  Georgia,  or  one 
of  our  two  satellite  training  centers.   One  is  a  Government-owned 
facility  in  Artesia,  New  Mexico,  and  the  other  is  a  facility 
operated  under  agreement  with  the  Department  of  Defense  at  Davis- 
Monthan  Air  Force  Base  in  Tucson,  Arizona.   Additionally,  some  of 
our  advanced  training,  particularly  that  for  state  and  local  law 
enforcement,  is  conducted  on  a  regional  basis  to  make  the 
training  cost  efficient  for  our  state  and  local  clients. 

At  the  end  of  FY  1993,  we  closed  our  Marana,  Arizona, 
training  site,  a  leased  facility,  and  relocated  to  Davis-Monthan 
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Air  Force  Base  in  Tucson,  Arizona.   This  action  was  necessary 
because  we  were  unable  to  negotiate  a  reasonable  lease  cost  with 
the  lessor  of  the  Marana  site.   The  move,  which  I  will  discuss  in 
more  detail  later,  will  result  in  savings  to  the  Government. 

Throughout  the  years,  the  FLETC  has  become  known  as  an 
organization  that  provides  high  quality  and  cost  effective 
training  with  a  "can  do"  attitude  and  state-of-the-art  programs 
and  facilities.   During  my  11-year  association  with  the  Center,  I 
have  seen  first-hand  the  many  advantages  of  consolidated  training 
for  Federal  law  enforcement  personnel,  not  the  least  of  which  is 
an  enormous  cost  savings  to  the  Government.   Consolidated 
training  avoids  the  duplication  of  overhead  costs  that  would  be 
incurred  by  the  operation  of  multiple  agency  training  sites. 
Furthermore,  because  of  consolidated  training  at  the  Center's 
sites,  we  estimate  the  Government  will  avoid  $81  million  in  per 
diem  costs  alone.   This  estimate  is  based  on  the  Center's 
projected  FY  1995  workload  and  per  diem  rates  in  Washington,  DC 
and  other  major  cities  of  $148  per  day  versus  the  cost  of 
housing,  feeding,  and  miscellaneous  per  diem  for  a  student  at 
Glynco  of  $27.52  per  day.   Consolidation  also  ensures  consistent, 
high  quality  training,  and  fosters  interagency  cooperation  and 
camaraderie.   Students  from  the  different  agencies  commingle, 
thus  learning  about  each  other  and  each  other's  professional 
responsibilities.   The  networks  established  at  the  Center  last 
throughout  their  careers. 
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4 
Stewardship  of  Consolidated  Training 

In  one  sense  the  relationship  between  FLETC  and  its 
participating  agencies  is  a  fragile  one.   The  FLETC  is 
essentially  a  voluntary  association  with  each  agency's 
participation  governed  by  a  memorandum  of  understanding,  and 
bolstered  by  the  commitment  of  the  participating  agencies,  the 
Department  of  the  Treasury,  and  the  Congress.   Particularly  in 
these  times  of  severe  budget  constraints,  a  single  agency  cannot 
afford  the  sophisticated  facilities  and  staff  which  are  required 
for  the  state-of-the-art  training  necessary  to  adequately  prepare 
our  Nation's  law  enforcement  personnel.   Only  by  consolidation  at 
a  centralized  location  are  programs  and  facilities  like  those  at 
the  FLETC  economically  feasible. 

In  the  past.  Congress  has  expressed  serious  concern  over  the 
potential  proliferation  of  individual  agency  training  academies 
and  the  resulting  deleterious  effect  it  would  have  on  the  quality 
and  xjost  of  training.   We  take  our  stewardship  of  the  concept  of 
consolidated  training  very  seriously  and  look  forward  to  the 
Administration  and  the  Congress  continuing  to  encourage,  nurture, 
and  support  the  concept  of  consolidated  training  at  the  FLETC. 
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5 
Workload 

During  FY  1993,  the  Center  graduated  23,951  students, 
representing  68,232  student-weeks  of  training  for  an  average 
resident  student  population  (ARSP)  of  1,312.   This  total  included 
16,669  students  who  were  trained  at  Glynco;  2,3  65  students 
trained  in  Artesia;  1,502  students  trained  at  the  Marana  site 
before  its  closing;  789  trained  at  the  new  satellite  center  at 
Davis-Monthan;  and  2,596  trained  in  export  programs  conducted  at 
various  locations  throughout  the  United  States.   The  total 
includes  7,246  basic  students,  13,476  advanced  students  and  3,229 
state  and  local  students. 

Based  on  April  1993  participating  agency  projections,  the 
Center  expects  that  during  FY  1994  a  total  of  31,689  students 
will  be  trained,  representing  92,941  student-weeks  of  training 
for  an  ARSP  of  1,787.   This  total  will  include  24,794  students  to 
be  trained  at  Glynco;  3,776  students  at  Artesia;  2,783  students 
at  Tucson;  and  3  36  students  in  export  programs.   The  total 
includes  9,482  basic  students;  19,315  advanced  students;  and 
2,892  state  and  local  students. 

Our  April  1993  projections  from  our  participating  agencies 
indicate  that  during  FY  1995  we  will  train  a  total  of  38,680 
students  representing  119,197  student-weeks  of  training  for  an 
ARSP  of  2,292.   This  total  includes  32,656  students  at  Glynco; 
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3,613  Students  at  Artesia;  and  2,411  students  at  Tucson.   The 
total  includes  16,298  basic  students;  18,84  6  advanced  students 
and  3,536  state  and  local  students. 

Foreign  Training 

In  addition  to  training  Federal,  state  and  local  law 
enforcement  officers,  the  FLETC  provides  training  assistance  to 
friendly  foreign  governments  in  a  variety  of  ways.   These  include 
operational  briefings,  technical  assistance,  and  hands-on 
training  programs.   In  the  last  few  years,  the  amount  of  training 
assistance  to  foreign  governments  has  increased  due  to  world- 
wide tensions  and  international  crime.   During  FY  1993  the  Center 
trained  195  foreign  students,  representing  413  student-weeks  of 
training. 

Under  sponsorship  of  the  Department  of  State's  Office  of 
Counter-Terrorism,  the  FLETC  has  provided  training  and  briefings 
to  more  than  1,000  foreign  officers  since  1979.   Recent  examples 
of  this  training  involve  crime  scene  investigation  and  case 
management  programs  delivered  to  Polish,  Greek,  and  Hungarian 
police  officials.   However,  the  bulk  of  the  training  provided  to 
foreign  police  has  been  in  anti-terrorism  measures.   The 
Department  of  State's  Bureau  of  Diplomatic  Security  also  has 
utilized  the  FLETC  facilities  and  support  in  producing  training 
to  numerous  officers  from  countries  such  as  Poland,  Kuwait, 
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Hungary,  Turkey,  Philippines,  United  Arab  Emirates,  and 
Czechoslovakia . 

At  the  request  of  other  U.S.  Government  agencies  such  as  the 
U.S.  Information  Agency,  the  Agency  for  International 
Development,  and  the  Department  of  Justice,  the  FLETC  has 
provided  other  training  assistance  over  the  last  several  years. 
Examples  include  court  security  measures  for  El  Salvadorian 
police,  basic  police  training  for  Panamanian  police  officers 
following  the  restructuring  of  the  government  of  Panama,  firearms 
instructor  training  of  Hong  Kong  police  officers,  and  computer 
training  for  foreign  government  drug  intelligence  analysts  from 
several  Caribbean  nations. 

Facilities  Master  Plan 

If  I  may,  Mr.  Chairman,  I  would  now  like  to  discuss  the 
FLETC 's  Master  Plan,   In  the  past  decade  the  Center  has 
experienced  enormous  growth  in  the  training  demanded  by  its 
participating  agencies.   We  were  able  to  accommodate  many 
requests  for  increased  training,  but  only  by  undertaking 
extraordinary  measures.   Regrettably,  some  of  those  training 
requests,  particularly  advanced  training,  had  to  be  deferred.   In 
order  to  accommodate  the  increases,  the  Center  had  to  temporarily 
expand  its  capacity  for  housing,  dining,  classroom,  office  space, 
storage,  and  special  training  facilities  by  using  temporary 
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buildings,  and  contracted  facilities.   Many  of  the  temporary 
measures  taken  are  costly  and  adversely  impact  the  Center's 
operations.   For  example,  during  FY  1993  the  Center  housed  4,892 
students  in  local  hotels  because  rooms  were  not  available  on  the 
Center.   The  additional  costs  incurred  by  the  Government  for  the 
off-center  housing  was  $105,000.   Additionally,  when  we  are 
forced  to  house  students  off -Center,  we  not  only  incur  additional 
cost,  but  the  students'  access  to  essential  facilities  such  as 
the  library,  computer  labs,  physical  training  complex,  and  the 
dining  hall  is  limited,  thus  denying  them  the  full  benefit  of  the 
FLETC  training  experience. 

Another  example  of  the  impact  of  temporary  facilities  on 
Center  operations  is  the  conversion  of  former  visitor  instructor 
housing  into  office  space  for  our  training  staff.   These 
individual  units  will  accommodate  only  four  or  five  staff  offices 
and  are  distant  from  the  classroom  and  other  staff  training 
offices.   Because  of  this,  normal  communication  and  the 
sharing/discussion  of  new  ideas  which  takes  place  among  the 
instructional  staff  are  adversely  affected.   The  dispersal  of 
staff  away  from  centralized  locations  also  impacts  on  our 
janitorial  and  on-center  mail/messenger  costs.   And,  of  course, 
since  these  units  are  no  longer  able  to  house  visiting  faculty, 
the  Government  incurs  additional  commercial  lodging  costs. 

In  its  FY  1988  appropriations,  the  Center  was  authorized 
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$2  00,000  to  be  used  for  the  development  of  a  facilities  master 
plan.   The  Master  Plan,  presented  to  Congress  in  June  1989, 
provided  a  basis  for  the  efficient  and  orderly  development  of  the 
Center's  land  and  facilities  resources.   It  is  a  comprehensive 
blueprint  to  guide  the  expansion  of  the  Center  so  that  we  can 
more  effectively  support  the  present  training  workload  as  well  as 
the  workload  projected  for  the  future.   The  original  plan 
reguested  a  total  of  $86,010,000:   $82,000,000  for  Glynco; 
$3,000,000  for  Artesia;  and  $1,010,000  for  Marana. 

Our  original  Master  Plan  was  updated,  and  a  copy  was 
provided  to  the  Congress  in  September  1992.   This  Master  Plan 
update  refined  earlier  estimates  and  incorporated  changes 
necessary  to  meet  the  evolving  training  needs  of  our 
participating  agencies.   The  estimate  to  completely  implement  the 
Master  Plan  at  that  time  was  $111,296,000.   As  directed  by 
Congress  in  a  1994  Appropriation  Committee  report,  we  are  now  in 
the  process  of  again  updating  the  Master  Plan.   The  update  will 
reflect  changing  priorities  and  the  development  of  Davis- Monthan, 
and  it  will  be  submitted  to  Congress  as  soon  as  it  is  completed 
and  approved. 

Through  FY  1994,  Congress  has  appropriated  approximately  $60 
million  or  about  54%  of  the  funds  needed  for  the  Master  Plan.   Of 
this  amount,  $48  million  is  for  Glynco  improvements;  $6  million 
is  for  Artesia  improvements;  $6  million  is  for  Davis-Monthan  and. 
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$300,000  was  for  Marana.   No  Master  Plan  funds  are  included  in 
our  FY  1995  appropriation  request. 

I  am  pleased  to  report  that  progress  on  implementing  the 
Master  Plan  is  now  readily  apparent.   For  example,  a  physical 
training  complex  at  our  Artesia  facility  was  completed  in  October 
1991.   Construction  of  a  new  $6.5  million  dormitory  at  Glynco 
that  began  in  early  October  1991  was  completed  in  April  1993. 
Expansion  of  our  indoor  firearms  range  complex,  valued  at  $3.2 
million,  was  completed  in  August  1993,  and  the 
consolidation/expansion  of  our  physical  techniques  facility, 
valued  at  $6  million,  was  completed  in  October  1993. 
Construction  that  began  in  June  1992  to  increase  the  capacity  of 
our  cafeteria,  valued  at  $4.2  million,  was  completed  last  month. 
Finally,  construction  on  two  outdoor  firearms  ranges  that  began 
in  December  1992,  valued  at  $5.9  million,  is  expected  to  be 
completed  later  this  month.   In  just  a  moment  I  will  update  you 
on  the  status  of  facility  improvements  at  both  Artesia  and  Davis- 
Monthan. 

I  also  want  you  to  know  that  every  possible  action  is  being 
taken  to  ensure  the  monies  are  being  well  spent.   The  Center 
continues  to  consult  closely  with  its  participating  agencies  so 
that  the  design  features  of  each  project  will  meet  current  and 
future  needs.   This  close  consultation  has  prolonged  the  period 
it  takes  to  design  and  construct  facilities;  however,  we  feel  the 
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time  and  effort  are  well  spent  because  it  will  ensure  that  funds 
are  efficiently  and  wisely  used. 

In  this  regard,  I  want  to  stress  that  the  Master  Plan 
represented  our  best  estimates  of  our  needs  at  the  time  it  was 
developed.   Obviously,  changing  events  have  and  will  continue  to 
dictate  modifications  to  the  various  projects  outlined  in  the 
original  plan  and  approved  by  the  Administration  and  the 
Congress.   I  assure  you  that  we  will  work  with  our  client 
agencies,  the  Treasury  Department,  the  Office  of  Management  and 
Budget,  and  the  Congress  in  dealing  with  these  changes. 

Before  moving  on  to  other  matters,  I  would  also  like  to  take 
this  opportunity  to  update  the  Committee  on  the  environmental 
restoration  and  reconstruction  of  the  FLETC's  outdoor  ranges. 

Environmental  Restoration/Reconstruction  of  the  Outdoor 

Firearms  Ranges 

Congress  provided  $2,479,000  in  FY  1993  and  $2,546,000  in  FY 
1994  to  begin  the  restoration  and  reconstruction  on  one  of  the 
four  outdoor  firearms  ranges  at  Glynco.   This  project  is 
necessary  because  testing,  done  in  conjunction  with  the 
Environmental  Protection  Agency  and  Georgia  Environmental 
Protection  Division,  disclosed  that  soil  and  surface  water  in  and 
around  the  outdoor  firearms  ranges  contained  unacceptable  lead 


1244 


12 
levels.   Additionally,  the  introduction  of  more  powerful  weapons 
raised  noise  and  safety  concerns  for  the  growing  communities 
adjacent  to  the  FLETC.   The  restoration  and  reconstruction  of 
these  ranges  will  rectify  both  problems.   Cost  of  restoration  and 
reconstruction  of  all  four  ranges  is  estimated  at  $22,500,000  and 
will  be  accomplished  over  a  multi-year  period  to  minimize  the 
impact  on  training.   Our  FY  1995  requests  ask  for  an  additional 
$2,585,000  for  restoration  and  reconstruction  of  the  ranges. 
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At  our  request,  the  U.S.  Army  Corps  of  Engineers  began  a 
study  to  determine  the  seriousness  of  the  lead  leaching  at  the 
ranges  and  what  action  the  FLETC  must  take  to  mitigate  the 
problem.   The  Corps  is  expected  to  complete  the  study  this  fiscal 
year  and  provide  the  FLETC  with  a  recommended  course  of  action  to 
address  the  problem.   Upon  receipt  of  the  study,  the  Center  will 
immediately  take  steps  to  correct  the  identified  environmental 
and  safety  problems.  M 


Artesia  Operations 

Purchase  of  the  Artesia  satellite  training  center  was 
completed  during  FY  1989.   The  facility  was  dedicated  and  the 
first  classes  completed  training  in  October  1989. 

Training  facilities  at  Artesia  now  include  a  161-bed 
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dormitory,  cafeteria  with  seating  to  serve  400  persons  per  meal, 
and  a  physical  training  complex.   There  are  a  total  of  ten 
general  purpose  classrooms  which  will  accommodate  up  to  363 
students.   Special  purpose  classrooms  include  a  24-person  . 
computer  classroom  and  a  24-person  fraudulent  document  lab. 
Other  specialized  facilities  at  Artesia  include  a  practical 
exercise  area,  a  mock  courtroom,  driver  training  and  firearms 
ranges,  a  rappelling  tower,  and  an  obstacle  course. 

During  FY  1993,  the  Center  trained  2,365  students  at 
Artesia.   In  FY  1994,  the  Center  projects  that  3,776  students 
will  be  trained  there,  and  3,613  students  are  projected  to  be 
trained  in  FY  1995. 

Although  the  Bureau  of  Prisons  (BOP) ,  the  Immigration  and 
Naturalization  Service  (INS) ,  and  the  Bureau  of  Indian  Affairs 
(BIA)  are  presently  the  largest  users  of  Artesia,  other  users 
include  the  Department  of  State,  the  U.S.  Customs  Service,  the 
U.S.  Forest  Service,  the  Department  of  Energy,  the  Internal 
Revenue  Service,  the  Department  of  Agriculture,  and  the  National 
Park  Service.   The  FLETC's  National  Center  for  State  and  Local 
Training  also  conducts  training  at  Artesia. 

The  rehabilitation  and  expansion  of  the  Artesia  center,  as 
authorized  by  the  Congress,  is  continuing  in  a  very  satisfactory 
manner.   As  mentioned  earlier,  construction  of  the  new  physical 
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training  facility  was  completed  in  1991.   The  cafeteria  and 
student  center  building  has  been  completely  renovated,  and  along 
with  the  main  classroom  building,  is  fully  operational.   An 
interim  driver/ firearms  training  facility  and  ranges  are  in  use 
with  construction  of  the  permanent  facility  and  additional  ranges 
expected  to  begin  in  late  FY  1994.   Construction  of  a  much  needed 
road  and  sidewalk  network  at  both  the  main  campus  and  the  remote 
firearms  and  driving  range  complex  has  been  completed. 
Additional  acreage  for  a  buffer  surrounding  the  remote  firing  and 
driving  ranges  also  has  been  acquired.   The  architectural  and 
engineering  design  for  the  dormitory  expansion  is  complete,  and 
we  are  in  the  final  stages  of  preparing  the  documentation  to 
solicit  bids  for  construction.   We  expect  to  award  a  contract  and 
begin  construction  on  this  project  in  September  1994. 
Additionally,  the  architectural  and  engineering  design  for  the 
administration  and  security  building  is  well  underway.   We  expect 
the  design  to  be  finalized  by  September  1994  at  which  time  we 
will  begin  the  process  of  procuring  construction  for  that 
facility. 

yucson  Operations 

In  1984  the  Department  of  Interior's  Bureau  of  Indian 
Affairs  (BIA)  requested  that  the  FXETC  manage  the  Indian  Police 
Academy,  and  assume  responsibility  for  training  its  law 
enforcement  personnel  and  tribal  police  officers.   Because  of  the 
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BIA's  need  to  conduct  its  training  at  a  site  in  the  Southwestern 
United  States,  the  FLETC  entered  into  a  five  year  lease 
(FY  1984-89)  with  Evergreen  Air  Center  for  the  use  of  the  Pinal 
Air  Park  at  Marana,  Arizona,  near  Tucson.   A  second  lease 
extended  the  arrangement  for  three  years  with  two  one-year 
options  renewable  at  the  Government's  request. 

The  Center  conducted  the  first  basic  BIA  training  program  in 
January  1985.   Principal  users  of  the  Marana  facility  were  the 
BIA  and  the  U.S.  Customs  Service.   Training  conducted  at  Marana 
was  essentially  for  those  students  who  were  posted  in  the  western 
regions  of  the  United  States. 

During  the  period  1985-1993,  the  FLETC 's  Marana  facility 
graduated  17,541  students  and  provided  36,675  student-weeks  of 
training  for  an  average  resident  student  population  (ARSP)  of  79. 
However,  the  cost  of  training  at  Marana  increased  dramatically 
because  the  lease  with  Evergreen  Air  Center  required  a  guaranteed 
ARSP  workload.   The  guaranteed  ARSP,  which  was  based  on  our 
agency's  projections,  failed  to  materialize  for  various  reasons, 
causing  the  training  costs  per  student  to  increase  to  an 
unacceptable  level.   Negotiations  with  Evergreen  to  reduce  the 
lease  costs  were  not  successful.   Additionally,  the  cooperation 
and  service  extended  to  us  by  the  lessor  deteriorated  to  the 
point  that  it  affected  our  ability  to  provide  the  quality  of 
training  our  participating  agencies  expected. 
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Congress,  aware  of  this  problem,  directred  in  its  review  of 
our  1993  appropriations  that  a  study  be  conducted  to  ascertain 
the  most  appropriate  way  to  continue  training  operations  in 
southern  Arizona.   The  study  submitted  to  this  Committee,  dated 
March  29,  1993,  recommended  that  Marana  training  operations  be 
moved  to  facilities  which  were  available  at  Davis-Honthan  Air 
Force  Base  in  Tucson. 

As  a  result  of  that  study,  the  Center  entered  into  an 
agreement  with  the  Department  of  Defense  (DOD)  for  use  of 
available  facilities  at  Davis-Monthan.   The  agreement,  which  was 
finalized  in  September  1993,  provides  for  the  FLETC  to  acquire 
and  occupy  modular  buildings  on  a  site  designated  by  Davis- 
Monthan.   It  also  provides  for  the  renovation  and  use  of  existing 
firing  ranges  and  the  provision  of  base  support  services  to  the 
FLETC  by  Davis-Monthan,   These  support  services  include  food  and 
lodging  for  the  students. 

Cost  of  operation  at  Davis-Monthan  will  be  substantially 
less  than  the  cost  previously  incurred  at  Marana.   The  annual 
lease  cost  at  Marana  was  $375,000  compared  with  an  annual  lease 
cost  at  Davis-Monthan  estimated  to  be  $103,000.   At  Davis-Monthan 
food  and  lodging  costs,  which  are  provided  on  a  space  available 
basis,  are  $16  per  day.   This  compares  very  favorably  against  the 
costs  to  the  Government  for  food  and  lodging  at  the  Marana  site. 
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In  the  Center's  FY  1994  appropriation,  the  Congress  provided 
$6  million  for  construction  of  facilities  at  Davis-Monthan. 
These  funds  specifically  were  earmarked  for  construction  of  a 
classroom  facility,  office  space,  driving  ranges,  support 
facilities,  and  a  burn  building.   Currently,  we  are  in  the 
process  of  selecting  an  architectural  and  engineering  (A&E)  firm 
to  design  the  classroom,  office  and  support  facilities,  and  the 
driving  ranges.   We  project  that  final  design  will  be  completed 
in  early  1995.   Thereafter,  allowing  for  prescribed  procurement 
actions,  we  expect  that  construction  will  begin  in  late  1995  or 
early  1996,  with  completion  in  November  1996.   A  Burn  Building 
facility,  which  will  allow  us  to  conduct  "controlled"  burns  for 
arson  investigation  training,  is  a  special  use,  one-of-a-kind 
facility,  and  the  design  and  construction  will  take  a  little 
longer  than  the  other  permanent  facilities.   We  are  projecting 
that  design  of  this  facility  will  be  completed  in  late  1995  with 
construction  to  begin  during  1996. 

In  the  interim,  the  FLETC  has  begun  to  conduct  training  at 
Davis-Monthan.   Two  modular  buildings  are  now  being  used  almost 
exclusively  for  U.S.  Customs  training.   Additionally,  to  the 
extent  the  Air  Force  can  make  available  housing  and  classroom 
facilities,  we  have  scheduled  other  training.   However,  because 
Davis-Monthan  is  a  highly  used  military  base,  we  have  not  had  the 
capability  to  consistently  schedule  as  much  training  as  we  would 
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like.   A  procurement  action,  recently  initiated  by  my  staff  to 
obtain  a  number  of  modular  buildings  to  serve  as  temporary 
facilities,  will  alleviate  this  problem.   These  include  space  for 
offices,  general  classrooms,  and  related  support  activities. 
These  structures  are  expected  to  be  ready  for  use  by  summer  at  a 
cost  estimated  to  be  $475,000.   Funding  for  these  modulars  is 
being  obtained  from  three  sources:   an  estimated  $100,000 
remaining  from  the  Marana  subsidy,  $260,000  from  the  construction 
monies  appropriated  for  Davis-Monthan,  and  the  remainder  from  the 
minor  construction  and  maintenance  monies  made  available  to  the 
Center  annually  by  the  Congress. 

Now,  Mr.  Chairman,  permit  me  to  brief  the  Committee  on  the 
activities  of  our  National  Center  for  State  and  Local  Training 
(OSL) . 

National  Center  for  State  and  Local  Training 

Glynco's  National  Center  for  State  and  Local  Training  was 
established  by  the  President  in  1982,  to  provide  training  for 
state  and  local  law  enforcement  agencies.   Since  its  inception, 
the  National  Center  has  received  broad  support  from  the  Federal, 
state,  and  local  law  enforcement  communities  which  provide 
subject  matter  experts  for  course  and  program  development  as  well 
as  instructional  services. 
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The  National  Center  is  charged  with  training  personnel  froa 
state  and  local  law  enforcement  agencies  in  advanced  topics 
designed  to  develop  s[>ecialized  law  enforcenent  skills.   Drawing 
on  specialized  training  facilities  already  available  at  the  FLETC 
and  the  expertise  of  the  participating  agencies'  and  FLETC 's 
staff,  participants  receive  instruction  in  advanced  progrzuDs  to 
meet  their  specific  needs. 

During  FY  1993,  there  were  3,229  state  and  local  students 
trained  through  the  National  Center  in  more  than  40  selected 
advanced  training  programs.   In  FY  1994  we  expect  to  train  2,892. 
In  FY  1995  we  project  that  3,536  state  and  local  students  will 
receive  training  through  the  National  Center. 

Because  of  the  success  of  the  National  Center,  many  of  these 
programs  are  being  conducted  on  an  export  basis  at  sites  across 
the  country,  including  our  satellite  centers.   Indeed,  the  number 
of  state  and  local  students  trained  annually  at  Glynco  has 
remained  at  approximately  2,000  for  the  last  several  years. 

The  National  Center  is  now  focusing  its  resources  on  the 
development  and  delivery  of  several  high  priority  programs  to 
address  current  and  pressing  needs  of  state  and  local  police. 
Some  examples  of  these  programs  are  the  Gang  Resistance  and 
Education  Training  (G.R.E.A.T)  Program,  Hate/Bias  Crimes  Training 
Program,  and  the  Airborne  Counterdrug  Operations  Training 
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Program . 

The  concept  for  G.R.E.A.T  originated  in  1991  when 
representatives  of  the  Bureau  of  Alcohol,  Tobacco  and  Firearms 
(ATF)  contacted  police  agencies  in  the  Phoenix,  Arizona,  area  to 
encourage,  through  a  Congress ionally-funded  pilot  program,  the 
development  of  a  teenage  gang  prevention  progreun. 
Representatives  from  the  Phoenix,  Glendale,  Tempe,  and  Mesa 
police  departments  met  and  developed  a  program  format  designed  to 
reduce  gang  activity  and  to  educate  young  people  about  the 
consequences  of  gang  involvement.   It  is  modeled  after  the  very 
successful  Drug  Abuse  Resistance  Education  (DARE)  Program  which 
is  being  taught  throughout  the  world  and  is  a  very  effective  tool 
for  preventing  young  people  from  becoming  involved  in  drug  abuse. 

The  National  Center,  in  partnership  with  ATF  and  the  Phoenix 
Police  Department,  further  developed  and  expanded  the  G.R.E.A.T 
program  from  a  localized  effort  to  a  national  training 
initiative.   Eight  training  progreuns  were  delivered  during  the 
summer  of  1993  utilizing  the  $250,000  appropriated  to  FLETC  for 
G.R.E.A.T.   The  $500,000  appropriated  to  FLETC  for  G.R.E.A.T  in 
FY  1994  will  be  used  to  deliver  an  additional  21  prograas  this 
year.   The  continuing  response  to  G.R.E.A.T  is  overwhelming  with 
approximately  200  pending  applications.   Highest  priority  for 
training  is  being  given  to  those  cities  with  which  ATF  has  a 
cooperative  agreeaent  to  provide  funding  for  the  operational 
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support  of  the  G.R.E.A.T  program.   Although  training  will  be 
exported  to  various  sites  across  the  United  States  to  make 
maximum  use  of  the  funding  provided,  we  anticipate  that  our 
Tucson  center  will  serve  as  the  hub  site  for  this  training  as 
soon  as  facilities  are  ready  at  Davis-Monthan. 

Our  staff  at  Artesia  and  the  National  Center,  in  cooperation 
with  the  Department  of  Justice's  Community  Relations  Service 
(CRS) ,  developed  the  Hate/Bias  Crimes  Training  Program.   The 
program  is  designed  to  encourage  state  and  local  agencies  to 
correctly  identify  and  report  hate/bias  crimes  and  enhance  their 
capabilities  in  investigating  and  successfully  prosecuting 
hate/bias  incidents.   Students  will  receive  instruction  in  topics 
such  as  recognition  and  elements  of  a  hate/bias  crime,  initial 
response  procedures,  victim/ community  needs,  legal 
considerations,  investigative  strategies,  and  tracking  systems. 
Programs  will  be  offered  on  a  regional  basis  in  a  train-the- 
trainer  format  with  the  ultimate  recipient  of  the  training  being 
the  responding  officer  who  arrives  first  at  a  hate  crime 
incident.   A  pilot  of  this  program  will  be  run  in  New  Jersey  this 
summer.   Additionally,  FLETC  staff  will  conduct  a  hate/bias 
workshop  for  victim  witness  coordinators  and  Assistant  U.S. 
Attorneys  later  this  year. 

Another  training  initiative  of  the  National  Center  is  the 
Airborne  Counterdrug  Operations  Training  Program.   This  program 
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is  designed  to  improve  the  ability  of  state  and  local  law 
enforcement  agencies  to  more  fully  and  effectively  utilize 
aircraft  support  available  through  various  sources  including  the 
Department  of  Defense  (DOD) .   Ground-based  law  enforcement 
planning  for  and  coordinating  DOD  provided  airborne  support. 
Civilian  and  military  air  crews  will  be  trained  in  basic  law 
enforcement  practices,  police  concepts,  law  enforcement  use  of 
airborne  resources,  and  the  vocabulary  of  law  enforcement. 
Additionally,  law  enforcement  airborne  observers  will  be  trained 
in  the  practice  and  techniques  of  airborne  counterdrug 
operations.   The  need  for  this  program  is  driven  by  the 
increasing  amount  of  DOD  and  National  Guard  assets  being  made 
available  for  civilian  counter  drug  operations.   Two  programs 
were  conducted  in  FY  1993,  and  6  programs  are  scheduled  for  FY 
1994. 

Financial  Fraud  Institute 

The  Financial  Fraud  Institute  (FFI)  was  established  by  the 
FLETC's  Board  of  Directors  in  April  1989  to  serve  as  the  hub  for 
the  Federal  Government's  efforts  in  the  fight  against 
sophisticated  white  collar  crime.   The  FFI  provides  training 
and/or  coordinates  training  related  research  and  course 
development,  and  provides  an  organized  network  for  sharing 
training  concepts/materials  in  the  white  collar  crime  arena 
including  financial  and  computer  crimes. 
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The  FFI  proactively  identifies  training  methodologies  and 
provides  knowledge  and  skills  criminal  investigators  need  to 
combat  the  ever  increasing  sophistication  of  financial  and 
computer  crime.   The  FFI  is  an  important  element  in  dealing  with 
this  growing  crime  problem  and  offers  programs  such  as  Criminal 
Investigations  in  an  Automated  Environment,  White  Collar  Crime 
Training  Program,  Advanced  Financial  Fraud  Training  Program, 
International  Banking  and  Money  Laundering  Training  Program, 
Computer  Evidence  Analysis  Training  Program,  Telecommunications 
Fraud  Training  Program,  and  the  International  Financial  Fraud 
Training  Program.   A  consultant  group  provides  guidance  on  the 
trends  and  areas  of  high  risk  crime  that  should  be  addressed  in 
the  FFI  programs.   This  group  is  made  up  of  government  and 
private  industry  experts  including  the  Internal  Revenue  Service's 
Criminal  Investigation  Division;  the  Inspector  General  community; 
and  representatives  from  the  American  Bankers  Association,  the 
Computer  Security  Institute,  and  the  American  Institute  of 
Certified  Public  Accountants,  just  to  neune  a  few. 

New  Training  Technologies 

In  addition  to  its  extensive  efforts  in  hands-on  training, 
the  Center  continues  to  investigate  new  methodologies  and 
technologies  for  delivery  of  training  to  meet  the  demands  of  its 
participating  agencies.   This  effort  naturally  involves 
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discussion  with  our  participating  agencies  on  their  current  and 
future  requirements,  and  the  review  of  existing  and  new 
technologies.   I  would  now  like  to  take  a  few  moments  and  discuss 
how  we  view  the  future  of  law  enforcement  training  as  it  relates 
to  new  training  technologies. 

Throughout  the  worldwide  training  community,  there  is  an 
increased  demand  and  widespread  use  of  simulators  to  replicate 
situations  or  equipment  which  trainees  will  encounter  in  the 
performance  of  their  duties.   The  FLETC  has  already  incorporated 
simulators  into  its  training  courses.   One  example  is  the 
Judgmental  Pistol  Shooting  (JPS)  program  originally  conceived  at 
Glynco  and  now  marketed  commercially.   This  system  consists  of  a 
microcomputer  and  a  revolver  or  semi-automatic  pistol  containing 
a  laser  module.   The  student,  in  using  the  JPS,  is  required  to 
make  a  correct  judgment  or  decision  involving  the  use  of  deadly 
force  in  response  to  a  series  of  shoot/don't  shoot  scenarios. 
The  simulator  evaluates  and  graphically  displays  the  shooter's 
judgment,  accuracy,  reaction  time,  and  appropriate  training 
options.   Another  example  is  Sneaky  Brake,  a  wireless  remote 
control  skid  inducer  recently  developed  by  the  FLETC 's  Driver 
Training  staff.   It  is  now  being  used  in  our  driver  training 
programs  where  students  learn  skid  control  techniques.   Although 
there  are  other  skid  inducers  used  at  training  sites  across  the 
U.S.,  Sneaky  Brake  is  unique.   While  other  systems  require  either 
an  instructor  riding  with  a  student,  or  the  student,  to  take  some 
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action  to  induce  a  skid,  SneeUcy  Brzdce  can  be  activated  remotely. 
This  greatly  increases  the  student's  element  of  surprise  and 
allows  the  instructor  to  control  not  only  when  and  where  the  skid 
will  occur,  but  the  magnitude  of  the  skid  as  well.   Since  the 
instructor  does  not  have  to  be  in  the  car  with  the  student,  the 
incidence  of  motion  sickness,  a  common  problem  suffered  by 
instructors  who  spend  long  periods  of  time  in  skidding  vehicles, 
is  alleviated.   This  allows  instructors  to  spend  more  time 
training  and  improves  their  overall  ability  to  evaluate  student 
performance. 

The  FLETC  and  our  participating  agencies  intend  to 
investigate  and  take  advantage  of  emerging  communications  and 
data  "highways"  to  train  thousands  of  students  without 
transporting  them  to  FLETC  training  centers. 


Award  of  Excellence  in  Law  Enforcement  Training 

In  January  1994,  the  Center  held  its  third  ceremony  to 
present  the  Award  of  Excellence  in  Law  Enforcement  Training. 
These  awards  honor  individuals  and  organizations  making 
outstanding  contributions  to  the  profession  of  law  enforcement 
training.   They  are  presented  annually  by  the  Secretary  of  the 
Treasury,  and  we  believe  they  provide  much  deserved  recognition 
to  the  law  enforcement  training  profession. 
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FLETC  Quality 

I  would  like  to  mention  that  the  Center  continues  to  adopt 
new  concepts  and  methodologies  to  ensure  that  the  quality  of  our 
training  remains  high  and  that  the  Center  remains  an  innovator  in 
the  field  of  law  enforcement  training. 

"FLETC  Quality,"  as  we  refer  to  it,  focuses  on  continuous 
review  and  analysis  of  work  processes  to  solve  problems  or  to 
identify  better  methods  for  accomplishing  tasks  by  those  actively 
involved  in  the  work  process.   Employee  involvement  and 
empowerment  is  a  cornerstone  concept  of  total  quality  management. 
This  initiative  is  completely  consistent  with  the 
Administration's  emphasis  on  reinventing  the  Government  and 
recommendations  of  the  Vice  President's  National  Performance 
Review. 

Strategic  Plan 

The  FLETC  has  begun  an  initiative  to  update  its  strategic 
plan.   We  began  the  first  phase  of  this  two  phase  process,  an 
assessment  of  our  current  environment,  in  February  of  this  year. 
The  assessment,  when  completed  in  March  of  this  year,  will  give 
the  Center  a  clear  and  detailed  picture  of  operating  conditions 
as  they  exist  today  so  we  can  more  effectively  plan  for  the 
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future.   The  second  phase  will  be  to  develop  the  strategic  plan 
itself,  establishing  long  range  goals  along  with  the  strategies 
and  aeasures  necessary  to  reach  those  goals.   To  meike  this 
process  as  aeaningful  as  possible,  we  are  involving  as  many  of 
our  own  and  participating  agency  staff  as  feasible.   Addition- 
ally, the  plan  will  coaply  with  the  requirements  outlined  in  the 
Government  Performance  and  Results  Act  of  1993.  That  Act,  passed 
by  the  Congress  and  signed  by  the  President  during  the  summer  of 
1993,  requires  all  agencies  to  develop  and  submit  five-year 
strategic  plans  to  the  Office  of  Management  and  Budget  by 
September  30,  1997. 


Officer  Safety  and  Survival  Collocmv 

The  Center  conducted  an  Officer  Safety  and  Survival  Colloquy 
on  January  25-27,  1994.   This  was  the  latest  in  a  series  of 
colloquies  conducted  by  the  Center  which  provide  law  enforcement 
trainers  with  a  forxim  to  exchange  ideas,  techniques,  and 
attitudes  in  a  particular  subject  area.   As  the  title  indicates, 
this  colloquy  focused  on  the  critical  subject  matter  of  officer 
safety  and  survival.   Recognized  experts  from  around  the  country 
facilitated  the  exchange  of  information.   The  audience  consisted 
of  trainers  from  federal,  state,  and  local  law  enforcement.   The 
Law  Enforcement  Television  Network  (LETN)  also  taped  the 
colloquy.   A  panel  discussion,  involving  officers  who  were 
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involved  in  critical  shooting  incidents  and  how  they  survived, 
was  broadcast  live  by  LETN. 

Closing 

Mr.  Chairman,  in  closing,  I  would  like  to  emphasize  that  I 
remain  strongly  committed  to  the  effort  of  the  Administration  and 
this  Subcommittee  to  control  government  expenditures.   At  the 
same  time,  I  am  committed  to  the  mission  of  the  Center  to  provide 
high  quality  training  at  the  lowest  possible  cost.   Substantial 
savings  are  being  realized  through  the  operation  of  the  Center  as 
a  consolidated  training  facility,  and  I  recognize  that  our 
success  is  made  possible,  in  large  part,  through  this  Committee's 
support  and  guidance.   I  look  forward  to  your  continued  support 
as  we  strive  to  remain  a  "Center  of  Excellence." 

My  colleagues  and  I  are  available  to  answer  any  questions 
you  may  have  concerning  this  appropriation  request. 
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PER  DIEM  COSTS 


Mr.  HOYER.  In  reading  your  statement,  we  have  costs  per  day  of 
about  $21,  $22? 

Mr.  RiNKEViCH.  I  think  it  is  $27. 

Mr.  HoYER.  That  is  opposed  to  the  average  per  diem  cost  of  $148, 
which  is  how  you  get  to  your  $81  milUon? 

Mr.  RiNKEViCH.  That  is  correct. 

Mr.  HOYER.  How  much  do  they  spend  in  Quantico? 

Mr.  RiNKEViCH.  I  do  not  know  off  the  top  of  my  head  what  the 
cost  at  Quantico  is. 

Mr.  HOYER.  The  $81  milHon  assumes  off-base  or  off-site  housing? 

Mr.  RiNKEViCH.  It  would  assume  off-base  housing  if  the  training 
were  conducted  in  Atlanta,  Washington,  DC  or  San  Francisco. 

Mr.  Darden,  we  are  glad  to  have  you  here.  Before  I  start  ques- 
tions, I  would  like  to  ask  if  Mr.  Lightfoot  has  any  opening  comment 
he  would  like  to  make. 

RANKING  MEMBERS  REMARKS 

Mr.  Lightfoot.  Just  to  welcome  our  witnesses  once  again.  Mr. 
Noble,  glad  to  have  you  back.  Mr.  Muhoz,  glad  to  see  you,  sir.  You 
missed  one  day  this  week.  That  goes  on  the  attendance  record.  We 
appreciate  you  coming  this  morning. 

As  I  mentioned  yesterday,  the  biggest  concern  is  making  the 
budget  cuts  and  the  FTE  cuts  in  the  various  agencies  that  you  gen- 
tlemen are  responsible  for.  And  overall,  this  maybe  is  an  old  line 
that  has  been  overworked,  but  be  sure  we  are  not  being  penny  wise 
and  pound  foolish  as  we  go  through  this  whole  process,  and  that 
you  all  have  the  capabilities  to  do  the  tasks  with  which  you  have 
been  burdened.  We  are  here  to  try  to  hopefully  help  you  be  the  best 
you  can  be.  I  think  that  has  been  our  overall  attitude  in  this  whole 
process  and  will  continue  to  be  so.  We  appreciate  your  cooperation 
as  well. 

Mr.  Noble.  We  appreciate  that. 

Mr.  HOYER.  For  Members  that  came  in,  we  have  got  five  agen- 
cies. We  are  going  to  try  to  hear  them  by  12:00.  So  we  will  try  and 
go  relatively  quickly.  And  we  will  submit  questions.  But  I  would 
like  to  recognize  Mr.  Darden,  who  was  along  with  us  when  we  vis- 
ited FLETC. 

VISIT  TO  THE  CENTER 

Mr.  Darden.  I  missed  the  comment  a  while  ago.  I  heard  the  re- 
sponse outside.  I  do  want  to  thank  Mr.  Rinkevich  and  everybody 
at  FLETC,  Mr.  Dooher  and  others,  for  the  hospitality  they  ex- 
tended to  us.  We  got  quite  a  briefing  in  the  short  time  we  spent 
at  FLETC.  Mr.  Chairman,  if  you  have  seen  the  Golden  Isles  area, 
I  think  you  will  be  coming  back  to  visit  us. 

Mr.  HOYER.  That  is  the  portion  we  are  going  to  add  to  FLETC? 

MS.  HOCHBERG'S  APPOINTMENT 

Mr.  Darden.  Right.  Also,  we  were  accompanied  by  Mr.  Noble's 
deputy.  Faith  Hochberg,  who  I  understand  is  having  a  birthday 
today. 

Mr.  Noble.  If  I  could  just  interject,  I  know  your  sources  of  infor- 
mation are  quite  good.  I  am  finding  this  out  from  you  for  the  first 
time.  She  has  also  been  designated,  sir,  to  be  the  next  U.S.  Attor- 
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ney  for  the  District  of  New  Jersey.  So  we  hope  that  our  relations 
with  the  Justice  Department  will  continue  to  improve,  and  Faith 
will  not  forget  her  brief  history  with  Treasury.  Thank  you,  sir, 

Mr.  HOYER.  Mr.  Wolf,  in  light  of  the  fact  that  everybody  is  saying 
something,  we  would  like  to  recognize  you. 

FISH  AND  WILDLIFE  TRAINING  FACILITY 

Mr.  Wolf.  I  was  going  to  ask  a  question,  if  I  could.  I  have  noth- 
ing controversial  exactly  with  regard  to  their  agencies,  but  I  did 
want  to  raise  one  issue.  I  want  to  welcome  you  to  the  committee. 

I  have  been  a  little  bit  concerned  as  we  have  raised  in  the  past 
about  the  consolidations.  I  think  you  have  done  a  good  job.  I  want 
to  know  if  you  could  bring  us  up  to  date  on  what  we  asked  you  sev- 
eral years  ago  about  the  Fish  and  Wildlife  situation  in  West  Vir- 
ginia. And  the  latest  development  that  I  have  given  to  your  staff, 
Mr.  Chairman,  Senator  Byrd  went  ahead  to  begin  to  develop  a  law 
enforcement  training  facility  out  in  West  Virginia. 

Mr.  RiNKEViCH.  Shepherdstown.  To  our  knowledge,  Mr.  Wolf, 
that  center  is  not  going  to  include  facilities  that  would  allow,  per- 
mit, or  in  any  way  have  the  capability  of  providing  law  enforce- 
ment training  in  the  special  training  areas.  It  would  have  class- 
rooms which  would  be  used,  as  we  understand  it,  for  training,  and 
it  would  affect  folks  that  are  non-law  enforcement  in  the  Fish  and 
Wildlife  Service. 

Where  it  would  affect  law  enforcement  is  in  the  need  in  that  or- 
ganization to  have  their  naturalists,  biologists,  and  technical  ex- 
perts attend  some  training  programs  together  with  law  enforce- 
ment personnel  for  cross  fertilization.  To  our  knowledge,  though, 
they  do  not  intend  to  withdraw  any  of  the  law  enforcement  training 
they  are  now  doing  at  Glynco  or  at  our  Western  facilities  as  a  re- 
sult of  that  facility  being  created. 

Mr.  Wolf.  So  everyone  from  Fish  and  Wildlife  will  continue  to 
go  through  your  facility? 

Mr.  RiNKEViCH.  That  is  our  understanding,  yes,  sir. 

Mr.  Wolf.  I  think  it  is  something  we  ought  to  try  to  find  out. 
I  have  given  your  staff,  Mr.  Chairman,  a  letter  today.  The  concern 
that  we  have  had  about  some  of  these,  if  you  recall,  the  FBI 
fingerprinting  lab  was  moved  to  West  Virginia.  I  found  out  the 
other  day  that  only  15  percent  of  those  people  moved.  Most  were 
minorities,  didn't  want  to  go  there,  for  whatever  reason. 

Judge  Sessions  had  promised  jobs  to  all  those  people.  Yesterday, 
the  FBI  withdrew  that  pledge.  They  are  going  to  have  to  RIF  all 
those  people.  Then  I  found  two  other  agencies  are  moving  to  that 
location  from  the  Justice  Department,  people  from  this  area,  family 
and  friends.  It  is  a  very,  very  frustrating  thing.  I  would  like  the 
Chairman  to  take  a  look  at  that. 

LAW  ENFORCEMENT  TRAINING  FACILITIES 

That  is  off  the  subject,  it  has  nothing  to  do  with  you.  I  just  want 
you  to  make  sure — if  they  did  it  and  they  are  going  to  have  their 
own  training  center,  there  is  nothing  this  committee  can  do.  But 
it  would  be  important  to  ensure  there  isn't  duplication,  particularly 
in  law  enforcement,  if  they  are  doing  something  in  the  area  of  the 
environment — ^but  there  really  shouldn't  be  a  duplication.  And  they 
shouldn't  withdraw  their  people  from  your  operation.  I  think  we 
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should  be  mgiking  almost — and  it  has  been  a  tough  battle  going  on 
here  for  12  years,  making  sure  that  all  of  the  law  enforcement 
functioning  is  funneled  through  this  facility  and  what  your  people 
are  doing,  and  not  duplicating. 

So  if  you  could  just  check  and  make  sure.  You  can't  stop  them, 
but  I  would  like  to  know  for  the  record  whether  or  not  they  plan 
on  pulling  out.  And  maybe  if  they  are  asked  now,  it  may  be  a  dis- 
incentive for  them  at  a  later  time. 

Mr.  Noble.  We  will  make  sure  we  keep  the  Committee  apprised. 

[The  information  follows:] 

Agencies  Withdrawing  From  Training 

At  this  time,  we  axe  not  aware  of  any  agency  that  is  planning  on  withdrawing 
from  the  FLETC. 

AGENCIES  NOT  TRAINING  AT  THE  CENTER 

Mr.  HOYER.  Let  me  ask  some  quick  questions.  DEA,  Army-Air 
Force  Special  Investigative  Services,  and  Postal  Service  do  not 
train  at  FLETC.  What  are  we  doing  to  market  FLETC?  They  have 
contractual  memorandums  of  understanding,  but  they  are  never- 
theless voluntary;  correct? 

Mr.  RiNKEVlCH.  Yes. 

Mr.  HOYER.  So  any  one  of  them  could  pull  out  from  year  to  year. 
What  are  we  doing  to  market  FLETC  to  those  organizations  not 
participating  or  to  which  we  can  expand  our  services,  assuming  the 
availability  and  capacity? 

Mr.  RiNKEViCH.  We  maintain  very  good  relations  with  each  of 
those  organizations  and  they  know  our  capability,  both 
programmatically  as  well  as  our  physical  plant  capability.  To  that 
extent,  we  engage  in  marketing  our  services  to  them. 

I  would  comment,  Mr.  Chairman,  that  we  have  been  engaged  in 
discussions  most  recently  with  the  Office  of  Special  Investigations 
as  to  the  feasibility  of  their  moving  their  training  to  Glynco. 

Mr.  HOYER.  Which  one  is  that? 

OFFICE  OF  SPECIAL  INVESTIGATIONS 

Mr.  RiNKEViCH.  Office  of  Special  Investigations,  United  States 
Air  Force.  I  do  not  know  the  results  of  their  own  internal  reviews, 
but  in  the  last  month  we  have  had  a  team  of  their  training  experts 
visit  our  facility  to  look  at  our  programs,  and  our  capability. 

UNITED  STATES  POSTAL  SERVICE 

We  have  also  been  in  discussions  with  the  United  States  Postal 
Service.  We  have  learned  very  recently,  as  a  matter  of  fact  just  last 
evening,  that  they  are  interested  in  continuing  those  discussions  in 
regard  to  training  the  United  States  Postal  Police.  I  am  not  sure 
how  large  a  force  that  is  across  the  country. 

COMPARATIVE  COST  ANALYSIS 

Mr.  HoYER.  Have  you  made  any  analysis  of  the  comparative 
costs?  What  they  are  now  spending  at  alternative  facilities  and 
what  would  it  cost  us  to  do  the  job? 
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Mr.  RiNKEViCH.  We  haven't,  sir,  but  I  know  the  Office  of  Special 
Investigations  is  doing  this  based  on  a  request  from  them  for  our 
cost  information.  I  presume,  as  our  negotiations  continue  with  the 
Postal  Service,  that  we  will  be  asked  to  provide  this  information 
also. 

CONSOLIDATED  TRAINING 

Mr.  HOYER.  FLETC  needs  to  show  that  it  has  a  great  product 
and  can  give  it  cheaper  than  an  agency  can  now  buy  it.  What  Mr. 
Wolf  is  sajdng  and  what  we  have  seen  is,  there  is  a  terrific  cen- 
trifugal force  that  occurs  where  everybody  wants  to  do  it  because 
they  have  control  over  it.  That  is  understandable.  But  if  we  are 
going  to  do  more  with  less,  we  need  to  organize  better. 

Now,  we  have  organized  it  at  FLETC.  We  do  have  the  capability. 
We  obviously  have  some  housing  problems.  We  saw  some  pretty 
bad  housing  structures  there.  I  accused  you  for  setting  them  up  for 
my  visit. 

Mr.  Noble.  When  I  go  to  visit,  the  cars  that  pick  me  up,  are 
ready  to  fall  apart,  only  because  it  is  old,  not  because  of  the  quality 
of  the  car. 

Mr.  HOYER.  Right.  But  in  any  event,  we  need  to  have  an  effective 
package  to  show  to  others  what  we  can  do,  and  the  fact  that  we 
can  do  it  cheaper. 

Mr.  Wolf.  I  just  wonder,  was  this  looked  at  by  the  Gore 
reinventing  government,  and,  secondly,  does  the  administration 
have  the  ability  to  direct — I  didn't  know  the  list  of  ones  that 
weren't  using  it.  Could  you  read  that  again? 

Mr.  HoYER.  DEA,  Army  and  Air  Force  Special  Investigative  Serv- 
ices and  the  Postal  Service  do  not  train  at  FLETC.  FBI  has  its 
own. 

Mr.  Noble.  And  Veterans  Administration. 

Mr.  Wolf.  Where  do  they  train? 

Mr.  RiNKEViCH.  They  have  a  training  center  of  their  own  in  Ar- 
kansas. 

Mr.  Hover.  If  we  had  this  marketing  document,  I  could  write  to 
Mr.  Stokes  and  Mr.  Smith,  who  have  jurisdiction  over  those  two 
entities,  and  say  to  them,  look,  you  ought  to  consider  this  as  an  op- 
tion, and  we  will  save  money  if  you  did  it  there. 

NATIONAL  performance  REVIEW 

Mr.  Wolf.  It  was  looked  at  in  the  Vice  President's 


Mr.  Noble.  Partially,  sir.  The  NPR  was  looking  at  it  as  it  related 
to  the  Justice  Department  facilities,  because  there  are  plans  under 
way  for  DEA  to  build  its  own  facility,  as  I  understand  it.  But  they 
have  not  looked  at  it,  at  least  up  until  this  point,  broadly  across 
Federal  law  enforcement. 

But  there  is  no  reason  why  we  can't  propose  that  and  consider 
that. 

Mr.  Wolf.  I  think  it  would  be  worth  looking  at,  particularly  with 
the  list  that  the  Chairman  had.  Thank  you. 
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WORKLOAD  PROJECTIONS 


Mr.  HOYER.  I  have  got  a  lot  of  other  questions,  but  I  will  just  ask 
you  to  address  this  one,  and  I  will  submit  the  others.  We  have  had 
an  ebb  and  flow  of  demand  on  your  services  that  creates  windfalls 
and  shortfalls.  We  were  pretty  far  off  in  our  projections  this  past 
year,  about  50  percent. 

How  often  do  you  have  that  sort  of  swing  of  demand?  Is  there 
a  way  of  improving  these  estimates,  stabilizing  them? 

Mr.  RiNKEViCH.  Part  of  the  problem,  Mr.  Chairman,  as  you 
know,  is  that  in  order  for  us  to  submit  the  budget,  we  need  to  de- 
velop the  work  load  projections  for  the  agencies  roughly  two  years 
in  advance  of  the  time  we  submit  the  budget.  So  no  matter  how 
clairvoyant  an  agency  is  we  are  still  dealing  with  a  two-year  time 
gap  between  what  they  tell  us  when  they  prepare  the  budget  and 
when  they  execute  it. 

Mr.  HoYER.  Mr.  Panetta  wants  to  go  to  a  biennial  budget  to  solve 
that  problem. 

Mr.  RiNKEViCH.  We  have,  in  fact,  over  the  course  of  my  years  at 
the  center  had  swings,  as  you  indicated.  In  some  cases  because  of 
the  information  provided  to  us  from  our  agencies,  we  have  under- 
estimated the  numbers  of  students  we  would  train.  Then  we  have 
been  in  the  reverse  situation  where  we  overestimated. 

I  might  add  that  this  is  not  a  problem  that  the  agencies  can  eas- 
ily solve.  They  are  not  sitting  there  trying  to  mislead  us,  obviously. 
It  is  a  function  of  the  way  in  which  initiatives  are  created,  both  in 
the  Congress  as  well  as  in  the  administration. 

For  example,  during  my  first  year  at  the  center,  congressional 
initiatives,  added  1,000  border  patrol  agents  in  one  year.  That 
would  have  been  1983  or  1984.  At  the  Immigration  Service,  that 
resulted  in  us  having  to  undertake  very  dramatic  facility  enhance- 
ments. So  I  am  not  sure  what  the  answer  is,  Mr.  Chairman.  We 
contact  the  agencies  on  a  regular  basis  to  update  that  information. 
This  is  just  something  that  I  think  we  are  going  to  have  to  live 
with  in  terms  of  being  able  to  predict  projections. 

This  budget  does  have  a  request  for  the  money  that  you  appro- 
priate for  supporting  basic  training  to  be  put  into  a  no  year  ac- 
count. If  approved,  this  may  resolve  the  dilemma. 

Mr.  HOYER.  That  is  the  $8.8  million? 

Mr.  RiNKEViCH.  Yes,  sir — that  money  would  be  available  until  ex- 
pended. If  we  under  estimate  the  student  projections,  what  is  left 
over  will  be  available  in  the  next  year. 

Mr.  HoYER.  Have  you  had  no  year  money  in  the  past? 

Mr.  RiNKEViCH.  In  the  construction  account. 

Mr.  HoYER.  But  not  in  the  operating  account? 

Mr.  RiNKEViCH.  I  am  not  certain,  but  I  will  supply  for  the  record. 

[The  information  follows:! 

No  Year  Funding  in  the  Operating  Account 

From  FY  1984  through  FY  1988,  the  FLETC  had  a  no  year  salaries  and  expenses 
(S&E)  account  for  minor  construction  and  maintenance.  In  FY  1987,  a  two  year  S&E 
account  was  appropriated  for  the  construction  of  the  anti-terrorist/physical  security 
complex.  In  Fy  1992,  a  no  year  S&E  supplemental  was  passed  providing  funds  for 
increased  training  due  to  a  buildup  by  the  U.S.  Border  Patrol. 
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PROJECTED  CARRYOVER 

Mr.  HOYER.  Do  you  have  a  projected  carryover  at  the  end  of  this 
year? 

Mr.  RiNKEVlCH.  At  the  end  of  this  current  fiscal  year? 

Mr.  HOYER.  You  are  not  going  to  carry  it  over,  but  if  you  had  a 
carryover,  how  much  would  it  be? 

Mr.  Staton.  We  can  calculate  it. 

[The  information  follows:] 

Projected  Carryover 
The  Center  anticipates  that  $237,000  will  expire  at  the  close  of  FY  '94. 

BUDGET  SUPPLEME^^^ALS 

Mr.  HOYER.  We  have  got  a  number  of  questions  along  this  area 
because  I  want  to  see  if  we  can  figure  out  how  to  manage  this.  How 
many  times  have  you  had  to  come  in  for  supplementals  to  take  care 
of  the  surge? 

Mr,  RiNKEViCH.  I  believe  what  we  have  done  is  go  to  the  Depart- 
ment and  the  Department  has  taken  extra  money  "out  of  its  hide." 
I  would  like  to  provide  our  response  for  the  record. 

[The  information  follows:] 

Budget  Supplementals 

In  the  last  five  years,  the  FLETC  has  had  one  supplemental  appropriatoin.  This 
was  in  FY  1992  and  it  was  necessary  due  to  a  mid-year  increase  of  training  required 
by  the  U.S.  Border  Patrol.  This  supplemental  was  offsset  by  rescission  elsewhere 
within  the  Treasury  Department. 

Mr.  HoYER.  Mr.  Lightfoot. 

Mr.  LiGHTFOOT.  Thank  you,  Mr.  Chairman. 

HOUSING 

Concerning  what  the  Chairman  was  talking  about,  and  he  asked 
a  lot  of  the  questions  I  had  in  mind,  so  it  saves  some  time,  but  in 
looking  at  the  numbers  that  you  are  looking  at,  the  numbers  con- 
cerning your  estimates  for  this  year,  or  for  next  year,  rather,  com- 
paring that  to  the  housing  situations  you  have,  it  looks  like  you 
may  have  some  problems  there. 

How  do  you  plan  to  address  that  particular  situation? 

Mr.  RiNKEVlCH.  While  the  housing  situation,  Mr.  Lightfoot  is  not 
as  desirable  as  we  would  like,  it  is  among  the  easier  situations  to 
address,  because  we  can  house  our  students  in  local  hotels  and  in 
fact  we  do.  We  have  standing  arrangements  with  a  number  of  ho- 
tels and  a  competitive  procurement  process  so  that  if  we  do  not 
have  the  capacity  in  the  Center,  we  move  the  students  to  the  hotels 
in  the  communities. 

That  increases  costs,  because  those  costs  are  greater  than  what 
we  can  provide  at  the  Center.  We  have  to  provide  transportation 
and,  of  course,  students  miss  a  very  important  part  of  the  experi- 
ence at  FLETC,  which  the  Assistant  Secretary  talked  about,  that 
is  commingling  with  people  from  other  agencies. 

So  we  are  accommodating  the  housing  shortage,  although  not  in 
as  desirable  a  way.  We  have  been  able  to  get  by  with  that. 
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OFF  CENTER  HOUSING 


Mr.  Noble.  But  it  presents  a  problem,  a  real  problem.  A  number 
I  of  our  students  are  experienced  in  law  enforcement  at  the  State 
and  local  level  who  bring  their  families.  If  the  accommodations  are 
poor.  When  they  go  back  to  their  offices  or  headquarters,  they  say, 
why  do  we  have  to  go  to  FLETC?  Why  can't  we  do  the  training  at 
this  facility  or  that  facility? 

With  the  real  estate  market  being  what  it  is,  they  are  able  to  ne- 
gotiate better  rates  than  they  would  ordinarily.  So  it  is  something 
that  we  have  to  attend  to  quickly,  otherwise  the  overall  experience 
will  be  so  unpleasant  it  is  going  to  be  difficult  to  keep  people  com- 
ing on  a  regular  basis. 

Mr.  HOYER.  The  best  marketing  tool  is  a  happy  customer. 

Mr.  LiGHTFOOT.  That  plays  into  what  you  are  talking  about  ear- 
lier, trying  to  market  the  center  to  these  other  agencies.  Without 
customer  satisfaction,  that  isn't  going  to  happen,  unfortunately. 

With  continuing  numbers  of  students  coming  on,  and  hopefully 
you  will  add  more  to  it  as  you  get  other  agencies  involved  with  it, 
I  don't  want  to  belabor  this  housing  thing,  but  if  I  heard  you  cor- 
rectly it  costs  you  more  to  put  them  out  in  motels. 

Mr.  Noble.  Right. 

IMPROVING  HOUSING 

Mr.  LiGHTFOOT.  Are  you  going  to  make  some  requests  from  us  for 
some  funding  to  try  and  improve  the  housing? 

Mr.  Noble.  We  will  have  to  do  that,  and  our  pitch  will  be  that 
every  dollar  you  invest  in  FLETC  will  go  to  70  Federal  law  enforce- 
ment agencies.  I  mean  it  will  be  used  for  a  diverse  range  of  Federal 
law  enforcement  agencies. 

One  of  the  things  that  the  center  is  doing  now  is  looking  at  what 
kind  of  proposals  they  will  need  to  make  sure  that  we  can  provide 
adequate  accommodations.  Some  of  your  colleagues  were  there,  so 
you  know  the  accommodations  need  improvement.  We  want  to 
make  sure  things  don't  get  too  far  behind.  We  are  looking  at  that 
right  now,  sir. 

Mr.  LiGHTFOOT.  Are  you  looking  at  modernizing  or  building  new? 

Mr.  Noble.  Both. 

Mr.  Rinkevich.  We  are  looking  at  dealing  with  those  kinds  of  is- 
sues for  our  student  customers  not  just  in  dormitories  but  in  other 
parts  of  the  Center.  It  is  not  extravagance,  but  normal,  expected 
comfort  is  a  very  good  selling  feature  for  us. 

Mr.  Noble.  These  facilities  aren't  always  the  most  enjoyable  to 
stay  in  while  undergoing  training  at  the  Center. 

Mr.  LiGHTFOOT.  The  other  thing  too  that  sometimes  gets  over- 
looked, particularly  in  a  training  kind  of  setting,  the  fact  that  these 
people  in  their  off  hours  can  mingle  together,  is  a  real  vital  part 
of  that,  particularly  when  they  come  from  different  parts  of  the 
country,  they  can  share  ideas.  It  is  hard  to  put  a  dollar  figure  on 
that. 

Thank  you. 

Mr.  HOYER.  Mr.  Darden. 
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LOCAL  HOUSING 


Mr.  Darden.  Mr.  Chairman,  I  don't  have  any  questions. 

I  think  the  time  we  spent  down  there  was  most  beneficial.  I 
would  just  observe,  though,  along  with  the  housing  situation,  Mr. 
Lightfoot,  I  assume  that  the  center  uses  a  lot  of  the  seasonal  hous- 
ing in  the  off  season,  do  you  not? 

Mr.  RiNKEViCH.  In  the  community?  Yes,  sir. 

Mr.  Darden.  So  I  would  think  that  since  it  is  a  vacation  area  for 
a  lot  of  people,  there  is  quite  a  bit  of  housing  in  the  open  market. 

Mr.  RiNKEVlCH.  Not  only  are  there  students  who  come  to  the 
Center,  obviously,  but  we  have  visiting  faculty.  Some  come  for  two 
or  three  weeks  to  assist  us  in  the  training  programs.  The  local  real 
estate  market  is  very  attractive  to  that  body  of  folks  that  come  in 
and  take  advantage  of  the  off  season  rates. 

Mr.  Darden.  Thank  you,  Mr.  Chairman. 

Mr.  HOYER.  Mr.  Wolf? 

Mr.  Wolf.  I  have  no  questions,  Mr.  Chairman. 

Mr.  HOYER.  I  have  got  a  number  of  other  questions  that  deal  as 
well  with  the  capital  budget  of  $56  million.  We  want  to  get  those 
questions  answered  as  quickly  as  possible  so  we  can  factor  them  in 
before  we  mark  up.  We  are  not  going  to  mark  up  probably  before 
the  first  week  in  May. 

Mr.  Noble.  May  I  follow  up  on  something  you  asked  of  my  col- 
leagues from  FinCEN  with  regard  to  the  leasing  arrangements.  I 
was  on  the  phone  before  I  got  here  today.  We  are  going  to  provide 
you  with  part  of  the  information  today.  Apparently  the  person  at 
GSA  was  on  some  compressed  work  schedule,  so  we  will  try  to  pro- 
vide that  by  Monday. 

contract  personnel 

Mr.  HoYER.  We  have  been  asking  all  of  your  fellows  questions 
about  FTEs.  Do  you  have  any  contract  people? 

Mr.  RiNKEViCH.  Yes,  sir. 

Mr.  HOYER.  How  many  contract  people  do  you  have? 

Mr.  RiNKEViCH.  Six  hundred  and  seventy-two. 

Mr.  HoYER.  That  is  in  addition  to  the  FTEs  of  400 

Mr.  RiNKEViCH.  In  addition,  that  is  correct. 

Mr.  HoYER.  Six  hundred  and  seventy-two 

Mr.  RiNKEViCH.  That  is  all  three  sites,  by  the  way. 

Mr.  HoYER.  This  is  excellent.  Thank  you  for  anticipating  my 
question.  If  you  could  break  it  down  by  site  so  we  know  where  they 
are,  and  I  would  like  to  know  if  you  have  got  it,  how  much  the  con- 
tract folks  cost  us.  I  take  it — are  these  episodic  contracts,  that  is 
to  say  are  they  year-round? 

Mr.  RiNKEViCH.  These  are  recurring  contracts.  Food  service,  jani- 
torial, that  sort  of  thing. 

Mr.  HOYER.  If  you  could  just  sort  of  break  that  down,  because 
you  have  probably  heard  my  speech  on  this. 

Mr.  Noble.  I  want  to  keep  hearing  it. 

Mr.  Hoyer.  You  have  heard  it.  We  are  talking  a  lot  about  FTEs, 
how  many  people  we  have  doing  the  government's  business.  It  is 
nice  to  say,  a  contract,  you  have  $25  million  for  contract  or  $20  mil- 
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lion  for  contract  personnel.  That  is  sort  of  a  gross  number,  and  not 
in  FTEs. 

So  we  do  not  get  a  view  of  how  many  people  it  takes  us  to  run 
the  operation  we  are  running.  So  we  are  going  to  try  to  get  this 
information  from  our  agencies  to  see  what  we  are  talking  about. 

In  your  case,  for  instance,  you  have  463  FTEs  here.  I  guess  this 
is  fiscal  year  1994,  470  authorized  FTEs.  But  an  additional  113  re- 
imbursed detailees,  and  then  on  board  actually  672  contract  folks. 
So  we  really  don't  get  an  accurate  view  when  we  are  looking  at 
FTEs  as  to  how  many  folks  it  takes  to  keep  this  operation  going. 
If  you  could  do  that.  And  thank  you  for  this.  Thank  you  for  antici- 
pating that.  I  appreciate  it. 

[The  information  follows:] 

Contract  description  "umber  ot        Estimated 

employees  fit 

Glynco: 

Dormitory  management  84  80.0 

Food  service 98  71.3 

Janitorial 78  41.0 

Security 29  25.1 

Roleplayers  154  21.5 

Transportation  18  15.8 

Grounds  maintenance  15  15.0 

Uniform  issue/laundry 18  10.2 

Childcare  10  8.0 

Program  support 7  7.0 

Firearms  support  9  6.1 

Computer  maintenance  2  2.0 

Information  systems 1  1.0 

Garbage  collection 2  .5 

Subtotal 525  304.5 

Artesia/Tucson 

Base  operations 43  39.0 

Food  service 24  19.2 

Security 12  10.8 

Hazardous  waste  removal  40  10.0 

Base  operations 28  8  5 

Subtotal 147  87.5 

Total 672  392.0 

Mr.  HOYER.  Thank  you  very  much. 
[Questions  submitted  for  the  record  follows:] 

Question.  How  does  the  FLETC  ensure  that  its  training  programs  work  and  stu- 
dents leave  with  a  sufficient  grasp  of  the  material? 

Answer.  The  FLETC  uses  a  Systems  Approach  to  Training  (SAT)  in  the  design, 
development,  presentation,  and  evaluation  of  training  programs.  This  approach  en- 
sures that  training  programs  are  based  on  requirements  of  the  job  for  which  stu- 
dents are  being  trained  and  that  program  graduates  have  attained  the  necessary 
knowledge  and  skills  required  to  perform  successfully  on  the  job.  The  SAT  includes 
a  strong  program  evaluation  component  which  provides  numerous  means  of  evaluat- 
ing the  quality  and  effectiveness  of  FLETC  training  programs.  Some  of  the  specific 
means  the  FLETC  utilizes  to  evaluate  the  quality  of  the  training  it  presents  include 
the  following: 

Program/Course  Monitoring. — Program  managers  and  instructor  supervisors  sys- 
tematically monitor  the  development  and  delivery  of  programs  and  training  courses. 

Instructor  Feedback. — FLETC  instructors  provide  important  feedback  about  train- 
ing quality  to  the  FLETC  management. 
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Student  Performance  on  Examinations. — Student  performance  on  written  exami- 
nations and  practical  exercises  is  monitored  and  analyzed  to  identify  possible  prob- 
lems and  to  improve  the  teaching/learning  process. 

Automated  Student  Feedback  System. — Feedback  concerning  the  quality  of  class- 
room instruction,  training  programs,  and  administrative  support  is  obtained  from 
students  through  an  automated,  formal,  comprehensive  Student  Feedback  System. 
Student  responses  to  close-ended  questions  are  scanned  into  a  computer  data  base, 
and  summary  reports  of  the  information  are  generated.  These  reports,  along  with 
student  written  comments,  are  reviewed  by  appropriate  management  and  staff.  The 
purpose  of  obtaining  this  feedback  is  to  use  it  as  a  means  of  maintaining  and  im- 
proving the  quality  of  instruction,  administrative  services,  and  training  programs. 
Training  Program  Validation  Studies. — Training  Program  EvaluationA'^Eilidation 
Studies  are  conducted  to  determine  the  quality,  relevance,  and  effectiveness  of 
FLETC  training  programs.  These  studies  aire  accomplished  by  survejing  random 
samples  of  program  graduates  and  their  supervisors  after  the  graduates  have  been 
on  the  job  for  approximately  six  to  eight  months.  The  survey  instruments  ask  the 
graduates  and  their  supervisors  about  graduates'  jobs  and  how  well  the  FLETC  pro- 
gram prepared  them  to  perform  their  jobs.  Respondents  are  also  asked  to  make  rec- 
ommendations for  improvement  of  the  program.  Results  of  program  validation  stud- 
ies provide  the  FLETC  and  its  customers  with  valuable  information  they  use  to  en- 
sure the  training  programs  work. 

Curriculum  Review  Conferences. — ^Training  Program  Curriculum  Review  Con- 
ferences are  conducted  periodically  to  evaluate  the  quality  of  and  "fine  tune"  FLETC 
training  programs.  Conference  participants  include  FLETC  staff  and  training  offi- 
cials of  the  participating  agencies.  Training  validation  study  reports  are  provided  to 
conference  participants  and  information  from  these  reports  is  used  to  assist  them 
in  making  decisions  about  the  program. 

Lessons  Learned  Committee. — The  FLETC  has  a  Lessons  Learned  Committee 
(LLC).  This  committee,  which  includes  FLETC  and  participating  agency  staffs, 
meets  periodically  to  review  and  discuss  field  operational  incidents  which  might  re- 
flect on  strengths  and/or  weaknesses  in  FLETC  and/or  participating  agency  training 
programs. 

Monthly  Center  Interagency  Advisory  Council  (CIAC)  Meetings. — ^The  FLETC  Di- 
rector meets  monthly  with  the  on-site  training  representatives  of  the  participating 
agencies.  Agenda  items  include  issues  related  to  training  quality. 

Board  of  Directors  Meetings. — The  Director  meets  quarterly  with  the  FLETC's 
Interagency  Board  of  Directors  on  issues  related  to  training  policy  and  quality. 

Evaluation  Research. — The  FLETC  conducts  evaluation  research  projects,  which 
are  aimed  at  assessing  the  quality  and  effectiveness  of  specific  training  programs 
and/or  courses.  Some  of  the  completed,  ongoing  or  planned  projects  include: 

A  Study  to  Determine  if  a  Low  Speed  Driver  Training  Methodology  is  as  Ef- 
fective as  a  High  Speed  Driver  Training  Methodology  in  Training  Law  Enforce- 
ment Officers  to  Perform  High  Speed  Driving:  This  research  was  completed  by 
the  Research  and  Evaluation  Advisor  in  1985. 

The  Effects  of  Training  on  Halo  Error,  Interrater  Reliability  and  Written 
Comments  in  Student  Ratings  Of  Instruction:  This  research  was  completed  by 
the  Research  and  Evaluation  Division  in  1989. 

Evaluation  of  the  Criminal  Investigator  24-person  Pilot  Program  With  Con- 
tinuing Case  Investigation  Practical  Exercise  (CCIP):  This  research  was  com- 
pleted in  1990  by  the  Research  and  Evaluation  Division  in  coordination  with  the 
Enforcement  Operations  Division. 

Study  of  the  Federal  Law  Enforcement  Training  Center's  Student  Evaluation 
System:  This  study  was  completed  in  1991  by  the  Research  and  Evaluation  Di- 
vision in  coordination  with  the  Offices  of  General  and  Special  Training. 

The  Research  and  Evaluation  Division,  in  coordination  with  program  man- 
agers and  training  divisions,  conducts  evaluation  research  to  assess  to  validity 
and  effectiveness  of  FLETC  training  programs.  Four  studies  have  been  com- 
pleted since  1988.  Additional  studies  are  planned. 

The  Research  and  Evaluation  Division  is  working  with  the  Firearms  Division 

in  exploring  a  possible  means  of  early  identification  of  potentially  poor  shooters. 

The  Physical  Techniques  Division,  with  assistance  from  the  Research  and 

Evaluation  Division,  has  completed  research  related  to  the  effects  of  indoor  vs. 

outdoor  physical  conditioning  during  hot  weather. 

The  Physical  Techniques  Division  and  Research  and  Evaluation  Division  are 
working  together  on  research  regarding  the  establishment  and  use  of  cut  scores 
for  the  Physical  Evaluation  Battery. 
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The  Behavioral  Science  Division  is  currently  conducting  research  related  to 
realistic  methods  of  evaluating  student  performance  on  objectives  related  to  the 
behavioral  sciences. 

Students  complete  one  or  more  comprehensive  written  examinations  as  part  of 
their  programs.  These  written  examinations  are  based  on  course  performance  objec- 
tives. Students  must  attain  a  passing  score  on  each  written  examination  in  order 
to  successfully  complete  a  program. 

In  addition  to  written  examinations,  students  must  successfully  complete  a  num- 
ber of  performance  tests  which  are  called  Practical  Exercises  (PEs)  These  PEs  are 
based  on  course  performance  objectives.  Students  must  successfully  complete  all  PEs 
in  order  to  successfully  complete  a  program. 

Question.  How  does  FLETC  improve  its  curriculum  over  time  and  ensure  that  its 
relevant  to  current  law  enforcement  needs? — Is  there  quantitative  evidence  that  in- 
struction has  improved  over  time? 

Answer.  Most  of  the  means  listed  above  provide  the  FLETC  management  with 
some  information  concerning  trends  in  the  quality  and  relevance  of  its  training  pro- 
grams. Those  means  which  specifically  provide  information  on  quality  and  relevance 
include: 

Training  Program  Validation  Studies. — The  results  of  initial  training  program  val- 
idation studies  provide  a  baseline  against  which  the  results  of  subsequent  studies 
can  be  compared;  thus,  providing  the  FLETC  management  with  information  about 
increases  or  decreases  in  the  Quality  of  training.  These  studies  also  provide  specific 
information  concerning  the  relevance  of  programs  as  they  relate  to  current  needs 
of  field  operations. 

Student  Performance  on  Examination. — ^The  FLETC  Automated  Testing  System 
provides  longitudinal  information  about  student  performance  on  written  examina- 
tions, which  is  an  indicator  of  training  quality.  Additionally,  ongoing  refinements  of 
the  system  for  scoring  and  grading  of  practical  exercise  allows  for  longitudinal  infor- 
mation about  student  performance  on  practical  exercises  to  be  compiled  and  ana- 
lyzed in  order  to  identiw  trends  in  training  quality. 

Automated  Student  Feedback  System. — The  reporting  module  of  the  Automated 
Student  Feedback  System  provides  reports  that  show  student  opinion  about  the 
quality  of  classroom  instruction,  training  programs,  and  administrative  support  over 
time.  These  reports  are  provided  to  appropriate  managers  for  use  in  identifying 
trends  in  student  opinion  about  training  quality. 

The  FLETC  has  not  made  any  systematic  attempts  to  consolidate  and  analyze 
quantitative  data  from  which  it  might  conclude  or  infer  that  instruction  has  im- 
proved over  time.  The  primary  efforts  of  the  FLETC  in  regard  to  improving  instruc- 
tion have  been  to  identify  specific  instructional  areas  (design,  content  development, 
delivery,  and  evaluation)  that  need  improvement  and  to  work  toward  improving 
those  specific  areas.  The  FLETC  has  been  highly  successful  in  the  continuous  im- 
provement of  its  training  programs  over  the  years  through  the  application  of  the  nu- 
merous training  quality  control  procedures  that  have  been  described  in  the  preced- 
ing paragraphs. 

Question.  What  tapes  does  FLETC  take  to  respond  to  the  needs  of  its  customers? 

Answer.  In  a  long  standing  efTort  to  provide  the  highest  quality  service,  the 
FLETC  has  for  several  years  maintained  various  feedback  mechanisms  to  ensure 
that  its  participating  agency  and  student  customers'  requirements  are  understood 
and  are  being  met.  Currently  in  use  at  the  FLETC  for  these  purposes  are  the  follow- 
ing: 

Student  Feedback  System. — The  FLETC  has  a  comprehensive  student  customer 
feedback  system  that  enables  it  to  obtain  student  perceptions  about,  and  rec- 
ommendations for  improving,  the  quality  of  training  programs;  specific  courses  with- 
in programs;  and  administrative  support  services.  The  portion  of^this  system  related 
to  the  Center  basic  training  programs  is  automated,  i.e.,  the  feedback  instruments 
are  electronically  scanned  and  a  computer  program  produces  a  statistical  report  of 
the  data.  These  data  are  then  used  to  produce  charts  which  show  trends  in  the  level 
of  quality  in  given  areas.  The  FLETC  staff  uses  student  feedback  data  to  identify 
problem  areas  and  take  necessary  corrective  actions  to  deal  with  student  customer 
needs. 

Student  Customer  Interviews. — Customer  interviews  are  very  important  in  meas- 
uring and  ensuring  customer  satisfaction.  On  a  regularly  scheduled  basis,  basic  stu- 
dents are  formally  interviewed  by  Center  Program  Specialists  and  Division  Chiefs 
to  identify  student  requirements,  concerns,  and  recommendations  for  improvement 
in  the  services  provided  by  the  FLETC.  Often  these  interviews  are  preceded  by  the 
student  interviewees  polling  their  fellow  students  for  input.  The  interviews  are  al- 
ways documented  witn  follow-up  action  assigned  to  the  appropriate  organizational 
element  of  the  FLETC. 
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Curriculum  Review  Conferences  (CRCs). — Agency  customer  conferences  are  de- 
signed to  evaluate  the  quality  of  the  product  provided  to  the  basic  and  advanced 
students.  The  CRCs  consists  of  agency  policy  officials,  training  specialists,  former 
students,  and  operating  field  supervisors.  On  a  regular,  systematic  basis,  the  man- 
ager of  each  training  program  examines  that  program's  content  to  determine  if  a 
Curriculum  Review  Conference  is  required.  Agencies  also  have  the  option  of  request- 
ing a  CRC  when  they  identify  a  new  requirement.  On  a  preestablished  cyclical 
basis,  CRCs  are  conducted  regardless  of  speciad  requests  to  insure  periodic  review 
of  all  programs. 

In  tnese  conferences  the  overall  program  objectives  and  individual  course  subject 
areas,  methodologies  and  techniques  are  reviewed.  This  comprehensive  examination 
is  conducted  to  ensure  that  the  customers  receive  the  highest  quality  training  pos- 
sible. 

The  FLETC  recognizes  that  a  good  supplier/customer  relationship  is  one  in  which 
both  parties  attempt  to  understand  the  requirements  of  the  other.  The  mutual  un- 
derstanding and  communication  of  the  CRCs  make  it  possible  to  agree  on  require- 
ments that  reflect  both  the  capabilities  of  the  supplier  and  the  requirements  of  the 
customer. 

Examination  Analysis. — Student  customer  performance  on  written  examinations 
and  practical  exercises  in  monitored  to  identify  areas  in  which  students  have  dif- 
ficulty in  attaining  the  established  standards  of  performance.  These  performance 
pit)blems  are  analyzed  to  determine  the  causes,  and  appropriate  action  is  taken  to 
correct  that  part  of  the  teaching/learning  process  that  is  causing  the  performance 
problem. 

Program  Validation  Studies. — For  both  its  agency  and  student  customers,  the 
FLETC  conducts  program  validation  studies  to  determine  the  validity  and  measure 
the  effectiveness  of  its  training  programs.  This  is  accomplished  by  surveying  random 
samples  of  program  graduates  and  their  supervisors  after  the  graduates  have  been 
on  the  job  for  approximately  6  to  8  months.  The  survey  instruments  ask  respondents 
about  their  jobs  and  how  well  the  program  prepared  them  to  perform  their  jobs.  Re- 
spondents are  also  asked  to  make  recommendations  for  improvement  of  the  pro- 
gram. 

Lessons  Learned  Committee. — For  both  its  agency  and  student  customers,  FLETC 
and  participating  agency  representatives  regularly  meet  to  evaluate  and  analyze  ac- 
tual law  enforcement  incidents  which  might  reflect  on  strengths  or  areas  of  needed 
improvement  in  training.  For  example,  operational  personnel  involved  in  significant 
incidents  are  interviewed  by  the  Lessons  Learned  Committee.  The  interviews  are 
video  taped  for  detailed  review  and  researched  for  lessons  learned.  This  review  re- 
sults in  enhanced  and  updated  training  methodologies  or  tactics.  The  Committee 
also  solicits  input  from  students  regarding  field  incidents  which  is  then  forwarded 
to  the  committee  for  further  study. 

Center  Interagency  Advisory  Council  (CIAC). — The  CIAC  is  comprised  of  senior 
on-site  participating  agency  customers  and  FLETC  officials.  The  CIAC  is  chaired  by 
the  Center  Director.  It  was  formed  in  1976  as  a  vehicle  for  organized  feedback  and 
to  provide  a  forum  for  agency  customers  to  address  the  services  provided  by  FLETC 
in  a  face-to-face  environment.  Issues  of  customer  satisfaction  are  regularly  ad- 
dressed at  these  monthly  meetings.  Both  the  Washington  Office  and  the  Office  of 
Artesia  and  Tucson  Operations  have  similar  forums,  working  with  agency  represent- 
atives who  are  not  located  at  Glynco. 

Board  of  Directors. — The  FLETC  Board  of  Directors  provides  overall  policy  guid- 
ance to  the  Director  and  also  serves  as  an  agency  customer  feedback  forum.  It  was 
created  by  the  memoranda  of  understanding  which  established  the  FLETC  in  1970 
and  is  composed  of  three  non-voting  members  representing  United  States  Capitol 
Police,  Office  of  Personnel  Management  and  Office  of  Management  and  Budget  and 
five  voting  members  representing  the  Departments  of  Interior,  Justice  and  Treas- 
ury; the  General  Services  Administration;  and  a  rotating  representative  selected 
from  the  smaller  agencies.  Each  Board  member  represents  the  interest,  require- 
ments and  concerns  of  their  agency  customers  at  the  quarterly  Board  meetings. 

State  and  Local  Advisory  Committee. — This  Committee  was  created  in  1982  to  as- 
sist the  National  Center  for  State  and  Local  Law  Enforcement  Training  to  respond 
to  the  needs  of  State  and  local  law  enforcement  customers  and  to  properly  target 
available  resources.  The  Committee  advises  the  National  Center  on  training  policies 
and  requirements  for  State  and  local  law  enforcement  personnel;  training  curricula; 
course  content  and  evaluation;  student  admission,  performance,  and  testing.  The 
membership  is  comprised  of  representatives  of  Federal,  State,  and  local  govern- 
ments, private  business  and  academia.  This  Committee  provides  a  forum  for  the 
Center  to  focus  on  its  State  and  local  customers  and  receive  feedback  on  how  well 
the  FLETC  responds  to  these  needs. 
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Training  Needs  Survey. — Prior  to  the  development  of  a  new  training  program,  the 
FLETC  conducts  surveys  to  determine  if  there  is  a  customer  need  for  the  proposed 
training.  As  part  of  these  surveys,  the  customers  are  asked  to  specify  their  require- 
ments for  such  training,  including  the  content  and  length  of  the  program.  If  it  is 
determined  that  a  program  is  needed,  it  is  then  developed  in  close  coordination  with 
the  customers.  This  process  ensures  that  only  needed  programs  are  developed  and 
that  they  meet  the  requirements  of  the  customers.  A  pilot  program  is  also  conducted 
for  all  new  programs  to  ensure  that  adjustments  are  made  as  appropriate. 

Agency  Customer  Satisfaction  Survey. — In  February  1994  an  Agency  Customer 
Satisfaction  Survey  was  developed  in  coordination  with  the  20  detailed  Agency  Rep- 
resentatives at  the  FLETC  as  well  as  telephone  interviews  with  ofT-site  representa- 
tives. The  survey  has  been  administered  to  all  participating  agencies.  Survey  data 
will  be  analyzea  to  identify  the  level  of  customer  satisfaction  with  the  FLETC. 
Using  this  data  FLETC  and  its  participating  agencies  will  further  investigate  and 
develop  recommendations  that  strengthen  the  agency  customer  relationship  and  im- 
prove their  level  of  satisfaction. 

Question.  Several  Federal  law  enforcement  agencies,  including  the  DEA,  the  Army 
and  Air  Force  Special  Investigative  Services,  and  the  Postal  Service,  do  not  train 
at  FLETC. 

Has  FLETC  attempted  to  "market"  its  services  to  these  agencies? 

Would  those  agencies  be  able  to  train  less  expensively  elsewhere? 

Is  there  any  interest  on  the  part  of  those  agencies  in  joining  FLETC? 

Answer.  Virtually  every  Federal  law  enforcement  agency  is  well  acquainted  with 
the  training  services,  facilities,  and  resource  capabilities  of  the  FLETC.  A  few  have 
elected  not  to  become  full  participating  agencies  with  the  FLETC,  which  would 
allow  them  access  to  all  basic  ana  advanced  training,  certain  funding,  and  other 
benefits  of  consolidated  training.  Nonetheless,  all  of  these  agencies  have,  from  time 
to  time,  sent  their  personnel  to  selective  advanced  training  programs  administered 
by  the  FLETC. 

The  FLETC  regularly  maintains  contact  with  non-member  agencies  through  a  va- 
riety of  means  and  encourages  representatives  from  those  agencies  to  make  visita- 
tions to  the  FLETC  facilities.  Periodically,  the  FLETC  has  joined  with  an  agency, 
either  formally  or  informally,  in  a  study  to  provide  detailed  information  on  the  com- 
parative advantages  of  consolidated  training.  From  the  FLETC  perspective,  all  of 
these  studies  or  contacts  indicate  that  participation  in  the  FLETC  would  produce 
real  savings  for  these  agencies.  Per  Diem  costs  at  the  FLETC,  currently  about 
$28.00  per  day,  and  other  fiscal  benefits,  such  as  can  be  gained  through  shared  re- 
sources, are  on  an  economic  scale  which  is  far  more  favorable  than  individual  agen- 
cies can  achieve  on  their  own.  Further,  the  FLETC's  facilities  are  among  the  most 
modem  anywhere  and  have  been  expanded  over  the  last  several  years.  Both  the  cur- 
rent facility  capabilities  and  what  is  projected  in  our  construction  Master  Plan,  sub- 
mitted to  Congress  previously,  will  allow  the  FLETC  to  accommodate  most,  if  not 
all,  additional  training  requests. 

While  not  all  of  the  non-member  agencies  have  indicated  an  active  interest  in  be- 
coming participating  agencies,  dialogue  is  underway  with  several  that  may  lead  to 
more  involvement  in  the  FLETC.  Specifically,  the  Postal  Service  has  recently  agreed 
to  use  the  FLETC's  basic  police  training  program  for  its  uniform  Postal  Police  offi- 
cers. An  initial  program  for  48  New  York  City  Postal  Police  is  projected  for  this 
summer  at  Glynco. 

Question.  What  are  the  economies  of  scale  in  training  Federal  law  enforcement 
personnel  together?  Do  you  have  an  estimate  of  how  much  is  saved  Government- 
wide? 

Answer.  The  major  economies  of  scale  are  in  the  areas  of  facilities,  staff  and  per 
diem.  Law  enforcement  training  is  very  unique  in  the  facilities  required,  such  as 
firearms  ranges,  driver  ranges,  physical  techniques,  practical  exercise  areas,  court- 
rooms, detention  facilities,  international  border  crossings,  etc.  It  would  be  cost  pro- 
hibitive for  every  law  enforcement  organization  to  build  their  own  separate  facilities. 
By  centralizing  these  facilities  at  the  FLETC,  all  organizations  that  train  here  can 
benefit.  The  same  is  true  for  stafilng.  By  centralizing,  you  can  more  evenly  distrib- 
ute the  workload,  thus  preventing  the  sharp  peaks  and  valleys  that  would  affect 
smaller  operations.  The  FLETC  per  diem  is  approximately  $28  per  day.  The  per 
diem  in  the  major  U.S.  cities  is  $148.00  per  day.  Therefore,  the  FLETC  can  house 
and  feed  the  students  much  more  economically.  Based  on  the  above  per  diem  rates 
and  the  projected  workload,  the  FLETC  will  save  approximately  $79  million  in  FY 
1995.  Additionally,  several  organizations  have  closed  facilities  when  they  relocated 
their  training  to  the  FLETC.  This  results  in  further  savings. 

Question.  The  workload  estimates  for  some  categories  of  basic  training  in  FY  1993 
were  as  much  as  50  per  cent  too  high. 
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How  often  have  the  projections  been  this  far  off? 

Is  there  any  way  of  improving  these  estimates,  or  will  there  always  be  lean  and 
fiill  years  for  funding? 

Answer.  In  FY  1990  and  1993,  the  projections  were  off  by  slightly  more  than  50 
per  cent.  In  both  instances,  the  actual  workload  was  less  than  the  projections.  In 
some  years,  the  actual  workload  exceeds  the  projections.  The  last  time  this  hap- 
pened was  FY  1989  when  the  actual  training  exceeded  projections  by  4%.  The 
FLETC  has  tried  to  impress  upon  the  participating  agencies  the  importance  of  accu- 
rate projections.  The  major  problem  encountered  is  mat  the  budget  cycle  starts  ap- 
proximately 18  months  before  the  fiscal  vear  begins.  This  long  lead  time  is  not  con- 
ducive to  accurate  projections.  There  will  probably  always  be  variances  in  the  pro- 
jections, but  we  continue  to  work  with  the  participating  agencies  to  improve  the  ac- 
curacy. 

Question.  The  budget  proposes  an  $8.8  million  no-year  money  set  aside  for  basic 
training  to  save  windfalls  for  future  years. 

How  much  money,  on  average,  has  been  returned  to  the  Treasury  over  the  past 
several  years? 

How  often  has  FLETC  needed  to  seek  supplemental  appropriations  to  cover  a 
surge  in  students? 

Did  FLETC  exaunine  other  options,  such  as  a  contingency  fiind? 

Answer.  In  the  period  FY  1989-1993,  the  FLETC  has  averaged  $238,000  lapse 
that  has  been  returned  to  the  Treasury.  Over  this  same  period,  one  supplemental 
has  been  required  to  cover  the  increase  of  student  training.  This  occurred  in  FY 
1992  as  a  result  of  an  increase  of  U.S.  Border  Patrol  students  in  mid-year.  The 
FLETC  did  consider  other  options  over  the  past  couple  of  years  to  address  this  prob- 
lem. The  Administration  decided  that  the  no-year  option  was  the  best  alternative. 

Question.  There  remains  $56  million  in  unfunded  construction  costs  under  the 
Master  Plan. 

What  would  be  the  benefits  of  funding  this  construction  in  terms  of  the  lifespan 
of  the  physical  campus,  the  number  of  students  trained  and  the  quality  of  instruc- 
tion? 

Why  is  no  Master  Plan  funding  requested?  When  does  FLETC  hope  to  complete 
Master  Plan  Construction? 

Answer.  The  Master  Plan  has  two  objectives.  The  first  is  developing  state-of-the 
art  new  facilities.  The  second  is  replacing,  updating,  and  renovating  the  Center's  ex- 
isting infrastructure.  Many  of  the  original  Navy  buildings  that  were  modified  for  the 
FLETC  are  old  and  beyond  cost  effective  operation.  These  facilities  do  not  meet  cur- 
rent environmental,  fire,  safety,  energy  conservation,  or  ADA  requirements.  Heat- 
ing, ventilation  and  air  conditioning  systems  are  marginal,  contributing  to  occupant 
and/or  sick  building  complaints.  Modification  of  these  facilities  to  correct  problems 
is  difficiilt  and  usually  not  cost  effective.  Architectural  and  engineering  studies  are 
being  done  on  the  old  buildings  to  determine  whether  it  would  be  cost  effective  to 
renovate  and  correct  deficiencies.  Buildings  that  do  not  meet  the  cost  effectiveness 
standard  are  gradually  being  taken  off-line  and  replaced  by  new  structures. 

We  are  currently  updating  our  Master  Plan  to  reflect  changing  priorities  and  the 
development  of  Davis-Monthan.  Upon  completion  and  approval  of  this  plan  within 
the  Executive  Branch,  we  will  forward  it  to  Congress  in  accordance  with  your  re- 
quest. In  general,  fiill  funding  of  the  Master  Plan  would  provide  new  state-of-the- 
art  training  facilities  that  should  take  the  FLETC  beyond  year  2000.  The  new  facih- 
ties  will  also  provide  an  opportunity  to  greatly  improve  the  quality  of  training,  using 
the  most  advanced  technology  in  the  classrooms. 

Additional  resources  for  the  Master  Plan  in  FY  95  were  not  requested  due  to  the 
current  budgetary  climate  for  reducing  overall  Government  expenditures  and  reduc- 
tions in  the  rate  of  increase  to  the  National  deficit.  While  Treasury  supports  the 
Master  Plan,  funding  could  not  be  provided  within  the  FY  95  levels  due  to  higher 
priority  needs  elsewhere  in  Treasury. 

The  FLETC  anticipates  that  Master  Plan  construction  can  be  completed  within 
three  and  one-half  years  after  funding  is  received  for  both  design  and  construction 
of  the  currently  unfunded  projects. 

Question.  What  are  the  environmental  consequences  of  lead  fi-om  bullets  contami- 
nating the  water  table  in  Gljrnco? 

What  will  be  the  total  cost  of  restoration? 
How  long  will  it  take  to  restore? 

Answer.  Lead  particulates  leaching  from  bullets  fired  into  earthen  berms  have  en- 
tered into  the  high  water  tables  present  in  this  area.  Under  the  FLETC's  Memoran- 
dum of  Agreement  with  the  Savannah  District  Corps  of  Engineers  (COE)  an  Inter- 
agency Agreement  has  been  issued.  Currently,  the  COE  is  conducting  at  site  inves- 
tigation under  the  Comprehensive  Environmental  Response,  Compensation,  and  Li- 
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ability  Act  of  1980  (CERCLA).  The  results  of  this  investigation  wiU  determine  the 
extent  of  contamination  in  soil  and  water,  both  laterally  and  vertically,  and  provide 
information  for  risk  assessment,  remedial  design,  cost,  and  time  required  to  restore 
the  site.  Until  this  study  is  completed  and  analyzed,  the  actueil  cost  and  time  re- 
quired for  correction  cannot  be  provided.  This  information  will  be  provided  when  it 
is  available. 

Question.  Are  there  safety  concerns  that  will  be  addressed  through  the  Master 
Plan? 

Answer.  The  new  facilities  will  meet  all  current  building  and  safety  codes.  This 
will  include  sprinkler  systems,  construction  materials,  Ufe  safety,  HVAC,  ADA  and 
other  requirements.  Completion  of  the  new  facilities  will  make  it  feasible  to  take 
current  facilities  that  do  not  meet  standards  off-line  for  renovations  to  improve  safe- 
ty and  occupant  satisfaction  in  existing  buildings. 

Question.  ATF  has  not  requested  money  for  the  Gang  Resistance,  Education  and 
Training  (GREAT)  program  in  the  FY  1995  budget.  Will  this  program  continue? 

Answer.  The  GREAT  program  was  developed  by  the  Phoenix  Police  Department 
and  the  Bureau  of  Alcohol,  Tobacco  and  Firearms  (ATF)  as  a  school-based  program 
taught  by  law  enforcement  officers.  The  goal  of  GREAT  is  to  aid  youngsters  in  de- 
veloping skills  which  will  enable  them  to  resist  pressures  to  join  gangs  or  become 
involved  in  violent  criminality. 

In  1992,  the  FLETC  joined  the  initiative  to  assist  with  the  training  necessary  for 
the  national  expansion  of  the  program.  Approximately  20  communities  or  agencies 
in  8  states  have  received  funding  to  support  the  local  program;  in  addition  to  fund- 
ing sites,  a  number  of  other  communities  in  38  states  have  also  implemented  the 
program.  There  is  currently  a  waiting  list  of  officers  to  be  scheduled  to  attend  train- 
ing with  the  numbers  expected  to  expand  significantly. 

ATF  and  FLETC  expect  to  continue  to  receive  the  funding  for  GREAT  currently 
in  their  base  budget,  which  in  the  case  of  the  FLETC  is  now  $500,000  for  the  pro- 
gram. The  Senate  version  of  the  Crime  Bill  contains  very  substantial  funding  for 
continued  expansion.  High  levels  of  interest  from  law  enforcement  agencies  of  all 
sizes  throughout  the  United  States  continue  to  document  the  need  for  this  commu- 
nity-oriented crime  prevention  program. 

Question.  There  are  several  changes  to  appropriations  language  proposed  in  the 
President's  budget: 

What  is  the  purpose  of  adding  the  phrase  "materials  and  support  costs  of  Federal 
law  enforcement  basic  training^ 

What  is  the  purpose  of  rewriting  the  language  authorizing  the  use  of  gifts  for 
awards? 

What  is  the  purpose  of  the  phrase  "except  that  total  obligations  at  the  end  of  the 
fiscal  year  shall  not  exceed  total  budgetary  resources  available  at  the  end  of  the  fis- 
cal year"?  Is  it  necessary? 

Answer.  Historically,  the  FLETC  has  funded  the  materials  and  support  costs  of 
basic  training.  The  language  has  never  addressed  this  issue  and  it  is  being  added 
for  clarification  purposes.  There  has  been  some  confusion  over  the  current  language 
concerning  the  FLETC's  gift  authority.  The  proposed  language  has  been  agreed 
upon  by  the  FLETC,  Treasury,  and  0MB  and  is  intended  to  clarify  that  authority. 
The  last  phrase  about  obligations  at  the  end  of  the  year  not  exceeding  total  budg- 
etary resources  is  necessary  to  ensure  that  the  FLETC  cannot  obligate  more  funds 
than  is  appropriated  or  collected  through  reimbursables. 

Question.  The  budget  request  on  page  19  indicates  in  1995  FLETC  projects  162 
administrative  staff  to  150  instructors.  What  are  the  duties  of  the  administrative 
staff?  Why  does  the  administrative  staff"  to  instructor  ratio  seem  so  high? 

Answer.  The  FLETC  is  a  full  and  independent  bureau  of  the  Department  of  Treas- 
ury. As  a  bureau,  the  FLETC  is  responsible  for  a  diverse  range  of  administrative 
functions,  including:  Budget  and  Finance;  Facilities  Management;  Information  Sys- 
tem; Management  Analysis;  Media  Support;  Personnel;  Procurement;  Property  Man- 
agement; Scheduling  and  Allocation;  and  Security  and  Safety.  The  FLETC  instruc- 
tional staff  is  comprised  not  only  of  150  permanent  staff"  members,  but  includes  over 
100  instructors  who  are  on  long-term  detail  assignments  to  the  FLETC.  These  250 
instructors  are  augmented  by  short-term  detailed  instructors  to  meet  peak  training 
workloads.  Therefore,  when  considering  the  total  workforce,  the  instructor  staff  out- 
numbers the  administrative  staff  by  approximately  a  2-to-l  ratio. 

Question.  1  am  pleased  to  note  that  the  FLETC  has  included  course  work  on  "hate 
crimes".  Does  this  include  material  on  sexual  orientation  as  well  as  other  such 
crimes?  I  think  that  this  is  a  very  good  idea  and  would  appreciate  a  more  detailed 
explanation  of  what  this  course  includes. 
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Answer  Yes,  the  training  program  includes  a  broad  spectrum  of  hate  bias  crimes 
to  include  ethnicity/national  origin,  hate  groups,  racial  bias,  sexual  orientation  bias 
(bisexual,  gay  heterosexual,  lesbian),  and  religious  bias.  ..   ,  o^  *       *i. 

To  combat  the  significant  increase  in  hate/bias  crimes  in  the  United  btates,  the 
FLETC  has  developed  a  three-day  hate^ias  crime  training  program.  The  program 
is  designed  to  assist  Federal,  State,  and  local  law  enforcement  agencies  with  train- 
ing in  distinguishing  a  hate/bias  crime  from  other  crimes,  identifying  and  dealing 
with  a  unique  victim,  and  the  reporting,  investigation  and  prosecution  of  hatey^ias 
crimes.  The  thrust  of  the  program  would  be  to  ultimately  provide  training  to  the 
first  responding  officer  deUvered  in  a  train-the-trainer  format.  Ihe  l-LhilL.  nas  in- 
cluded numerous  private  organizations.  Federal  agencies,  and  experts  in  hate/bias 
crimes  in  the  development  of  the  training  program.  The  Department  of  Justice, 
Community  Relation  Service  has  been  a  primary  supporter  of  the  tLhlL  imtiative. 

The  program  would  provide  the  student/trainer  with  a  detailed  program  guide 
student  handouts,  instructional  aids  and  suggested  practical  exercises.  It  would 
present  training  for  the  solutions  te  those  problems  unique  to  law  enforcement  agen- 
cies such  as  reporting,  tracking  and  background  work;  investigation  strategies  and 
initial  responses;  supervisory  and  special  roles  of  policy  departments;  defimtion  rec- 
ognition elements  and  legal  considerations  of  hate^ias  crimes;  the  awareness  of  vic- 
tims' needs;  and  community  relations  and  ethics  of  hate  crimes.  The  traimng  pro- 
gram should  increase  the  reporting  of  hate  crimes  and  the  accuracy  of  those  reports. 

As  a  "train-the-trainer"  program,  the  goal  is  to  teach  law  enforcement  trainers  to 
facilitate  programs  for  their  agencies  upon  their  return  to  their  home  jurisdictions. 
Experience  shows  that  training  Une  police  officers  in  ways  to  respond  to  hate  crimes 
is  an  ongoing  need  of  every  poUce  department.  A  number  of  orgamzations  indicate 
that  there  are  no  current  off"erings  which  are  specific  to  the  umque  problems  of  hate/ 
bias  crimes  law  enforcement  in  a  "train-the-trainer"  format.  Although  several  pro- 
grams have  short  modules  which  discuss  problems  found  in  rural  as  well  as  metro- 
politan areas,  none  of  the  programs  present  more  than  a  cursory  overview  of  hate/ 
bias  crime  problems.  None  are  "train-the-trainer"  programs  providing  resources  to 

aid  the  entire  department.  .     ,      x-        4.1 „u 

The  FLETC  plans  to  offer  the  training  several  times  a  year  in  locations  through- 
out the  United  States.  In  order  to  recruit  and  train  the  most  quahfied  participants 
in  the  Hate/Bias  Crimes  Training  Program,  the  FLETC  will  ensure  that  they  have 
the  expertise  and  experience  necessary  to  facilitate  and  instruct  the  final  product. 


Friday,  March  4,  1994. 
FINANCIAL  MANAGEMENT  SERVICE 

witnesses 

russell  d.  morris,  commissioner 

gerald  murphy,  fiscal  assistant  secretary 

george  munoz,  assistant  secretary,  management 

Introduction 

Mr.  HOYER.  We  will  now  hear  from  the  Financial  Management 
Service  (FMS). 

Mr.  Morris,  we  are  pleased  to  have  you  here,  sir.  Mr.  Murphy, 
we  welcome  you.  We  have  a  number  of  folks,  as  you  know,  sched- 
uled this  morning,  so  we  are  going  to  try  to  take  a  half-hour  or 
maybe  a  little  less  on  your  hearing.  We  very  much  appreciate  your 
being  here.  Your  prepared  statement  will  be  included  at  the  appro- 
priate place  in  the  record.  You  may  proceed  in  such  manner  as  you 
deem  appropriate. 

Mr.  Morris.  Thank  you  very  much.  I  believe  Mr.  Murphy  has  a 
few  remarks  he  would  like  to  make. 

Summary  Statement  of  Gerald  Murphy 

Mr.  Murphy.  I  will  be  very  brief,  Mr.  Chairman.  I  wanted  to 
briefly  summarize  the  Service's  1995  Direct  Request,  $185,894,000, 
and  2,124  full-time  equivalent  positions. 

Since  FMS  serves  as  the  Federal  Government's  accounting  and 
money  manager,  the  Fiscal  Year  1995  Budget  supports  the  pro- 
grams that  promote  improved  govemmentwide  financial  manage- 
ment. And  your  resource  support  in  Fiscal  Year  1995  will  ensure 
the  successful  implementation  of  the  System  90  project  which  has 
been  supported  by  the  Congress  in  previous  budgets  and  is  essen- 
tial for  FMS  to  provide  high-quality  payment  services  to  the  public. 

Also,  the  1995  Budget  will  allow  FMS  to  pursue  additional  pay- 
ment system  modernization  efforts  with  the  COMBO  jet  printers 
hardware  replacement  and  to  develop  govemmentwide  financial  in- 
formation management  system  with  their  MIDAS  project. 

FMS  has  a  major  role  in  implementing  the  recommendations  of 
the  National  Performance  Review  (NPR).  Action  teams  have  been 
established  within  FMS  to  ensure  that  progress  continues  on 
projects  which  move  the  government  into  an  era  of  total  electronic 
financial  operations  and  information  management. 

In  addition,  FMS  has  established  an  NPR  communications  plan 
to  facilitate  effective  and  timely  communications  about  NPR  activi- 
ties, both  internal  and  external  to  FMS. 

The  1995  Request  reflects  Presidential  direction  to  restrain 
spending  wherever  possible,  utilize  available  staff  to  perform  re- 
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quired  workloads,  and  fund  increases  only  in  the  highest  priority 
areas.  As  a  result,  the  1995  Request  represents  an  11  percent  re- 
duction from  their  Fiscal  Year  1994  funding  level. 

We  are  here  today  to  demonstrate  that  your  investment  in  FMS 
has  consistently  proven  to  be  a  wise  one  and  that  the  1995  Budget 
will  improve  services  to  Federal  agencies,  government  policymakers 
and  the  public  by  promoting  financial  efficiency,  improving  finan- 
cial management  practices,  and  increasing  the  speed  and  accuracy 
of  the  payment  and  collection  processes  at  reduced  cost. 

At  this  point,  I  would  turn  it  over  to  Russ  Morris,  the  Commis- 
sioner, who  can  provide  you  a  more  detailed  account  of  the  services 
activities  and  accomplishments. 

Summary  Statement  of  Russell  Morris 

Mr.  Morris.  Thank  you,  Mr.  Chairman. 

Recognizing  that  my  written  statement  will  be  included  in  the 
record,  I  would,  with  your  permission,  like  to  take  a  couple  of  min- 
utes to  go  over  some  of  the  highlights  of  the  last  year  in  the  Finan- 
cial Management  Service. 

The  Financial  Management  Service's  mission  is  to  improve  gov- 
ernment financial  management.  We  do  this  by  providing  services  to 
our  customers  and  program  agencies  in  order  to  make  it  easy  for 
them  to  meet  government  policy. 

We  have  always  encouraged  this  subcommittee  to  view  FMS' 
budget  more  as  an  investment  than  as  an  expense.  The  reason  for 
that  is  we  return  more  money  to  the  General  Fund  of  the  Treasury 
than  our  appropriation  in  each  year  and  1993  was  no  exception. 

In  Fiscal  Year  1993,  our  cash  management  programs  generated 
$900  million  in  savings  and  earnings  for  the  General  Fund  of  the 
Treasury,  and  in  addition  the  processes  that  we  administer  brought 
in  $1.2  billion  in  delinquent  debts  that  would  otherwise  not  have 
been  collected. 

I  would  like  to  focus  some  attention  on  the  returns  you  get  on 
your  investment  and  the  people,  the  processes,  and  the  technology 
in  our  payments  operation  this  year. 

Some  of  the  highlights  of  the  past  year,  we  issued  822  million 
pajonents  for  the  government  for  virtually  every  purpose,  47  per- 
cent of  them  by  electronic  funds  transfer.  We  are  recognizing  that 
it  is  people  and  not  things  that  are  being  paid,  and  I  would  like 
to  tell  you  a  little  bit  about  our  emergency  response  capability,  be- 
cause I  think  it  is  something  we  have  done  that  is  important. 

Based  on  our  experience  in  1992  in  dealing  with  the  emergency 
agencies,  in  the  wake  of  the  hurricanes  in  Hawaii  and  Florida,  we 
developed  an  emergency  service  capability  that  is  standing  by  and 
ready  to  be  available  in  need,  and  when  the  earthquake  took  place 
just  two  months  ago  in  Los  Angeles,  we  had  people  and  technology 
available  to  move  on-site  with  FEMA  and  SBA  so  that  we  could 
move  in  virtually  as  the  ground  was  still  moving. 

In  the  past  few  months,  we  helped  SBA  and  FEMA,  and  we  have 
issued  70,000  payments  for  people  and  businesses  in  that  area 
worth  over  a  quarter  of  a  billion  dollars.  So  that  the  people  in  the 
emergency  agencies,  SBA  and  FEMA,  can  focus  on  helping  people 
with  the  full  knowledge  there  is  support  behind  them  that  is  going 
to  take  care  of  the  transaction  for  them. 
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We  have  worked  with  the  Postal  Service  and  the  Federal  Reserve 
in  the  local  banking  area  to  make  sure  that  the  people  affected  by 
the  floods  in  the  Midwest  last  summer  were  able  to  get  their 
money,  even  though  they  were  displaced. 

We  had  a  technology  breakthrough  with  the  Social  Security  Ad- 
ministration last  summer,  Mr.  Chairman,  that  has  enabled  Social 
Security  to  eliminate  roughly  $10  million  a  month  in  erroneous 
payments,  allowing  data  to  catch  up  with  the  payments,  especially 
in  cases  of  deceased  payees,  so  that  since  last  June,  we  have 
stopped  payments  that  otherwise  would  have  been  paid  in  excess 
of  $90  million,  which  would  have  created  very  large  losses  for 
uncollectible  receivables. 

We  have  implemented  the  Cash  Management  Improvement  Act 
of  1990  that  required  that  we  enter  into  agreements  with  all  50 
States  plus  the  District  of  Columbia  and  all  the  territories  in  a  pro- 
gram passed  into  law  by  Congress  in  1990  that  has  a  payback,  ac- 
cording to  the  Congressional  Budget  Office,  slightly  in  excess  of  $50 
million  a  year. 

We  have  issued  policy  guidance  clarifying  that  the  government's 
policy  is  that  EFT  is  a  preferred  method  of  payment  for  all  govern- 
ment payments.  We  increased  the  usage  of  EFT  in  the  payment 
business  by  18  million  payments  in  1993,  representing  a  cost  avoid- 
ance of  $5.4  million  postage  and  production  costs,  plus  avoiding  the 
costs  that  would  be  associated  with  forger  ease  and  lost  items. 

That  includes  a  million  payment  increase  in  the  vendor  pay- 
ments. And  vendor  payments,  I  think,  is  very  important,  because 
that  is  moving  the  government  into  the  era  of  electronic  commerce 
that  I  think  this  Congress  and  this  administration  support  very 
much. 

We  reached  a  milestone  of  10,000  people  receiving  benefits 
through  electronic  funds  transfer  in  Texas  through  a  pilot  we  are 
operating. 

Mr.  Chairman,  these  are  samples  of  the  kinds  of  returns  that  the 
American  people  are  getting  from  the  investment  that  you  make  in 
us.  I  have  a  long  list  of  such  successes  in  my  long  statement  and 
I  know  you  would  like  to  have  me  read  them  all  for  the  record,  but 
I  think  we  had  better  move  on. 

Mr.  HOYER.  Please  continue.  I  really  would  like  to  hear  all  of  it. 

We  do  a  lot  of  appropriating,  we  spend  a  lot  of  money.  The  Amer- 
ican public  aren't  sure  it  pays  off,  and  these  are  the  kinds  of  accom- 
plishments that  give  us  more  confidence  in  making  the  investment 
of  which  you  speak.  So  I  want  to  make  sure  that  it  is  highlighted. 

Mr.  Morris.  Thank  you,  sir. 

Our  budget  request  for  Fiscal  Year  1995  is  $185,894,000,  and 
2,124  direct  FTEs.  It  represents  a  reduction  of  $23,983,000  in  ap- 
propriated funds  compared  with  1994. 

There  are  four  issues  to  which  I  would  like  to  call  the  sub- 
committee's attention.  Four-point-six  million  dollars  and  34  FTE 
reduction  represents  adherence  to  Executive  Orders  12837  and 
12839,  which  call  on  us  to  do  more  with  less. 

Investments  that  you  have  made  in  our  organization  in  the  past 
years  enable  us  to  absorb  those  reductions  without  reducing  gov- 
ernment service  levels  to  the  public.  There  were  cost  savings  that 
result  from  the  closing  of  our  disbursing  operations  in  Washington, 
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D.C.,  and  that  again  represents  a  return  on  investments  that  you 
have  made  with  us  in  the  past. 

There  is  an  expansion  of  the  Treasury's  policy  of  transferring 
postage  for  check  payments  from  our  budget  to  the  budgets  of  the 
agencies  that  generate  check  issue  requests,  both  to  fully  associate 
the  cost  with  the  program  and  to  further  encourage  agencies  to  ac- 
celerate their  movement  toward  EFT. 

Finally,  we  are  requesting  $2  million  in  initiative  funding, 
$500,000  of  this  to  invest  in  a  project  to  improve  the  quality  of  in- 
formation available  to  Treasury  and  0MB  for  improved  govern- 
ment management,  and  $1.5  million  to  be^-nn  our  investment  in  re- 
placement technology  for  our  aging  check  i>roduction  equipment  in 
our  disbursing  operations. 

Mr.  Chairman,  over  the  years,  you  and  this  subcommittee  have 
endorsed  and  supported  the  concept  of  a  strong  central  financial 
utility  to  serve  the  programs  of  the  Federal  Government  and  the 
people  that  those  programs  serve.  Through  excellence  in  the  proc- 
esses through  which  the  government  pays,  receives  and  manages 
money,  this  support  is  paying  dividends  in  both  operational  savings 
and  service  to  the  public. 

I  have  the  privilege  of  working  daily  with  over  2,000  people  who 
are  committed  to  excellence  in  government  service  and  to  ensuring 
that  the  taxpayers  get  value  for  their  money.  I  believe  we  are  con- 
tinuing to  earn  your  continuing  support,  and  I  hope  you  agree. 

Mr.  Chairman,  that  concludes  my  remarks.  I  am  happy  to  re- 
spond to  any  questions  you  or  the  committee  Members  would  have. 

[The  prepared  statements  of  Mr.  Murphy  and  Mr.  Russell  follow:] 
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GERALD  MURPHY 
FISCAL  ASSISTANT  SECRETARY 


As  Fiscal  Assistcunt  Secretary,  Mr.  Murphy  oversees  the 
Treasury  Department's  mamagement  of  the  U.S.  Government's 
Financial  Operations,  cash  management  for  the  U.S.  Govern- 
ment, raising  money  to  finance  government  debt,  directing 
the  performance  of  the  fiscal  agency  functions  of  the  Federal 
Reserve  Banks,  and  haindling  the  investments  of  the  multi- 
billion  dollar  trust  and  other  accounts  of  the  U.S.  Govern- 
ment.  Mr.  Murphy  reports  to  the  Secretary  and  Deputy  Secretary 
through  the  Under  Secretary  for  Finance. 

Gerald  Murphy  was  born  in  Washington,  D.C.   He  graduated  from 
Benjamin  Franklin  University,  Washington,  D.C,  with  bache- 
lor's and  master's  degrees  in  Commercial  Science. 

Mr.  Murphy  began  a  career  of  Federal  Service  when  he  entered 
the  Department  of  the  Navy  in  1957.   He  joined  the  Department 
of  the  Treasury  in  1959  and  has  served  in  a  variety  of  manage- 
rial positions,  including  Deputy  Commissioner  of  the  Financial 
Management  Service.   He  was  appointed  Deputy  Fiscal  Assistant 
Secretary  in  1979.   Secretary  Baker  appointed  him  Fiscal 
Assistant  Secretary  in  1986. 

Mr.  Murphy  is  a  Certified  Public  Accountant.   He  is  a  member 
of  the  American  Institute  of  Certified  Public  Accountants, 
and  past  National  President  of  the  Association  of  Government 
Accountants.   He  served  six  years  as  a  member  of  the  National 
Council  on  Government  Accounting,  and  five  years  on  the 
Governmental  Accounting  Standards  Advisory  Council.   He  is 
presently  a  member  of  the  Federal  Accounting  Standards 
Advisory  Board. 

He  has  received  Treasury's  Meritorious  Service  Award,  the 
Secretary's  Honor  Award,  the  Benjamin  Franklin  University 
Distinguished  Alumni  Award,  and  AGA's  Robert  W.  King  Memorial 
Award. 
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RUSSEIX  D.  MORRIS 

COMMISSIONER 

FINANCIAL  MANAQEMSNT  SERVICE 


Russell  D.  Morris  was  appointed  Commissioner  of  the  Financial 
Management  Service  on  September  9,  1991.   This  bureau  of  the 
Department  of  the  Treasury  fulfills  the  Treasviry  Department 
responsibility  for  providing  leadership  and  direction  to  the  rest 
of  Government  in  financial  management  matters  and  operates  the 
Government's  financial  infrastructure. 

As  Commissioner,  Russ  has  the  responsibility  for  over  $2  trillion 
a  year  in  collections  and  disbursements.   The  Service  also  has 
program  responsibilities  for  cash  management,  credit 
administration,  and  debt  collection  activities  throughout  ^he 
Government . 

Prior  to  this  assignment,  Russ  was  the  Deputy  Commissioner  for 
the  Financial  Management  Seirvice.   Mr.  Morris  began  his  caureer 
with  the  Financial  Management  Service  in  1980  as  the  Assistiemt 
Commissioner  Banking  and  Cash  Memagement.   He  worked  for  the 
U.S.  Postal  Service,  the  Federal  Reserve  Board  and  a  regional 
commercial  bank  in  various  B2magement  and  executive  positions 
prior  to  coming  to  FNS. 

Russ  is  a  member  of  the  Federal  Senior  Executive  Service,  he 
holds  a  Ph.D.  In  Business  Administration  from  Ohio  State 
University,  and  teaches  financial  management  at  Georgetown 
University.   He  is  a  frequent  speaker  and  author  on  financial 
nemagement . 

Mr.  Morris  has  been  recognized  for  hie  accomplishments  by  various 
organizations,  and  in  June  1988,  he  was  a  recipient  of  the  first 
Award  for  Government  Management  Excellence  presented  by  the 
President's  Council  on  Management  Improvement. 
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GEORGE  MUNOZ 

Assistant  Secretary  (Management) 
and  Chief  Financial  Officer 

U.S.  Treasury  Department 

1500  Pennsylvania  Ave.,  N.W.  Phone  (202)  622-0410 

Washington,  D.C.    20220  Fax  (202)  622-2337 

George  Munoz  is  a  Certified  Public  Accountant  (CPA)  and  a  licensed  artorney  with  strong 
credentials  in  business,  management,  law  and  public  policy.  That  is  one  reason  why  he  was 
appointed  by  President  Clinton  and  confirmed  by  the  U.S.  Senate  to  be  one  of  the  Assistant 
Secretaries  of  the  Treasury.  Mr.  Muiioz  is  both  an  Assistant  Secretary  of  the  Treasury  for 
Management  and  is  also  the  Chief  Financial  Officer  of  the  U.S.  Treasury  Department.  He  reports 
to  Treasury  Deputy  Secretary  Roger  Altman  and  Secretary  Lloyd  Bentsen, 

Mr.  Munoz'  educational  background  is  quite  extensive  and  from  some  of  the  country's  best 
universities: 

LEGAL  Harvard  Law  School,  J.D.  (1978) 

PUBLIC  POLICY  Harvard's  Kennedy  School  of  Government 

Master's  in  Public  Policy  (1978) 

ACCOUNTING/CPA  University  of  Texas,  B.B.A.  (1974) 

College  of  Business  -  Accounting 
Graduate  of  Business  Honors  Program 
Graduated  with  High  Honors 

TAX  DePaul  University,  L.L.M.  (1984) 

Master's  in  Law  and  Taxation 

Mr.  Munoz  believes  that  "Education  makes  for  a  fuller  life  and  a  stronger  country.  It  is  knowledge 
and  wisdom-not  guns-that  will  assure  our  freedom  and  standard  of  living."  He  served  as  the 
President  of  the  Chicago  Board  of  Education  for  three  consecutive  years  in  the  mid-  1980s.  It  is 
the  third  largest  school  system  in  the  country  with  over  400,000  students,  over  42,000  employees 
and  an  annual  budget  in  excess  of  2  billion  dollars.  He  has  been  the  youngest  president  of  that 
institution,  and  he  fought  for  education  reform  to  reverse  the  trend  of  poor  performance  and  drop 
outs  among  the  students. 

On  the  business  side,  Mr.  Munoz  has  been  a  successful  attorney.  He  is  the  founder  of  a  law  firm 
in  Chicago  that  specializes  in  international  business  and  legal  transactions.  He  is  a  well  known 
authority  on  the  North  American  Free  Trade  Agreement  (NAFTA);  and  has  given  may  speeches  and 
written  presentations  on  the  benefits  of  doing  business  with  Mexico  and  Latin  America. 

Mr.  Murioz  is  a  strong  believer  in  public  service,  and  is  the  recipient  of  many  awards  for 
distinguished  public  service  That  is  one  reason,  he  says,  that  he  sought  and  got  a  Masters  in 
Public  Policy  from  the  Kennedy  School  of  Government. 

Mr  Murioz  comes  from  a  large  family.  He  was  born  in  Brownsville,  Texas,  but  makes  his  home  in 
Chicago,  Illinois  He  is  one  of  1  2  children  born  to  Mr.  and  Mrs  Cipriano  Muiioz.  He  is  42  years  old 
and  IS  fluent  in  Spanish. 
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DEPARTMENT  OF  THE  TREASURY 
FINANCIAL  MANAGEMENT  SERVICE 

Introductory  Statement  of  Gerald  Murphy 
Fiscal  Assistant  Secretary,  Department  of  the  Treasury 
For  Presentation  to  the  Subcommittee  on  Appropriations 


Good  morning,  Mr.  Chairman  and  Members  of  the  Committee.   I 
appreciate  this  opportunity  to  discuss  the  FY  1995  resource 
requirements  of  the  Financial  Management  Service  (FMS) . 

The  Service's  FY  1995  direct  request  is  $185,894,000  and 
2,124  full-time  equivalent  (FTE)  positions.   Since  FMS  serves  as 
the  Federal  Government's  accountant  and  money  manager,  the  FY 
1995  Budget  supports  programs  that  promote  improved  Government- 
wide  financial  management.    Your  resource  support  in  FY  1995 
will  ensure  the  successful  implementation  of  FMS'  System  90 
project,  which  has  been  supported  by  the  Congress  in  previous 
budgets  and  is  essential  for  FMS  to  provide  high  quality  payment 
services  to  the  public.   Also,  the  FY  1995  Budget  will  allow  FMS 
to  pursue  additional  payment  system  modernization  efforts  with 
the  Combo  Check  Printers  hardware  replacement  and  to  develop  a 
Government -wide  financial  information  management  system  with 
their  MIDAS  project. 

FMS  has  a  major  role  in  implementing  the  recommendations  of 
the  National  Performance  Review  (NPR) .   Action  teams  have  been 
established  within  FMS  to  ensure  that  progress  continues  on 
projects  which  move  the  government  into  an  era  of  total 
electronic  financial  operations  and  information  management .   In 
addition,  FMS  has  established  an  NPR  Communications  Plan  to 
facilitate  effective  and  timely  communications  about  NPR 
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accivities,  both  internal  and  external  to  FMS. 

FMS'  FY  1995  request  reflects  Presidential  direction  to 
restrain  spending  wherever  possible,  utilize  available  staff  to 
perform  required  workloads,  and  fund  increases  only  in  the 
highest  priority  areas.   As  a  result,  the  FY  1995  request 
represents  an  eleven  percent  reduction  from  FMS'  FY  1994  funding 
level . 

We  are  here  today  to  demonstrate  that  your  investment  in  the 
Financial  Management  Service  has  consistently  proven  to  be  a  wise 
one.   FMS'  FY  1995  Budget  will  improve  services  to  Federal 
agencies,  Government  policymakers  and  the  public  by  promoting 
financial  efficiency,  improving  financial  management  practices, 
and  increasing  the  speed  and  accuracy  of  the  payment  and 
collection  processes  at  reduced  cost. 

I  would  now  like  to  introduce  FMS'  Commissioner,  Russ 
Morris,  who  will  provide  you  with  a  more  detailed  account  of  the 
Service's  activities  and  accomplishments. 
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DEPARTMENT  OF  THE  TREASURY 
Financial  Management  Service 

Introductory  Statement  of  Russell  D.  Morris 

Commissioner  o£  the  Financial  Mauiagement  Service 

for  Presentation  to  the  Subcommittee  on  Appropriations 

Good  Morning  Mr.  Chairman  and  Members  of  the  Subcommittee. 
I  am  pleased  to  have  this  opportunity  to  talk  with  you  today 
about  the  Financial  Management  Service  (FMS) .   With  me  today  are 
Deputy  Commissioner  Michael  Smokovich,  Assistant  Commissioner  for 
Management  Bland  Brockenborough,  Acting  Comptroller  Daniel 
McGrath,  and  Acting  Budget  Officer  Antonia  Ricks. 

FMS  seeks  to  improve  the  quality  of  Government  financial 
management.   We  are  committed  to  providing  our  customers 
financial  management  leadership,  operating  services,  advice  and 
assistance,  and  training.   FMS  ensures  that  the  Government  has  an 
efficient  and  effective  financial  infrastructure  to  support  both 
program  delivery  and  Government  management.   We  issue  almost  all 
of  the  non-defense  Government  payments  --  over  800  million 
annually  --  including  Social  Security  and  Veterans  benefit 
payments  and  Internal  Revenue  Service  (IRS)  tax  refunds.   We,  of 
course,  prefer  to  deliver  payments  through  electronic  funds 
transfers  (EFT)  --  as  we  do  with  approximately  half  of  the 
payments  we  issue.   EFT  is  not  only  less  costly  than  checks,  but 
is  also  less  susceptible  to  theft  and  loss  for  the  recipient. 

In  addition,  FMS  ensures  that  the  Government  continues  to 
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move  along  the  path  toward  excellence  in  financial  management. 
We  do  this  in  partnership  with  the  Office  of  Management  and 
Budget  (0MB) .   FMS  is  a  regulator,  a  consultant,  and  an 
operational  utility  which  assists  all  agencies  in  meeting 
Government  financial  management  policy  objectives.   Our 
contribution  to  managing  liquidity  focuses  primarily  on  improving 
agency  management  of  Government  assets  so  as  to  minimize  the 
amount  that  must  be  borrowed  in  order  to  fund  assets .   These 
efforts  are  achieved  in  coordination  with  OMB  to  ensure  that  our 
activities  are  fully  consistent  with  the  implementation  of  the 
CFO  Act  of  1990.   Almost  everything  that  FMS  does  is  linked 
directly  to  basic  Treasury  Department  responsibilities  -- 
managing  the  Government's  money  on  a  least-cost  basis;  reporting 
to  the  President,  the  Congress,  and  the  American  public  on  the 
financial  results  and  the  financial  condition  of  the  Government; 
and  serving  the  American  people . 

Mr.  Chairman,  these  are  both  exciting  and  challenging  times 
for  executives  in  the  Federal  Government .   The  President  has 
challenged  every  manager  in  Government  to  reassess  organizations, 
programs,  and  processes  to  separate  those  that  add  value  from 
those  that  only  add  cost.   While  I  believe  that  every 
organization  and  every  process  can  be  improved,  I  also  believe 
that  FMS  is  an  organization  that  adds  value  --an  organization 
that  improves  service  and  reduces  the  cost  of  Government . 

Investments  in  FMS  have  been,  and  continue  to  be,  sound  ones 
with  profitable  returns  for  the  Federal  Government.   Over  the 
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past  year,  FMS  reached  goals  and  successfully  met  commitments 
which  strive  toward  achieving  our  mission.   Since  we  last  met, 
FMS  has  registered  a  number  of  significant  accomplishments. 

FMS  provides  leadership  for  the  Government ' s  cash 
management,  payments,  and  collections  programs.   We  develop  and 
modify  financial  management  programs,  products,  and  systems  used 
in  the  movement  of  information  and  funds  (over  $7  billion  daily) 
to  and  from  the  Government . 

FMS  is  actively  involved  on  several  fronts  in  modernizing 
the  collection  of  funds  owed  to  the  Government,  using  electronics 
as  the  cornerstone.   Roughly  99  percent  of  funds  transfers  from 
the  Federal  to  State  governments  are  currently  routed  via  EFT. 
The  most  ambitious  of  our  electronic  modernization  efforts  is  our 
Electronic  Federal  Tax  Payment  System  initiative  with  the  IRS. 
Accelerating  over  $1  trillion  in  annual  tax  deposits  through  EFT 
is  the  effort's  main  thrust.   Annual  savings  to  the  Government  of 
$200  million  are  projected  as  we  seek  to  replace  a  paper-based 
system  that  is  costly  and  inefficient  with  an  electronic  system 
which  will  make  doing  business  with  the  Government  easier  for 
banks  and  taxpayers.   A  phased- in  approach  for  the  conversion  of 
these  tax  deposits  to  EFT  will  begin  in  1994.   This  innovative 
cash  flow  improvement  provided  "Paygo"  offsets  in  support  of  the 
North  American  Free  Trade  Agreement  (NAFTA)  legislation. 

The  Automated  Clearing  House  (ACH)  provides  the  means  for 
settling  electronic  financial  transactions  and  plastic  cards, 
both  credit  and  debit,  and  taxpayers  will  benefit  from  the 
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convenience  and  security  of  these  electronics.   Additionally,  we 
continue  to  promote  Federal  agencies'  use  of  ACH  as  the  most 
effective  means  of  collecting  funds  owed  them.   FMS  encourages 
the  use  of  our  Plastic  Card  Collection  Network,  permitting 
individuals  to  use  a  credit  card  or  debit  card  to  pay  for  goods 
or  services  provided  to  them  by  the  Government . 

Finally,  FMS  provides  leadership  for  the  Federal 
Government ' s  asset  and  credit  management  programs  by  applying 
state-of-the-art  approaches  to  developing  standards  and  programs 
in  areas  such  as  guaranteed  loans,  direct  loans.  Government - 
Sponsored  Enterprise  credit,  foreign  loans,  real  property, 
inventory,  and  seized  and  forfeited  assets. 

As  you  know,  FMS  takes  special  pride  in  fulfilling  our  role 
as  the  Government's  central  payment  utility.   By  making  available 
to  Government  agencies  a  combination  of  location,  technology, 
expertise,  experience  and  commitment,  FMS  contributes  greatly  to 
the  success  of  the  Government  and  its  programs.   At  the  same 
time,  taxpayers  benefit  from  the  economies  of  scale  that  we 
achieve. 

Our  customers  --  the  program  agencies  of  the  Federal 
Government  --  would  describe  the  timely  and  accurate  delivery  of 
payments  to  their  clientele  as  our  most  important  responsibility. 
Our  production  statistics  suggest  that  we  do  this  effectively. 
Recently,  we  have  had  opportunities  to  further  demonstrate  our 
commitment  to  our  customers  and  their  clients. 

During  the  two  hurricane  crises  in  1992,  FMS  developed  an 
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emergency  service  capability  that  enabled  the  Federal  Emergency 
Management  Agency  (FEMA)  and  the  Small  Business  Administration 
(SBA)  to  deliver  the  payments  needed  for  supporting  their 
efforts,  allowing  these  agencies  to  concentrate  on  helping  people 
in  need.   This  capability  is  being  employed  literally  as  we  speak 
to  provide  assistance  to  those  affected  by  the  recent  earthquake 
in  Los  Angeles. 

Program  agencies  and  their  clients  benefit  from  the 
experience  of  FMS  in  other  ways  as  well.   For  example,  during 
last  summer's  floods  in  the  midwest  and  the  recent  earthquake  in 
California,  our  experience  in  working  hand- in-hand  with  the  U.S. 
Postal  Service  and  the  Federal  Reserve  ensured  that  payments  were 
available  to  all  recipients  even  in  the  most  difficult  of 
circumstances.   FMS  ensures  that  Social  Security  recipients, 
Veterans,  Federal  retirees.  Supplemental  Security  Insurance 
recipients,  and  other  Government  payees  who  have  been  displaced 
by  natural  disasters  have  access  to  their  money  at  critical 
times. 

These  are  a  few  examples  of  the  impressive  commitment  by  our 
employees  to  FMS'  mission  that  I  am  privileged  to  experience 
every  day.   FMS  is  proud  that  we  have  been  able  to  provide  timely 
service  to  people  who  were  hurting  as  a  result  of  a  natural 
disaster.   Our  successful  emergency  capability  which  is  evident 
in  our  responses  to  these  natural  disasters  clearly  demonstrates 
the  value  of  a  centralized  money  management  utility. 

The  payments  business  is  a  platform  for  increased  savings; 
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it  is  a  highly  specialized  process  operating  in  a  vital  arena  -- 

one  in  which  there  are  exciting  opportunities  to  put  into 
practice  President  Clinton  and  Vice  President  Gore's  commitment 
to  exploiting  technology  in  order  to  reduce  costs  and  make  the 
Government  more  customer  driven.   FMS  is  in  the  business  of 
"Putting  Customers  First". 

FMS  works  with  the  Secret  Service  in  their  effort  to  fight 
crime  by  protecting  the  integrity  of  Government  checks.   We 
accomplish  this  by  processing  requests  for  claims  to  the  Secret 
Service  for  investigation.   FMS  issued  approximately  65,000 
settlement  checks  from  forgeries  last  year  alone.   We  continue  to 
be  a  customer  focused  organization,  operating  beyond  our  typical 
day-to-day  activities  in  order  to  meet  the  needs  of  the  American 
people . 

During  the  past  year,  we  completed  a  process  improvement 
with  the  Social  Security  Administration  (SSA)  that  has  resulted 
in  a  reduction  in  payments  to  deceased  recipients  of  more  than 
ten  million  dollars  each  month.   Further  improvements  are 
scheduled  to  go  into  operation  later  this  year  for  SSA,  and 
similar  capabilities  are  being  offered  to  other  program  agencies 
such  as  the  Office  of  Personnel  Management  (0PM) ,  the  Department 
of  Veterans  Affairs  (VA) ,  and  the  Railroad  Retirement  Board. 

The  FMS  and  the  National  Treasury  Employees  Union  (NTEU) 
recently  committed  to  a  Joint  Agreement  to  cooperate  in  an 
ongoing  quality  improvement  process.   The  Agreement,  which  is 
consistent  with  the  President's  directive  on  "Labor -Management 
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Partnerships",  supports  a  comprehensive  undertaking  that  involves 
FMS  in  continuous  improvement,  reinvention  and  reengineering.   In 
implementing  the  Agreement,  FMS  and  NTEU  have  formed  a  Joint 
Quality  Council  consisting  of  FMS  executives  and  NTEU  local 
chapter  and  National  headquarters  members.   The  goal  of  the 
FMS/NTEU  Joint  Quality  and  Excellence  Agreement  is  to  optimize 
the  participation  and  involvement  of  FMS  employees  in  the 
decisions  that  are  made  about  the  way  we  do  business.   Both  FMS 
and  NTEU  believe  that  this  will  improve  work  products  and 
processes  and  enable  FMS  to  best  accomplish  our  mission. 

FMS'  Center  for  Applied  Financial  Management,  established  in 
1991  to  further  our  mission  of  improving  financial  management  in 
Government,  uses  an  entrepreneurial  approach  to  providing 
financial  management  assistance  to  client  agencies  on  a 
reimbursable  basis.   The  Center  assists  agencies  in  implementing 
accounting  systems  through  a  cross-servicing  arrangement.   This 
arrangement  has  saved  the  Government  approximately  $7  million. 
In  addition,  in  the  past  year,  the  Center  provided  computer 
mainframe  cross-servicing  to  seven  on-going  production  clients 
and  assisted  three  clients  in  implementing  accounting  systems. 

The  Center  also  provides  financial  management  training  and 
consulting  to  Federal  agencies.   In  FY  1993,  we  provided  2,300 
student -days  of  training  and  began  the  development  of  the 
Treasury  Honors  Institute  (a  vehicle  for  developing  financial 
management  experts  throughout  the  Department) .   We  also  assisted 
FEMA  in  establishing  on-site  accounting  controls  for  $6  billion 
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of  emergency  funds  to  cover  needs  related  to  the  recent 
California  earthquake. 

FMS  is  continuing  with  our  work  on  the  Electronic 
Certification  System  (ECS)  and  its  enhancements.   ECS  is  an 
electronic  means  of  initiating,  certifying,  and  issuing  a  payment 
without  having  to  use  payment  vouchers.   The  system  automates  the 
process  for  verifying  the  authenticity  of  an  agency's  certifying 
officer  who  then  transmits  payment  requests  electronically  to  a 
Regional  Financial  Center  (RFC) .   The  ECS  improves  the  integrity, 
efficiency,  and  effectiveness  of  the  Government's  payment  process 
system.   As  of  January  1994,  we  had  178  agency  sites  using  the 
ECS  software,  approximately  34.6%  of  the  agency  end-points,  and 
we  are  continuing  to  roll  the  system  out  to  additional  agencies. 
Our  customer  agencies  have  expressed  a  great  deal  of  praise  for 
this  system,  and  we  currently  are  working  on  additional 
enhancements  to  improve  its  effectiveness. 

Besides  the  day-to-day  operational  benefits  of  ECS,  the 
system  also  enables  us  to  provide  service  in  emergency  disbursing 
situations.   We  recently  provided  emergency  disbursing  assistance 
to  the  US  Coast  Guard  in  their  oil  spill  clean-up  efforts  by 
taking  a  portable  ECS  computer  to  the  5th  Coast  Guard  district 
headquarters,  in  Chesapeake,  VA.   They  are  currently  using  the 
system  FMS  provided  to  make  their  emergency  payments  for  the 
clean-up  effort.   We  likewise  set  up  FEMA  with  ECS  terminals  for 
their  operation  in  support  of  the  earthquake  relief  in 
California.   Payments  are  being  made  on  a  daily  basis  via  the 
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ECS.   We  are  also  supporting  SBA  in  the  earthquake  relief 
efforts. 

FMS  has  made  considerable  progress  in  ensuring  that  the 
Government  has  an  efficient  and  effective  financial 
infrastructure.   Throughout  the  past  year,  we  made  significant 
headway  on  our  System  90  project,  which  will  be  the  Government's 
payments  system  for  the  future.   We  installed  a  large  mainframe 
computer  in  our  Austin  RFC  this  past  June  and  finished 
installation  of  the  entire  software  suite  on  November  1.   The 
hardware  acceptance  test  was  then  successfully  completed  on 
November  15,  1993. 

FMS  completed  the  preliminary  design  reviews  for  all  of  the 
System  90  PACER  software  (Payments,  Accounting,  Claims,  and 
Enhanced  Reconciliation)  in  February,  1993.   The  final 
programming  specifications  were  finished  in  early  FY  1994,  and 
the  System  90  training  center  at  our  Austin  RFC  started 
operations  in  late  September.   System  90  claims  prototype 
demonstrations  were  presented  at  all  RFCs  in  May,  June,  and  July 
and  numerous  briefings  were  provided  for  our  employees  and 
Federal  agency  customers  throughout  FY  1993.   System  90  will  make 
the  delivery  of  payments  more  reliable,  the  resolution  of  claims 
more  timely,  the  accessibility  of  financial  information  more 
immediate,  and  the  integrity  of  all  transfers  of  value  more 
secure . 

We  are  continually  working  toward  future  improvements  in 
other  areas  as  well.   Recently,  FMS  published  a  new  regulation 
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related  to  the  1992  amendments  to  the  Cash  Management  Improvement 
Act  (CMIA) ,  clarifying  Government  policy  which  identified  EFT  as 
the  medium  of  choice  for  all  Government  payments.   FMS  is  working 
with  Federal  agencies  on  an  ongoing  basis  to  ensure  their 
compliance  with  CMIA  regulations.   During  the  past  year,  EFT 
payments  increased  by  nearly  18  million  payments;  EFT  payments 
consisted  of  47.53%  of  total  payments  disbursed  in  FY  1993. 

FMS  is  also  implementing  a  strategy  that  will  bridge  the 
Government's  financial  management  into  an  era  of  "Electronic 
Commerce"  and  will  begin  an  evolution  toward  an  "electronic 
information  highway."   FMS  is  taking  action  to  adopt  and 
integrate  industry  Electronic  Data  Interchange  (EDI)  standards  in 
conjunction  with  Federal  Program  Agencies  (FPAs) .   This 
integration  effort  includes  processes  to  collect  the  Government's 
revenue,  to  make  payments,  and  to  exchange  critical  financial 
information.   Initial  FPA  customers  will  include  the  National 
Aeronautics  and  Space  Administration  (NASA) ,  VA,  Housing  and 
Urban  Development  (HUD) ,  the  Indian  Health  Service,  and  the 
Minerals  Management  Service.   The  use  of  EDI  will  also  be 
integrated  into  our  planned  conversion  of  over  $1  trillion  in 
annual  business  tax  payments  to  EFT. 

In  response  to  Vice  President  Gore's  National  Performance 
Review  (NPR) ,  a  team  has  been  created  at  FMS  to  coordinate  NPR 
activities,  set  priorities  and  establish  a  structure  to  enable  us 
to  respond  appropriately  to  the  challenges  and  opportunities  of 
the  NPR.   Many  NPR  recommendations  impact  FMS  directly  and  are 
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being  addressed  by  project  work  teams  within  the  agency. 

After  receiving  Executive  Order  12839,  "Streamlining  the 
Bureaucracy",  FMS  submitted  a  streamlining  plan  to  the  Department 
in  October.   The  Service  plans  to  achieve  the  overall  FTE 
ceilings  required  by  E.O.  1283  9,  focusing  primarily  on  managed 
attrition  to  achieve  this  goal .   We  are  also  in  the  process  of 
consolidating  our  RFCs .   The  Washington  RFC  will  be  closed  by 
June  30,  1994,  resulting  in  savings  of  32  FTEs  and  $2.35  million 
in  FY  1995.   To  achieve  additional  savings,  FMS  is  planning  to 
consolidate  our  workforce  from  six  to  three  buildings.   This 
demonstrates  our  continued  effort  to  reduce  costs  while  adding 
value  to  Government . 

FMS,  in  conjunction  with  program  agencies,  has  pioneered  the 
development  of  Electronic  Benefit  Transfers  (EBT)  --a  payment 
delivery  approach  for  low  income  recipients  that  has  become  a 
cornerstone  of  the  Vice  President's  "reinventing  government" 
efforts.   FMS  has  been  managing  a  pilot  operation  in  Houston, 
Texas  for  the  past  two  years  that  serves  as  a  model  for  future 
development.   This  Direct  Payment  Card  project  has  successfully 
tested  the  issuance  of  multiple  benefits  on  a  single  card.   The 
pilot  has  now  been  expanded  to  Dallas,  Texas  to  test  a  voluntary, 
more  cost  effective  service  model  which  recovers  costs  through 
recipient  service  and  transaction  fees.   To  date,  we  have 
approximately  10,000  participants  in  these  two  pilots  with 
anticipated  growth  in  FY  1994. 

This  gives  you  some  sense  of  FMS'  programmatic  efforts  and 
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significant  accomplishments.   We  have  made  a  lot  of  progress  in 
the  way  that  we  approach  our  mission.   FMS  is  committed  to 
serving  our  customers  by  delivering  quality  payment,  collection, 
and  financial  services  for  the  Government.   In  doing  so,  we 
continue  to  develop  effective  ways  to  reduce  costs. 

The  FMS'  FY  1995  Budget  Request  is  $185,894,000  and  2,124 
FTEs.   This  represents  a  net  decrease  of  $23,983,000  over  the  FY 
1994  funding  level  of  $209,877,000.   In  addition,  the  Service's 
FY  1995  FTE  request  represents  a  net  decrease  of  72  FTEs  from  the 
FY  1994  FTE  level  of  2,196. 

This  Budget  Request  represents  reductions  totalling 
approximately  $5  million.   These  reductions  are  based  on  the 
following:   a  FERS  adjustment  ($.4  million);  an  administrative 
reduction  to  our  non-personnel  object  classes  ($3  million) ;  and 
an  executive  order  reduction  to  our  personnel  object  classes 
($1.6  million),  and  34  direct  and  one  reimbursable  FTE.   In 
addition,  the  closing  of  our  Washington  RFC  resulted  in  a 
reduction  of  $2.35  million  and  32  FTEs. 

Increases  to  our  FY  1995  Budget  total  approximately  $5.5 
million  and  include  the  following:   locality  pay  ($.9  million), 
MCLs  ($2.6  million)  and  Initiatives  ($2  million).   The 
initiatives  requested  are  Payment  System  Modernization  -  Combo 
Printer  ($1.5  million),  and  MIDAS  ($.5  million). 

Finally,  this  FY  1995  Budget  Request  incorporates  reductions 
to  the  FMS  budget  for  the  following , of f sets  which  will  become 
reimbursable  programs:   Check  Payment  Postage  ($21.7  million), 
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check  Copy  Charge  ($.1  million),  and  Management  of  Trust  Funds 
($ . 3  million) . 

The  Payment  System  Modernization  -  Combo  Printer  initiative 
will  allow  FMS  to  replace  current  check  processing  equipment. 
Major  hardware  components  have  exceeded  their  useful  life  and 
need  replacement  with  new  COMBO  Check  Printers  using  non- impact 
state-of-the-art  printing  technology.   The  new  system  will  ensure 
the  uninterrupted  issuance  of  Government  checks,  will  provide  the 
capability  for  enhanced  check  processing  services  for  customer 
FPAs,  and  will  enable  FMS  to  streamline  operations  in  compliance 
the  NPR.   With  the  $1,500,000  requested,  FMS  will  purchase  a 
combination  check  printer/encloser  prototype  to  begin  our 
hardware  replacement. 

The  MIDAS  initiative  responds  to  our  customers'  expanding 
needs  for  financial  information.   The  purpose  of  the  MIDAS 
project  is  to  define  and  develop  an  integrated  financial 
information  management  system  that  will  meet  the  financial  and 
budget  execution  data  needs  of  the  central  agencies.   It  is 
currently  envisioned  that  MIDAS  will  be  one  of  a  set  of  financial 
information  warehouses  that  will  provide  integrated  data  related 
to  budget  execution,  asset,  liability,  revenue  and  expenditure 
management,  and  performance  assessment. 

While  the  MIDAS  project's  initial  focus  will  be  to  provide 
an  integrated  system  for  meeting  the  financial  and  budget 
execution  information  requirements  of  0MB  and  Treasury,  we 
anticipate  that  it  will  provide  agencies  with  performance 
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assessment  data  related  to  their  financial  management  and  program 
processes.   In  addition,  we  envision  that  MIDAS  will  provide  the 
capability  to  substantially  reduce  the  overall  central  accounting 
and  reporting  burden  on  agencies  through  the  elimination  of 
duplicate  and  redundant  data  and  reports.   The  funding  requested 
for  FY  1995  will  enable  FMS  to  procure  contract  support  to  begin 
the  design  and  development  of  the  MIDAS  system  based  on  the 
conceptual  design  completed  in  FY  1994. 

New  offsetting  reimbursements  with  no  change  in  operating 
level  are  included  in  our  FY  1995  Budget  Request.   FMS  is 
expanding  our  Check  Payment  Postage  Program  to  include  other 
major  client  customers  including  VA,  the  Department  of  Health  and 
Human  Services  (HHS) ,  and  0PM.   This  offset  has  allowed  FMS  to 
reduce  our  budget  request  by  $21.7  million  and  involves  billing 
the  respective  agencies  for  postage  costs  FMS  incurs  to  mail  out 
check  payments  on  their  behalf.   We  need  committee  support  to 
pass  the  following  legislation  to  mandate  this  offset  and  to 
create  a  move  toward  less  expensive  EFT.   TITLE  I  -  DEPARTMENT  OF' 
THE  TREASURY   Sec.  103.   Notwithstanding  any  other  provision  of 
law,  beginning  in  fiscal  vear  1995  and  continuing  thereafter,  the 
Financial  Management  Service  (FMS)  shall  be  reimbursed,  for 
postage  incurred  by  FMS  to  make  check  payments  on  their  behalf, 
by:   the  Department  of  Veterans  Affairs,  for  the  mailing  of 
Compensation  and  Pension  benefit  payments;  the  Department  of 
Health  and  Human  Services,  for  the  mailing  of  Supplemental 
Security  Income  Payments;  and  the  Office  of  Personnel  Management. 
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for  the  mailing  of  Retirement  payments.   Such  Reimbursement  shall 
be  due  beginning  with  checks  mailed  on  October  1,  1994,  and  such 
reimbursement  shall  occur  on  a  monthly  basis.   This  offset 
proposal  is  a  strong  economic  motivator  for  achieving  the  most 
efficient  means  of  delivering  payments.   The  transfer  of  postage 
costs  for  check  payments  to  the  larger  payment  initiators  will 
provide  a  positive  incentive  for  the  conversion  to  EFT.   In 
addition,  it  will  encourage  agencies  to  implement  changes  to 
achieve  even  greater  postage  savings  through  zip-plus  four  and 
bar-coding. 

Our  mission  to  improve  the  quality  of  Federal  financial 
management  is  directed  toward  the  needs  of  our  customers  -- 
taxpayers,  the  Department,  Federal  program  agencies,  and 
Government  policymakers.   The  programs  contained  in  our  FY  1995 
Budget  Request  support  legislative  mandates,  are  in  compliance 
with  NPR  recommendations,  and  work  to  improve  the  quality  and 
efficiency  of  financial  operations. 

The  Service's  FY  1995  Budget  Request  will  provide  the 
resources  to  continue  to  deliver  quality  payment,  collection,  and 
financial  services  for  the  Federal  Government .   FMS  needs  your 
continued  support  to  promote  sound  financial  management.   With 
your  support,  we  will  continue  our  commitment  to  seek  out, 
develop,  and  implement  effective  ways  to  reduce  costs  to  the 
taxpayer. 

This  concludes  my  prepared  remarks.   I  would  be  happy  to 
respond  to  any  questions  you  may  have. 
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FTE  REDUCTIONS 


Mr.  HOYER.  Thank  you  very  much,  Mr.  Commissioner. 

One  of  the  things  we  focus  on  in  this  Committee  is  FTEs.  As  we 
reduce  the  size  of  government  we  are  trying  to  determine  how 
many  people  in  fact  do  we  have  performing  services  for  the  govern- 
ment, either  through  the  fact  that  they  are  employees,  detailees,  or 
contractors. 

You  have  2,124  FTEs,  you  had  2,476  last  year,  correct? 

Mr.  Morris.  We  had  2,187  FTE  last  year. 

Mr.  HoYER.  That  reduction,  can  you  accomplish  that  without 
RIFs,  if  we  don't  have  buyouts? 

Mr.  Morris.  Yes,  sir,  I  believe  so. 

Mr.  HOYER.  Will  the  buyouts  help  you? 

Mr.  Morris.  I  believe  that  the  buyouts  would  help  us,  although 
I  am  not  sure  they  will  help  us  this  year.  It  is  pretty  late  in  the 
year,  and  we  may  not  be  able  to  afford  to  use  them  at  this  point. 
I  do  believe  they  would  help  us  in  FY  1995. 

Mr.  HOYER.  If  we  limit  it  to  just  the  9  percent  that  is  discussed 
in  legislation  now,  that  is  still  pretty  marginal? 

Mr.  Morris.  They  are  still  pretty  marginal. 

Mr.  HOYER.  We  will  try  to  get  it  through  this  week.  I  don't  know 
that  we  will  be  successful,  but  we  will  try  and  pass  it  this  week. 

NUMBER  OF  CONTRACTOR  PERSONNEL 

How  many  contract  employees,  contract  personnel  do  you  have? 
Do  you  know? 
Mr.  Morris.  I  would  have  to  respond  to  that — 
Mr.  HoYER.  If  you  could  get  that  for  the  record. 
[The  information  follows:] 

Number  of  Contractor  Personnel 

As  of  October  1,  1993  FMS  had  182  contractor  employees  on-board.  For  FY  1994, 
FMS  estimates  that  there  will  be  approximately  155  contractor  work  years  utilized. 

Mr.  Morris.  We  have  several  contractors  who  work  for  us.  I  as- 
sume you  are  talking  about  the  employees  they  have. 

Mr.  HOYER.  Janitorial  services  that  may  be  performed  or  other 
services  of  that  nature  which  are  done  through  contract  or  other 
services  that  you  need  for  ongoing  operations.  I'm  looking  for  the 
work  done  not  by  Federal  employees  but  contract  employees, 
through  contracts  you  have  with  the  private  sector. 

PAYMENTS 

The  Financial  Management  Service  issues  almost  all  nondefense 
checks,  as  you  pointed  out.  How  many  checks  did  you  say  you  is- 
sued each  year? 

Mr.  Morris.  Checks,  we  issued  over  800  million  payments  last 
year. 

Mr.  Hoyer.  And  how  many  electronic  fund  transfers? 

Mr.  Morris.  Three  hundred  and  eighty-seven  million. 

Mr.  Murphy.  The  800  million  is  the  total  payments  of  checks  and 
EFT. 

Mr.  HOYER.  Of  which— so  828  is  the  total,  of  which  387  are 
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Mr.  Morris.  Over  800  million  in  total.  Checks  are  428,  and  ACH 
is  387. 

Mr.  Murphy.  Checks  are  428. 

Mr.  HOYER.  Eight-hundred-plus  million  transactions  of  which 
387  are  electronic  and  428  are  checks,  in  that  neighborhood,  441. 

For  comparison's  sake,  you  may  not  know  the  answer  to  this  at 
all,  American  Express,  do  you  have  any  idea  how  many  trans- 
actions they  do  a  year? 

Mr.  Murphy.  I  don't  offhand,  but  as  I  recall  we  looked  at  Amer- 
ican Express  in  another  context  a  few  years  ago  because  they  have 
such  large  volume  transactions.  I  think  our  operation  pretty  well 
dwarfed  theirs,  even  though  they  are  a  very  large  processor. 

Mr.  HOYER.  I  have  talked  to  IRS  about  that,  in  terms  of  turn- 
around time,  why  we  can't  have  our  customers — this  does  not  affect 
you  per  se,  although  they  want  to — it  does  affect  you  because  they 
want  to  know  why  they  are  not  getting  paid  right  away. 

I  am  constantly  amazed  when  I  t^e  out  an  ATM  card  almost 
anywhere  in  the  world,  put  it  in,  they  give  me  money  out  and  they 
tell  me  what  our  balance  is  immediately.  We  need  to  have  that  ca- 
pability. And  I  am  sure  we  are  going  to  have  that  capability. 

OFFICE  CONSOLIDATION 

Let  me  ask  you  about  this  consolidation  of  offices  at  the  Wash- 
ington Financial  Center.  How  many  folks  are  in  that  office? 

Mr.  Morris.  At  the  time  we  made  the  announcement  last  Octo- 
ber, there  were  119  people  in  the  office. 

Mr.  HoYER.  Where  are  they  going? 

Mr.  Morris.  We  have  currently  placed  25  people  including  2  re- 
tirements, most  of  them  in  other  jobs  within  FMS.  We  are  working 
on  an  active  program  of  out-placement. 

Mr.  HOYER.  The  25  that  went  with  FMS 

Mr.  Morris.  Most  of  them  are  in  Hyattsville,  although  some  of 
them  will  be  downtown.  We  have  created  in  this  consolidation  14 
positions  each  in  Philadelphia  and  Birmingham.  We  are  offering 
positions  there  for  people  who  are  willing  to  move. 

ON-BOARD  STRENGTH 

Mr.  HoYER.  How  many  folks  do  we  have  in  Hyattsville  at  this 
point? 

Mr.  Morris.  One  thousand  two  hundred?  Eight  hundred? 

Mr.  Murphy.  We  can  provide  that. 

Mr.  HoYER.  And  where  are  the  balance?  Can  you  provide  that  as 
well? 

Mr.  Morris.  Yes. 

[The  information  follows:] 

On-Board  Strenth 

Question.  What  is  your  on-board  strength  at  each  of  your  buildings? 
Answer.  Our  on-board  strengh  at  each  building  is  as  follows: 

Liberty  Center  Building  (Washington,  DC)  590 

Prince  George  Center  II  (Hyattsville,  MD)  921 

Presidential  Building  (Hyattsville,  MD)  7 

1411  K  Street  (Washington,  DC)  46 

Ardmore  Warehouse  (Landover,  MD) 8 

College  Park  Building 50 
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North  Capitol  Building  (Washington,  DC) 176 

Austin  Regional  Financial  Center  85 

Birmingham  Regional  Financial  Center  93 

Chicago  Regional  Financial  Center  116 

Kansas  City  Regional  Financial  Center 113 

Philadelphia  Regional  Financial  Center  164 

San  Francisco  Regional  Financial  Center 108 

Washington  Regional  Financial  Center  122 

Mr.  HOYER.  Where  is  the  bulk  of  the  balance? 

Mr.  Morris.  Downtown  Washington,  Liberty  Loan  Building,  14th 
Street,  and  our  regional  centers  are 

Mr.  HOYER.  That  is  a  leased  building,  leased  space,  I  mean? 

Mr.  Morris.  Actually  it  is  property  of  the  Department  of  the 
Treasury. 

Mr.  HOYER.  So  that  is  a  government-owned  building. 

Mr.  Morris.  Yes. 

Mr.  Hover.  Mr.  Lightfoot. 

ELECTRONIC  FUNDS  TRANSFER 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman.  Mr.  Morris,  good  to 
see  you,  Mr.  Murphy. 

In  the  interest  of  keeping  on  the  Chairman's  time  schedule,  I 
have  a  couple  quick  questions.  We  will  submit  the  bulk  of  ours  for 
the  record  as  well. 

The  electronic  funds  transfer.  Mr.  Darden  and  I  are  working  on 
some  legislation  which,  hopefully,  will  help  speed  that  process 
along  even  further. 

COMBO  PRINTER 

Which  brings  us  to  the  question,  I  think  there  is  a  million  and 
a  half  dollars  that  you  are  requesting  for  a  new  combo  printer. 
Why  are  you  looking  at  a  new  printer  when  we  are  trying  to  move 
towards  electronic  transfer? 

Mr.  Morris.  Well,  sir,  it  is  our  belief  that,  unless  there  is  legisla- 
tion that  would  require  Social  Security  recipients  and  veterans  to 
take  direct  deposit,  we  will  be  issuing  in  the  neighborhood  of  400 
million  checks  a  year  well  into  the  next  decade. 

Mr.  Lightfoot.  So  this  is  a  replacement  for  existing  equipment? 

Mr.  Morris.  This  is  to  replace  existing  operational  equipment 
that  is  nearing  the  end  of  its  useful  life. 

Mr.  Lightfoot.  So  it  is  replacement  cost? 

Mr.  Morris.  Yes,  it  is. 

ELECTRONIC  NETWORK 

Mr.  Lightfoot.  Have  you  looked  at  the  study  that  the  GAO 
did — it  was  a  couple  years  ago  at  the  request  of  our  committee 
here — on  the  communications  network  we  have  out  in  Iowa,  the 
fiber-optics  network? 

Mr.  Morris.  I  have  seen  that  study.  I  have  read  it  some  time 
ago. 

Mr.  Lightfoot.  There  is  a  lot  of  interest  that  is  growmg,  that, 
obviously,  is  a  parochial  interest,  but  I  think  it  has  got  some  real 
potential  for  cost  savings  for  the  Federal  Government  in  how  we 
handle  with  particularly  electronic  network  and  financing  and  so 
on. 


1322 

You  know,  if  it  would  fit  into  your  plan,  we  would  certainly  ap- 
preciate you  taking  a  look  at  it  since  you  issue  most  of  the  checks 
and  see  what  some  of  the  potential  might  be  there.  Because  I  think 
it  has  some  applications  down  the  road  as  to  make  your  operation 
even  more  efficient. 

ELECTRONIC  FUNDS  TRANSFER 

Mr.  Morris.  Yes,  sir.  I  believe  you  are  aware  that  Mr.  Murphy 
is  on  a  government-wide  task  force  on  Electronic  Benefits  Transfer. 
I  am  working  in  conjunction  with  him  on  that.  That  task  force  is 
looking  at  all  of  the  options  for  delivering  benefits  and  payments 
to  individuals. 

Mr.  LiGHTFOOT.  I  just  echoed  the  Chairman's  comments.  I  think 
we  all  want  to  see  Uncle  Sam  become  as  efficient  as  Visa  and 
Mastercard.  And,  obviously,  the  technology  is  there.  It  is  just  get- 
ting through  our  somewhat  arcane  process  of  adopting  it,  I  guess. 

But,  again,  thank  you.  We  will  submit  the  rest  of  the  questions 
in  the  interest  of  time. 

Mr.  HOYER.  Mr.  Darden. 

Mr.  Darden.  Thank  you,  Mr.  Chairman.  I  will  keep  you  on 
schedule,  but  I  do  want  to  thank  Mr.  Murphy  and  Dr.  Morris  for 
being  here  and  also  reiterate  my  support  and  advocacy  of  the  use 
of  electronic  funds  transfer  and  other  electronic  systems  in  making 
Federal  pa3Tiients.  And  you  began  to  touch  on  an  area — mutual  in- 
terest— to  Mr.  Lightfoot  and  me,  and  I  want  to  follow  through. 

How  much  could  we  save  each  year.  Dr.  Morris,  if  Congress  man- 
dated that  all  Federal  pa5rments  had  to  be  made  electronically? 
And  what  is  the  Financial  Management  Service  doing  to  require 
electronic  disbursements? 

Mr.  Morris.  I  believe — I  would  like  to  answer  that  for  the  record 
when  I  can  do  my  research. 

[The  information  follows:] 
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ELECTRONIC  FUNDS  TRANSFER  (EFT) 


Question.   How  much  could  we  save  each  year  if  Congress  mandated 
that  all  Federal  payments  had  to  be  make  electronically? 

Answer.   The  potential  exists  for  the  Goverriment  to  save 
approximately  $130  million  when  all  check  payments  are  converted 
to  EFT. 


Question.   What  is  the  Financial  Management  Service  doing  to 
require  electronic  disbursements? 

Answer.   In  January  1994,  FMS  moved  to  aggressively  increase  EFT 
payments  by  issuing  regulations  requiring  agencies  to  use  EFT  for 
all  payments  and  collections  (31  CFR  206) .   FMS  increased  EFT 
payments  by  18  million  in  1993,  representing  a  real  cost 
avoidance  of  $5.4  million  in  postage  and  production  costs  in 
addition  to  eliminating  the  costs  associated  with  forgery  and 
lost  checks. 

For  the  last  three  years,  FMS  has  successfully  tested  Electronic 
Benefits  Transfer  (EBT)  for  payments  to  unbanked  recipients  of 
direct  Federal  benefit  (SSA,  SSI,  RRB,  0PM,  and  VA)  in  Houston 
Texas.   In  addition,  in  1994,  FMS  introduced  the  Dallas  pilot  to 
study  the  cost  effectiveness  of  the  EBT  program.   The  Dallas  and 
Houston  pilots  reached  10,000  enrollment  milestone  in  early  1994. 
And  finally,  FMS  is  developing  the  Automated  Standard  Application 
for  Payments  System  (ASAP)  to  centralize  and  process 
electronically  all  Federal/State  payment  requests  and  make  scune 
day  payments . 

FMS  is  also  actively  involved  on  several  fronts  in  modernizing 
the  collection  of  funds  owed  the  U.S.  Goverxunent,  using 
electronics  as  the  cornerstone.   The  most  ambitious  of  these  is 
our  Electronic  Federal  Tax  Paym.ent  System  initiative  with  the 
Internal  Revenue  Service.   Accelerating  over  $1  trillion  in 
annual  tax  deposits  through  electronic  funds  transfer  is  the 
effort's  main  thrust.   Savings  to  the  Government  of  $200  million 
is  projected  as  we  seek  to  replace  a  paper-based  system  that  is 
costly  and  inefficient  and  to  make  doing  business  with  the 
Government  easier  for  banks  and  taxpayers  seeking  an  alternative 
to  check-writing.   Today,  business  taxes  are  the  source  of  80 
percent  of  the  Government's  annual  flow. 

Beginning  in  1995,  the  Electronic  Federal  Tax  Payment  System  will 
provide  EFT  options  for  both  business  and  individual  taxpayers  to 
pay  their  tax  obligations.   The  Automated  Clearing  House  (ACH) , 
the  means  for  settling  electronic  financial  transactions,  and 
plastic  cards,  both  credit  and  debit,  will  be  the  choice  of 
taxpayers  seeing  the  convenience  and  security  of  electronics. 
Additionally,  we  continue  to  promote  Federal  agencies'  use  of  ACH 
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?.tli   collection  Network,  permitting  individuals  to  use  a  credit 


( 
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Mr.  Morris.  I  believe  that  we  have  estimated  the  operating 
budget  cost  savings  from  100  percent  EFT  for  the  payments  that 
we  make — would  be  anywhere— -$130  million  a  year. 

Mr.  D.\RDEN.  That  is  postage  and  all? 

Mr.  Morris.  Well,  there  is  a  slight  operating  cost  difference  as 
well.  It  costs  a  little  more  to  produce  and  mail  a  check  in  addition 
to  the  postage.  And,  of  course,  as  I  see  in  yesterday's  paper,  post- 
age rates  are  going  to  rise  again. 

Mr.  HOYER.  Still  the  best  buy  in  the  world. 

Mr.  Morris.  I  believe  so. 

DECENTRALIZED  DISBURSING 

Mr.  Darden.  And  also,  Dr.  Morris,  each  year  the  Agency  dis- 
burses, I  believe,  about  800  million  payments  in  the  forms  of  many 
financial  support  services  on  behalf  of  Federal  agencies.  Some  peo- 
ple are  suggesting  that  we  decentrsdize  government  and  make 
agencies  more  self-sufficient.  What  would  be  the  consequences  of 
decentralizing  the  functions  of  financial  management  services  that 
you  are  doing  now? 

Mr.  Morris.  You  only  have  a  half  hour.  I  believe  there  are  func- 
tions that  can  and  should  be  decentralized  and  we  as  well  as  other 
agencies  would  operate  as  well  or  better  with  a  little  less  central 
control.  I  also  believe  that  the  government  prospers  by  having  a 
central  financial  utility,  such  as  the  Financial  Management  Serv- 
ice— for  central  accounting  operations,  for  payment  operations,  and 
for  running  its  banking  system. 

By  having  that  central  utility,  it  enables  the  offices  of  the  pro- 
gram agencies  to  focus  on  their  program  and  not  worry  about  du- 
plication of  effort  for  those  transactions  that  are  similar  for  every- 
one. 

There  are  economies  of  scale  in  this  business.  I  think  we  can 
demonstrate  that  quite  well.  The  government,  in  my  view,  needs 
and  benefits  from  having  a  strong  central  financial  utility. 

Mr.  Darden.  Mr.  Murphy. 

Mr.  Murphy.  Just  to  add,  we  have  in  some  instances  delegated 
authority  to  another  agency  where  they  have  a  good  business  case 
and  there  is  some  inherent  advantage  in  them  doing  the  disbursing 
that  we  can't  meet  or  exceed  that  level  of  service.  By  and  large,  it 
is  true  both  in  government  and  in  the  private  sector.  Most  large 
companies  have  found  that  centralizing  the  disbursing  operation 
provides  substantial  efficiencies. 

Mr.  Darden.  Thank  you,  Mr.  Chairman. 

conclusion 

Mr.  HOYER.  Any  further  questions,  Mr.  Lightfoot? 

We  have  a  lot  of  questions  which  we  will  submit  for  the  record. 
We  know  you  will  answer  them,  and  you  don't  have  to  do  it  at 
great  length.  Just  as  brief  and  to  the  point  as  you  can  get. 

I  look  forward  to  working  with  you  as  we  consolidate  operations, 
centralize  operations.  If  we  can  save  that  $130  million,  that  will  be 
terrific. 

I  don't  know  whether,  during  my  tenure  as  Chairman  of  this 
Committee,  we  will  get  to  where  we  are  doing  everything  electroni- 
cally, but  things  are  moving  a  lot  faster  than  any  of  us  would  have 
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expected  in  terms  of  the  utilization  of  electronic  transfers  and  com- 
munications. Although  it  is  difficult  for  us  old  people  to  think  about 
paperless  business,  we  have  been  producing  paper  for  such  a  long 
time,  that  is  what  we  are  moving  toward. 

Thank  you  very  much  for  your  testimony.  We  will  look  forward 
to  working  with  you. 

[Questions  submitted  by  the  Committee  and  budget  justification 
materials  follow:] 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

EFFECT  OF  "BUYOOT"  I£GISIATiaN  AND  REDUCTICN  IN  FORCE 

Question.  Would  you  use  buyout  legislation  to  scale  back  your 
workforce? 

Answer.  The  Financial  Management  Service  would  anticipate  that 
"buyouts"  (if  available)  will  be  an  integral  component  of  our 
overall  effort  to  both  scale  back  our  workforce  (overall  12% 
reduction)  as  well  as  target  supervisory  and  high  grade 
positions.   Further,  since  "buyouts"  could  potentially  be 
targeted  to  specific  occupational,  grade,  and  organizational 
components,  they  would  facilitate  our  streamlining  efforts  and 
lessen  the  disruptive  effects  that  other  approaches  might  cause. 

Question.  If  such  legislation  is  not  passed  would  you  implement  a 
reduction  in  force  and  if  so  when  would  this  occur  and  how  many 
people  would  be  affected? 

Answer.   Absent  buyout  legislation,  a  reduction  in  force  (RIF) 
will  be  almost  inevitable  if  we  are  to  achieve  the  twin  goals  of 
a  12%  staff  reduction  and  a  reduction  in  high  grade  and 
supervisory  positions  (a  "streamlined"  organization) .   As 
indicated  in  our  "Streamlining  Plan"  submitted  to  OMB  in  October, 
1993,  FMS  plans  to  achieve  a  significant  portion  of  its  targeted 
12%  reduction  by  closing  two  or  more  Regional  Financial  Centers 
(a  "liquidation"  as  opposed  to  a  traditional  reduction- in- force) . 
However,  the  remaining  FTE  reduction  included  a  reliance  on 
"buyouts"  to  achieve  the  target. 

Absent  buyout  legislation,  we  would  anticipate  a  need  to  run 
reductions  in  force  to  eliminate  approximately  60-70  positions 
(due  to  the  bump  and  retreat  "ripple  effect"  inherent  in  a 
reduction  in  force,  we  would  anticipate  a  total  impact  including 
displacements  and  downgradings  affecting  250-350  employees) .   If 
forced  into  a  RIF  mode,  we  would  anticipate  carrying  them  out  in 
two  phases  -  one  in  1995  and  one  in  1997. 

It  should  also  be  noted  that  the  above  scenario  is  predicated 
upon  approval  of  FMS ' s  plan  for  Regional  Financial  Center 
closures.   Should  necessary  approval  for  these  closures  not  be 
forthcoming  on  a  timely  basis,  the  need  to  achieve  the  required 
12%  reduction  in  staff  would  drive  us  into  a  dramatically 
increased  reliance  on  reduction  in  force  procedures  with  a 
significant  adverse  impact  on  both  programs  and  staff. 
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Question.  To  what  extent  would  such  legislation  help  or  hinder 
your  efforts? 

Answer.   Legislation  would  help,  not  hinder,  FMS '  efforts.   The 
use  of  "buyouts"  would  allow  FMS  to  target  the  necessary 
reductions  to  specific  occupational,  grade,  and  organizational 
areas.   Thus,  we  would  be  able  to  open  up  opportunities  for 
restructuring  as  well  as  address  the  "high  grade"  and 
"streamlining"  portion  of  the  equation  while  also  achieving  the 
desired  staff  reductions.   Absent  enabling  legislation,  our 
ability  to  "target"  our  needs  will  be  seriously  hampered  and  we 
will  be  forced  to  rely  on  closures,  reductions  in  force  and  the 
historically  unreliable  and  uncontrollable  use  of  attrition  to 
achieve  the  desired  results. 
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ISSUING  CHECKS  AMD  ELECTRONIC  FUNDS  TRANSFER  (EFT) 


Question.   The  Financial  Management  Service  (FMS)  issues  almost 
all  non-defense  payments.   How  many  checks  do  you  issue  each  year 
and  how  many  electronic  fund  transfers  do  you  make? 

Answer.   FMS  issues  over  800  million  payments  annually.   In  FY 
1993,  we  issued  428.9  million  checks  and  388.5  million  electronic 
funds  transfers. 


Question.   What  is  the  cost  of  issuing  a  check  and  what  is  the 
cost  of  an  electronic  fund  transfer? 

Answer.   It  costs  the  Government  over  36  cents  to  produce  a  check 
payment  and  less  than  6  cents  to  produce  an  electronic  funds 
transfer  payment. 

Question.   How  much  would  the  Government  save  if  all  payments 
were  made  electronically? 

Answer.   The  potential  exists  for  the  Government  to  save 
approximately  $130  million  when  all  check  payments  are  converted 
to  EFT. 

Question.   How  fast  is  the  EFT  program  growing  and  what  have  you 
done  and  what  are  you  doing  to  encourage  it? 

Answer.   In  January  1994,  FMS  moved  to  aggressively  increase  EFT 

payments  by  issuing  regulations  requiring  agencies  to  use  EFT  for 

all  payments  and  collections  (31  CFR  206) .   FMS  increased  EFT 
payments  by  18  million  in  1993,  representing  a  real  cost 

avoidance  of  $5.4  million  in  postage  and  production  costs  in 

addition  to  eliminating  the  costs  associated  with  forgery  and 
lost  checks. 

For  the  last  three  years,  FMS  has  successfully  tested  Electronic 
Benefits  Transfer  (EBT)  for  payments  to  unbanked  recipients  of 
direct  Federal  benefit  (SSA,  SSI,  RRB,  0PM,  and  VA)  in  Housuon 
Texas.   In  addition,  in  1994,  FMS  introduced  the  Dallas  pilot  to 
study  the  cost  effectiveness  of  the  EBT  program.   The  Dallas  and 
Houston  pilots  reached  10,000  enrollment  milestone  in  early  1994. 
And  finally,  FMS  is  developing  the  Automated  Standard  Application 
for  Payments  System  (ASAP)  to  centralize  and  process 
electronically  all  Federal/State  payment  requests  and  make  same 
day  payments. 

FMS  is  also  actively  involved  on  several  fronts  in  modernizing 
the  collection  of  funds  owed  the  U.S.  Government,  using 
electronics  as  the  cornerstone.   The  most  ambitious  of  these  is 
our  Electronic  Federal  Tolx  Payment  System  initiative  with  the 
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Internal  Revenue  Service.   Accelerating  over  $1  trillion  in 
annual  tax  deposits  through  electronic  funds  transfer  is  the 
effort's  main  thrust.   Savings  to  the  Government  of  $200  million 
is  projected  as  we  seek  to  replace  a  paper-based  system  that  is 
costly  and  inefficient  and  to  make  doing  business  with  the 
Government  easier  for  banks  and  taxpayers  seeking  an  alternative 
to  check-writing.   Today,  business  taxes  are  the  source  of  80 
percent  of  the  Government's  annual  flow. 

Beginning  in  1995,  the  Electronic  Federal  Tax  Payment  System  will 
provide  EFT  options  for  both  business  and  individual  taxpayers  to 
pay  their  tax  obligations.   The  Automated  Clearing  House  (ACH) , 
the  means  for  settling  electronic  financial  transactions,  and 
plastic  cards,  both  credit  and  debit,  will  be  the  choice  of 
taxpayers  seeing  the  convenience  and  security  of  electronics. 
Additionally,  we  continue  to  promote  Federal  agencies'  use  of  ACH 
--  joining  the  private  sector  --  as  the  most  effective  means  to 
collect  funds  owed  them.   And  we  encourage  use  of  our  Plastic 
Card  Collection  Network,  permitting  individuals  to  use  a  credit 
card  or  debit  card  to  pay  for  goods  or  services  provided  to  them 
by  the  Federal  Government.   Again,  all  of  our  initiatives  fall  in 
line  with  current  Federal  regulations,  31  CFR  206,  requiring 
agencies  to  use  electronics  for  their  payments  and  collections. 

Question.   What  do  you  think  is  a  realistic  total  percentage  of 
EFTs  that  we  can  expect  without  compelling  people  to  participate? 


Answer: 

Salary  Payments ; 


By  1999,  we  estimate  that  93%  of  all  salary 
payments  can  probably  be  made  via  EFT  without 
legislation. 


Benefit  Payments: 


Vendor  Payments : 


By  1999,  we  expect  an  EFT  participation  rate 
for  benefit  payments  of  58%. 

By  1999,  we  expect  that  the  rate  of  vendor 
payments  to  be  issued  by  EFT  will  increase  to 
25%. 


Tax  Refunds : 


By  1999,  we  estimate  that  25%  of  all  tax 
refunds  can  be  made  with  increased  use  of 
Direct  Deposit  by  paper  filers. 


EFT  Collections; 


By  1999,  we  expect  that  94%  of  all  EFT 
collections  can  be  achieved  by  using 
Electronic  Federal  Tax  Deposits. 
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SYSTEM  90 


Question.   Your  System  90  deals  with  issuing,  paying,  and 
reconciling  payments  by  the  Treasury.   Please  explain  exactly  how 
this  system  works. 

Answer.   System  90  is  a  technology  platform  to  support  PACER,  an 
integrated  payments,  claims,  reconciliation,  and  information 
system  that  will  modernize  FMS '  financial  operations.   System  90 
will  also  provide  a  hardware  platform  and  a  telecommunications 
network  called  the  ENTERPRISE  that  will  improve  the  integrity, 
security  and  effective  delivery  of  nearly  800  million  Federal 
payments  annually.   System  90  will  provide  an  on-line 
telecommunication  capability  linking  agencies,  the  Financial 
Management  Service  and  the  Federal  Reserve  Banks.   With  on-line 
capabilities  agencies  will  have  the  capability  to  reduce  claims 
processing  time.   Agencies  will  have  the  option  to  view  digitized 
paid  check  images  on-line.   PACER  will  allow  FMS  to  further 
automate  and  control  payment  processing  as  well  as  to  redesign 
claims  processing  to  eliminate  much  of  the  paper  flow  and  the 
manual  processing  of  payments  and  claims.   Enhancements  to  claims 
operations  will  reduce  both  claims  settlement  time  and  related 
recovery  action.   Telecommunications  capabilities  and  automated 
improvements  in  payment  reconciliation  will  result  in  earlier 
recoupment  of  funds  owed  to  Treasury. 

Question.   How  much  will  have  been  spent  on  this  project  through 
1995? 

Answer.   From  FY  1988  through  FY  1995,  FMS  plans  to  have 
obligated  $96.4  million  on  the  System  90  development  project. 

Question.   What  is  the  estimated  total  life  cycle  cost  of  System 
90? 

Answer.   The  System  90  PACER  Development  cost  from  FY  1988 
through  completion  of  rollout  in  FY  1997  is  $65.3  million. 
ENTERPRISE  capital  development  costs  through  FY  1999  to  support 
PACER  implementation  totals  $50.3  million  and  operation  and 
maintenance  costs  total  $30.2  million.   Site  alteration  cost  is 
$1.4  million.   The  combined  figure  through  FY  1999  is  $147.2 
million. 


Question.   What  was  the  original  projection  of  cost  at  time  of 
completion  and  what  is  the  current  cost? 

Answer.   The  original  1988  projected  cost  of  System  90  was  $60 
million  through  the  Pilot  Phase.   In  1989,  the  Delegation  of 
Procurement  Authority  (DPA)  estimated  the  life  cycle  cost  to  be 
$130  million.   A  revised  DPA  of  $150  million  was  approved  in 
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September  1990.   The  current  System  90  estimate  through  FY  1999 
is  $147.2  million. 

Question.   What  total  savings  do  you  estimate  you  have  achieved 
as  a  result  of  System  90? 

Answer.   The  primary  objective  of  System  90  is  to  improve  the 
Government's  financial  infrastructure.   Aging  systems  will  be 
replaced  by  state-of-the-art  hardware  and  software  which  will 
position  FMS  to  provide  financial  services  to  the  public  and 
Federal  Program  Agencies  well  into  the  21st  Century. 

The  majority  of  the  savings  will  accrue  in  the  payments  area 
through  the  automation  of  manual  processing  functions  and 
agencies'  requests  for  payment  certification.   More  effective 
cash  management  controls  will  be  implemented  over  the  timing  of 
payments.   The  resultant  cash  management  savings  will  not  appear 
in  the  FMS  budget  as  they  apply  to  overall  Government  funding 
totals . 

System  90  will  move  the  Federal  Government  away  from  systems 
marked  by  batch  processing,  slow  response  time,  and  localized 
processing  sites  that  cannot  telecommunicate  with  each  other. 
When  implemented.  System  90  will  address  these  problems  by: 

>  Operating  PACER,  an  integrated  software  system  that  can 
be  accessed  both  by  any  FMS  location  and  by  customer 
agencies.   PACER  will:   enable  communication  with  other  FMS 
financial  systems;  be  centrally  maintained  and  updated; 
receive  payment  data  by  data  communications  that  will  be 
electronically  certified  (eliminating  magnetic  tape 
shipments  and  numerous  manual  processes) ;  and  allow 
real-time  service  for  payment  inquiries  and  lost  and  stolen 
payments.   Other  FMS  systems  will  also  be  brought  up  on  an 
expanded  System  90  hardware  platform,  thus  permitting  full 
utilization  of  agency  accounting  cross-servicing,  real-time 
access  to  financial  information  by  Federal  policy  makers, 
and  enhanced  communication  among  data  systems. 

>  Providing  up-to-date  telecommunications  and  computers 
that  will:   allow  FMS  to  minimize  the  total  number  of  its 
mainframe  processing  locations;  resolve  potential  hardware 
capacity  problems;  reduce  hardware  maintenance  costs;  and 
provide  continuity  of  operations  capability  in  emergency 
situations . 

A  benefit/cost  analysis  completed  in  October  1992  estimates 
System  90  Government wide  benefits  of  $26  million  annually, 
beginning  in  FY  1996.   As  the  analysis  projected  an  earlier 
rollout,  not  all  of  the  benefits  may  accrue  in  FY  1996,  but  will 
be  realized  in  the  1996-97  timeframe.   A  detail  of  the  tangible 
benefits  associated  with  System  90  appears  below: 
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System  90  Benefit 

Agency 

($000) 

Amount 

First  Yr 
o£  Benefits 

Reduced  Claims  Processing 

Gvt. 

Wide 

2,196 

FY  1996 

Reduced  Returned  Checks 

Gvt. 

Wide 

214 

FY  1996 

Reduce  Magnetic  Tapes 

Gvt. 

Wide 

1,755 

FY  1996 

Improved  Adjustment 
Process  (interest  savings) 

Gvt. 

Wide 

64 

FY  1996 

Reduced  Erroneous  Check 
Payments 

Gvt. 

Wide 

1,098 

FY  1996 

Reduced  Erroneous  Check 
Payments 

Gvt. 

Wide 

20,266 

FY  1996 

Total  FY  1996  Benefits 

$25,593 
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CONSOLIDATION  OF  OFFICES 

Question.  You  are  proposing  to  close  the  Washington,  D.C.  Financial  Center  as  part  of  a 
$2.4  million  savings.  How  many  employees  will  actually  lose  their  jobs  as  a  result  of  this 
closure? 

Answer.  The  Washington  Financial  Center  will  close  on  July  1,  1994.  Based  on  existing  and 
anticipated  placements,  optional  retirements  and  present  knowledge  of  employees,  intent 
to  apply  for  discontinued  service  retirement  upon  receipt  of  specific  notices,  we  anticipate 
that  of  the  119  employees  affected,  approximately  60  employees  will  be  involuntarily 
separated  on  July  1,  1994. 


Question.   How  many  employees  will  be  transferred  to  other  offices? 

Approximately  18  employees  will  be  transferred  to  other  offices  within  FMS  headquarters; 
an  additional  22  positions  will  be  filled  in  the  Washington  Branch  Office  of  the  Philadelphia 
Financial  Center.  In  addition,  28  opportunities  will  be  posted  for  positions  located  in  the 
Birmingham  and  Philadelphia  Financial  Centers.  WFC  employees  will  have  priority 
consideration  for  those  positions.  Current  indications  are  that  approximately  sue  WFC 
employees  may  opt  to  be  relocated  to  Birmingham  or  Philadelphia. 


Question.  Where  will  the  work  currently  being  performed  at  the  Center  be  performed  after 
the  office  is  closed? 

Answer.  The  majority  of  the  work  currently  being  performed  at  the  Washington  Financial 
Center  will  be  performed  at  the  Birmingham  and  Philadelphia  sites.  The  remainder  will  be 
performed  at  the  Washington  Branch  Office  of  the  Philadelphia  Financial  Center. 


Question.    What  other  regional  offices  will  be  consolidated  and  what  impact  will  these 
consolidations  have  on  the  employees  working  there? 

Answer.  FMS  will  lose  40  to  55  FTEs  as  a  result  of  future  regional  office  consolidation  at 
a  site  as  yet  undetermined. 
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COMBO  PRINTERS 


Question.   What  will  this  "Combo  Printer"  do  that  your  current 
printers  will  not? 

Answer.   The  following  summarizes  the  differences  between  the 
Combo  Printer  Systems  and  the  current  systems: 

■  More  e££lclent  operations.   The  Combo  Systems  will  print 
and  prepare  checks/documents  for  mailing  in  a  single  in- 
-line  operation  and  will  be  connected  on-line  with  the  host 
computer.   Printers  will  use  high  speed  non- impact 
technology.   This  will  allow  for  a  much  more  efficient 
operation.   The  current  system  is  a  multi-stage  process  with 
the  payment  tapes  being  manually  transported  from  the 
computer  area  to  the  printers  where  the  checks  are  printed 
and  balanced,  and  then  moved  to  the  Check  Wrapping  Systems 

(CWS's)  for  enclosing. 

■  Increased  production  capacity  with  fewer  employees.   The 

efficiencies  of  the  new  technology  will  allow  FMS   to  achieve 
a  greater  check  production  capacity  using  fewer  employees. 
Non- impact  printers  are  currently  available  that  are  capable 
of  producing  over  50,000  pages  per  hour  compared  to  the 
current  printer  throughput  of  12,000  checks  per  hour. 

■  Decrease  erroneous  payments.   Increased  efficiency  of 
Combo  Systems  will  allow  for  processing  checks  in  less  time 
under  a  compressed  schedule  thus  providing  additional  time 
for  Federal  Program  Agencies  to  remove  erroneous  payments 
from  their  files  before  the  checks  are  printed. 

■  New  technology  will  reduce  maintenance  and  support  costs. 

Non- impact  printing  technology  is  fast  replacing  impact 
printing  technology  (used  in  current  printers)  throughout 
Government  and  the  private  sector.   Maintenance  of  the  old 
impact  technology  will  become  increasingly  costly  and  harder 
to  obtain. 

■  Improved  capability  for  mailing  value  added  information 
with  checks  eliminating  costly  separate  mailings. 

Non- impact  printing  technology  provides  much  greater 
flexibility  in  designing  and  printing  checks  and  documents, 
and  working  with  various  layouts.   Page-size  documents  will 
be  produced  with  the  Combo  Systems  that  consist  of  a  check 
with  attached  stub,  and  incorporate  forms,  overlays, 
graphics  and  various  font  types  and  sizes.   The  stub  will 
include  general  program  related  information  or  payee 
specific  information  that  is  currently  printed  and  mailed 
separately.   The  current  systems  are  limited  to  a  printing 
and  mailing  only  tabulating  card  size  documents  and  with 
fixed  layouts. 
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■  Improved  check  security  with  fewer  alterations.   Fonts 
can  be  easily  changed  through  software  using  the  new 
technology.   Use  of  security  fonts  will  increase  check 
security  and  make  alterations  more  difficult.   Current 
systems  are  limited  to  fonts  and  characters  that  are 
permanently  installed  on  the  print  drum. 

■  Capability  to  print  and  mail  program  related  non- check 
dociiments.   The  Combo  Systems  will  have  the  capability  for 
printing  and  preparing  for  mailing  various  kinds  of 
documents  other  than  checks.   The  current  systems  are 
limited  to  checks  only. 

Question.   Is  it  only  in  the  prototype  form  now? 

Answer.  We  do  not  have  a  prototype  system  now.  The  $1.5  million 
requested  in  the  FY- 95  budget  will  be  used  to  develop  and  install 
a  prototype  system.  The  technology  and  components  required  for  a 
prototype  system  are  available  in  the  private  sector  today. 

Question.   Where  will  the  prototype  be  tested? 

Answer.   The  prototype  will  be  tested  in  one  of  the  Treasury 
Regional  Financial  Centers  (RFCs) .   We  have  not  yet  decided  the 
specific  RFC. 

Question.   When  it  is  operational,  what  is  your  current  plan  for 
implementing  it  nationwide? 

Answer.   The  Combo  systems  will  be  installed  in  all  RFCs  and 
phased  in  over  a  period  of  time  on  a  regional  or  payment  class 
basis. 


Question.   What  do  you  estimate  the  total  cost  to  be  and  what 
savings  can  you  specifically  identify  as  a  result  of  its 
implementation? 

Answer. 

Costs  -  The  one-time  costs  for  the  replacement  systems  are 
projected  to  be  between  $16  million  and  $19.6  million  depending 
on  the  number  of  RFCs  and  the  number  of  systems  required.   These 
one-time  costs  cover  development,  hardware  and  software,  and 
other  items  such  as  space  alterations,  public  awareness  campaign, 
support  equipment,  and  normal  project  costs.   In  addition,  once 
the  system  is  fully  implemented,  we  anticipate  an  additional 
annual  cost  of  approximately  $2.9  million  due  to  the  increased 
cost  of  blank  check  stock.   (This  additional  cost  for  check  stock 
is  offset  by  an  annual  savings  of  approximately  $1.3  million  from 
reduced  salaries  and  maintenance.) 


1337 


Savings  -  The  total  govemmentwide  savings  for  the  period  from  FY 
1995  to  FY  2003  are  projected  to  be  $61.9  million.  These  savings 
will  result  from: 

■  Reduced  postage  and  preparation  cost  for  mailing  payee 
specific  information  with  checks  instead  of  separate 
mailings  as  currently  done  for  employee  leave  and  earnings 
statements,  Civil  Service  annuity  changes,  tax  refund  error 
statements 

■  Reduced  costs  for  printing  general  enclosure  information 
on  check  stubs  in  lieu  of  purchasing  tabulating  card 
inserts . 

■  Reduction  in  erroneous  payments  by  giving  FPA's 
additional  time  to  update  payment  files. 

■  Increase  in  DD/EFT  participation  through  advertisements 
on  check  stubs. 

■  Reduced  operator  salaries,  reduced  maintenance,  space 
savings  in  RFCs  and  other  efficiencies  in  check  processing 
in  the  RFCs . 


1338 


FINANCIAL  MANAGEMENT  IMPROVEMENTS 

Question.  What  are  your  responsibilities  under  the  Credit  Reform 
Act,  the  Cash  Management  Improvement  Act,  and  the  Chief  Financial 
Officers  Act? 

Answer.    Credit  Reform  Act 

•  The  Credit  Reform  Act  of  1990  established  a  program  to 
reform  Federal  credit  programs,  budgeting  and 
accounting  procedures.   The  Financial  Management 
Service  developed  five  case  studies  with  a  conceptual 
framework  to  aid  Federal  agencies  in  interpreting  and 
implementing  credit  reform.   The  case  studies  provide  a 
conceptual  framework  for  accounting  and  budgeting 
requirements  and  illustrate  transactions,  journal 
entries,  budgetary  and  proprietary  financial 
statements . 

•  Additionally,  the  Financial  Management  Service  obtained 
funding  to  contract  services  for  reviewing  credit 
reform  case  studies  and  assisting  in  the  development  of 
the  credit  reform  course  structure. 

•  Credit  reform  training  was  provided  to  assist  agencies 
in  the  standardization  of  accounting  practices  of 
Federal  credit  programs. 

•  Additional  training  will  be  needed  to  instruct  agencies 
on  the  simplification  rules  being  devised  by  0MB 
presently. 

Cash  Manaciement  Improveme.nt  Act 

The  Financial  Management  Service  is  responsible  for  the 
following  under  CMIA: 

•  Making  all  reasonable  efforts  to  enter  into  individual 
agreements  with  States  (by  July  1,  1994  or  the 
beginning  of  a  State's  1995  Fiscal  Year,  whichever  is 
later)  which  describes,  by  program,  the  procedures  and 
requirements  for  transfers  of  funds  between  executive 
agencies  and  States. 

•  Working,  on  an  ongoing  basis,  with  Federal  agencies  to 
assure  that  States'  requests  for  funds  are  processed 
timely  without  incurring  Federal  interest  liabilities. 

•  Receiving  and  reviewing  Annual  Reports  submitted  by 
States,  beginning  in  December,  1994  which  indicate 
Federal  interest  liabilities.  State  interest 
liabilities,  net  interest  owed,  and  direct  costs 
incurred  by  the  State  to  track  and  calculate  interest. 
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Effecting  the  annual  transfer  of  funds  associated  with 
the  net  interest  owed,  beginning  in  March,  1995. 


Chief  Financial  Officers  Act 

The  Financial  Management  Service  (FMS)  supports  the  CFO  Act 
by  working  to  improve  government -wide  financial  management 
systems  resulting  in  the  production  of  complete,  reliable 
and  consistent  financial  information.   The  improvement  in 
the  quality  of  financial  information  will  lead  to  better 
prograim  decisions  by  policy  makers  and  result  in  savings. 
The  following  provide  an  overview  of  FMS'  projects  in 
support  of  the  CFO  Act: 

•  FMSS  Schedule.   FMS  provides  technical  management 
services  to  the  General  Service  Administration  in  the 
development  and  maintenance  of  the  Financial  Management 
System  Software  (FMSS)  schedule.   FMS  develops  the  test 
package  and  tests  software  packages  offered  under  the 
FMSS  schedule.   The  test  is  conducted  to  ensure  that 
all  software  packages  placed  on  the  FMSS  schedule  are 
in  compliance  with  Circular  A- 127  standards  and  the 
Joint  Financial  Management  Improvement  Program's 
(JFMIP)  Core  requirements.   FMS  staff  also  serve  as  a 
focal  point  for  the  dissemination   of  information  on 
government  financial  system  standards  and  regulations 
to  vendors  and  agencies. 

•  Financial  Management  System  Fxinctional  Requirements . 

FMS  develops  functional  requirements  for  financial 
management  systems.   The  requirements  will  add  to  the 
set  of  functional  requirements  previously  developed  by 
the  Joint  Financial  Management  Improvement  Program. 
The  development  of  these  requirements  promote  the 
implementation  and  use  of  standard  financial  management 
systems  in  the  Federal  Government.   FMS  is  currently 
developing  functional  requirements  for  direct  and 
guaranteed  loan  systems.   FMS  will  identify,  in  the 
near  future,  additional  financial  management  systems 
for  which  functional  requirements  will  be  developed. 

•  Financial  System  Reviews.   FMS,  jointly  with  0MB, 
reviews  financial  systems  planning  processes  and 
operations  at  agencies.   These  reviews  are  designed  to 
assess  the  degree  of  agency  compliance  with  government - 
wide  financial  system  standards.   A  report  detailing 
the  review  team's  findings  is  prepared,  presented  and 
discussed  with  the  agency  Chief  Financial  Officer. 
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•    Agency  Support.   FMS  provides  support  to  agencies  in 
their  efforts  to  acquire  and  implement  financial 
management  systems.   FMS  publications  provide 
information  to  agencies  on  financial  management 
software  used  throughout  government  and  identify 
providers  of  financial  management  cross -servicing.   Our 
system  accountants  provide  advice  to  agencies  in  the 
acquisition  of  financial  management  software  from  the 
FMSS  schedule. 

Question.  What  savings  do  you  anticipate  will  occur  to  the 
Government  as  a  result  of  your  actions  under  these  laws? 

Answer.    Credit  Reform  Act 

The  Credit  Reform  Act  calls  for  accounting  of  direct  and 
guaranteed  loan  programs  to  reflect  the  true  costs 
associated  with  the  programs.   Our  training  activities  and 
case  studies  will  help  loan  agency  financial  managers 
understand  and  use  the  complex  requirements  associated  with 
Credit  Reform  accounting,  thus  reducing  unnecessary  costs. 
Actual  dollar  savings  are  yet  to  be  determined. 

Cash  Management  Improvement  Act 

The  Congressional  Budget  Office  reported  that  the  Cash 
Management  Improvement  Act  will  result  in  a  $65  million 
savings  to  the  Federal  Government  as  a  result  of  more 
effectively  timing  the  delivery  of  Federal  funds  to  States. 

Chief  Financial  Officers  Act 

All  of  our  activities  in  the  financial  system  area  will  lead 
to  more  cost  effective  implementations  of  financial 
management  systems  and  use  of  financial  management  systems 
which  meet  the  needs  of  government  program  managers. 
Financial  system  implementation  costs  will  be  minimized  as  a 
result  of  our  financial  system  review  and  agency  support 
activities.   Standard  financial  system  needs  will  be  met 
through  our  FMSS  Schedule  and  functional  system  requirement 
development  efforts.   Specific  dollar  savings  are  yet  to  be 
determined. 
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Friday,  March  4,  1994. 

UNITED  STATES  MINT 

WIT^fESSES 

eugene  h.  essner,  deputy  director  of  the  mint 
donald  e.  vogt,  mint  budget  officer 

george  munoz,  assistant  secretary  (management),  depart- 
ment of  the  treasury 

Introduction 

Mr.  HOYER.  We  are  now  going  to  go  to  the  Mint.  I  understand 
we  have  the  Deputy  Director  of  the  Mint,  Eugene  Essner,  with  us. 
Mr.  Essner,  we  welcome  you  to  the  Committee. 

Secretary  Munoz  remains  with  us,  ever  faithful. 

Mr.  Darden.  I  might  add,  while  they  are  sitting  down,  last  year 
Mr.  Philip  Diehl  was  doing  the  job  Mr.  Munoz  is  doing,  and  now 
he  is  now  the  Executive  Deputy  Director  of  the  Mint.  I  think  he 
has  had  enough  of  sitting  in  the  Committee  room  so  he  didn't  come 
back. 

Mr.  HOYER.  Coin  World  wants  to  take  a  picture  of  you  testifying. 
I  presume  you  have  no  objection? 

Mr.  Essner.  I  have  no  objections  if  you  have  none,  Mr.  Chair^ 
man. 

Mr.  HOYER.  I  have  none.  Where  are  they?  Go  ahead.  You  can 
take  one  at  any  time.  You  won't  interrupt  us. 

Mr.  Essner,  we  will  be  glad  to  hear  from  you.  We  will  include 
your  statement  in  full  at  the  appropriate  place  in  the  record.  You 
may  proceed  in  such  manner  as  you  deem  appropriate. 

Summary  Statement  of  Mr.  Essner 

Mr.  Essner.  I  will  try  to  summarize,  Mr.  Chairman. 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased 
to  be  here  today  to  discuss  the  proposed  Fiscal  Year  1995  budget 
for  the  U.S.  Mint. 

With  me  today  are  George  Munoz,  Assistant  Secretary  of  Man- 
agement, Department  of  the  Treasury,  and  Don  Vogt,  Budget  Offi- 
cer for  the  Mint. 

The  Mint  is  the  world's  largest  coin-producing  organization.  The 
Mint  has  two  primary  missions:  producing  an  adequate  amount  of 
coins  for  the  Nation's  trade  and  commerce;  and  safeguarding  the 
Treasury's  stock  of  precious  metals  and  other  monetary  assets. 

In  addition  to  these  missions,  the  Mint  also  manufactures  and 
sells  a  variety  of  numismatic,  commemorative  and  bullion  coins,  as 
well  as  national  and  historic  medals. 

The  Mint  is  one  of  the  few  government  agencies  that  covers  all 
of  its  costs  and  produces  a  profit  from  its  operations.  In  that  re- 
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gard,  the  Mint's  operations  are  totally  self-sustaining.  Appropriated   I 
funds  are  recovered  through  the  production  of  circulating  coins, 
and    numismatic    and    other    product    costs    are    fully    recovered 
through  sales  to  the  public. 

During  fiscal  year  1993,  the  Mint  produced  over  14  billion  coins 
to  support  the  Nation's  trade  and  commerce.  This  resulted  in  a  re- 
turn to  the  Federal  Grovernment  in  excess  of  $350  million  in  sei- 
gniorage. Seigniorage  is  the  difference  between  the  face  value  and 
the  cost  of  producing  coins. 

At  the  beginning  of  fiscal  year  1993,  the  U.S.  Mint  Reauthoriza- 
tion and  Reform  Act  of  1992  authorized  a  Numismatic  Public  En- 
terprise— revolving — Fund  for  the  Mint's  numismatic,  commemora- 
tive and  bullion  coin  programs.  The  Act  requires  that  all  sale  pro- 
ceeds be  deposited  into  the  fund  and  that  operating  and  capital  ex- 
penditures be  charged  against  the  fund. 

The  Act  also  enables  the  Mint  to  be  more  responsive  to  changes 
in  the  marketplace  for  products  that  are  subject  to  competition 
from  other  national  mints  and  from  private  mints. 

In  its  first  year,  the  Numismatic  Public  Enterprise  Fund  gen- 
erated approximately  $500  million  in  revenues  and  $30  million  in 
profits. 

The  fiscal  year  1994  appropriation  provided  the  Mint  with  $54.8 
million,  862  full-time  equivalent  positions  and  authorized  a  cir-j, 
culating  coin  production  level  of  15  billion  coins.  ^ 

The  Mint  is  currently  facing  a  critical  challenge  to  its  primary 
mission  of  producing  sufficient  coins  to  support  the  Nation's  trade 
and  commerce.  Fueled  by  a  resurging  economy,  demand  for  coinage 
during  the  first  quarter  of  fiscal  year  1994  soared  to  a  record  high 
of  5.2  billion  coins,  7  percent  higher  than  the  first  quarter  of  fiscal 
year  1993  and  34  percent  higher  than  the  first  quarter  of  fiscal 
year  1992. 

Inventories  at  December  31st,  1993,  dropped  to  a  combined  Mint 
and  Federal  Reserve  total  of  3.1  billion  coins.  The  balance  at  the 
Federal  Reserve  fell  1  billion  coins  short  of  its  minimal  operational 
level,  and  the  Mint  balance  has  dropped  to  a  level  of  only  a  few 
days'  reserves. 

The  approved  budgeted  production  of  15  billion  coins  for  Fiscal 
Year  1994  along  with  a  revised  forecasted  demand  would  result  in 
a  further  reduction  of  these  inventories.  We  would  be  unable  to 
meet  demand  on  a  timely  basis  unless  we  increased  production 
during  Fiscal  Year  1994.  Therefore,  in  the  Fiscal  Year  1995  con- 
gressional budget  submission,  the  Mint  proposes  a  reprogramming 
of  fiscal  year  1994  equipment  funds  in  order  to  increase  production 
to  16.5  billion  coins.  The  Mint  has  been  working  with  Depart- 
mental staff  on  appropriate  measures  to  address  this  proposed 
reprogramming. 

In  addition,  the  Mint  is  working  with  departmental  staff  on  addi- 
tional actions  necessary  to  fund  a  second  production  increase  up  to 
17.5  billion  coins.  Unless  other  resources  can  be  identified,  this  ad- 
ditional coin  production  may  also  have  to  be  financed  with  funds 
currently  targeted  for  either  equipment  or  for  facilities  improve- 
ments. 

Delays  of  this  nature,  of  course,  to  our  equipment  and  building 
modernization  plans,  as  well  as  sudden  changes  in  coin  demand, 
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further  support  the  Mint's  streamHning/reinvention  initiative  to  ac- 
quire a  single  revolving  fund  to  finance  all  of  our  operations.  The 
Mint's  practice  of  meeting  short-term  needs  at  the  expense  of  long- 
term  investment  to  facilities  and  equipment  degrades  the  long-term 
efficient  capabilities  of  the  Mint. 

The  Mint's  Fiscal  Year  1995  budget  request  for  salaries  and  ex- 
penses is  $55.8  million  and  912  positions.  In  addition,  we  are  re- 
questing the  authority  for  1,409  reimbursable  positions  for  the  ac- 
tivities of  the  Public  Enterprise  Fund. 

This  budget  level  is  essential  to  allow  the  Mint  to  produce  17.5 
billion  coins  in  order  to  prevent  further  deterioration  of  inventory 
levels  and  to  meet  forecasted  demand  for  coins  required  to  support 
our  Nation's  commerce. 

Our  contribution  to  the  Treasury  for  Fiscal  Year  1995  from  our 
circulating  coin  operations  is  estimated  at  $608  million  in  net  sei- 
gniorage. 

The  Mint's  fiscal  year  1995  budget  net  increase  is  $1  million.  It 
is  1.8  percent  over  the  approved  Fiscal  Year  1994  budget,  and  it 
consists  of  $1.2  million  in  inflation  adjustments  to  maintain  cur- 
rent levels,  and  $1  million  necessary  to  fund  additional  workload. 
These  increases  are  offset  by  decreases  of  about  $1.2  million 
brought  about  by  the  executive  orders  requiring  administrative  cost 
and  full-time  equivalent  position  reductions. 

The  Public  Enterprise  Fund  operations  will  include  our  annual 
numismatic  and  bullion  coin  activities  as  well  as  two  legislated 
commemorative  coin  programs.  They  are  the  Atlanta  Games  Cen- 
tennial Olympics  and  the  100th  anniversary  of  the  beginning  of  the 
protection  of  Civil  War  battlefields. 

As  part  of  our  ongoing  effort  to  improve  service  to  our  customers, 
two  new  policies  have  been  announced  for  1994.  We  are  reducing 
delivery  time  of  commemorative  coins  to  six  weeks,  and  we  have 
begun  to  accept  cancellation  of  orders  prior  to  shipment  when  cus- 
tomers so  request. 

Other  planned  modifications  include  improved  sales  forecasting 
of  commemorative  coins,  increased  emphasis  on  pre-coin  production 
planning,  and  introduction  of  standardized  packaging  for  com- 
memorative coins.  The  Mint  will  seek  to  improve  efficiencies  and 
partnerships  with  order  processing  contractors,  enhanced  computer 
capacity  and  elimination  of  restrictive  rules  that  hinder  efforts  by 
Mint  personnel  to  deliver  coin  orders  on  a  timely  basis. 

I  appreciate  the  opportunity  to  present  my  statement  and  look 
forward  to  working  with  you  in  the  future.  This  concludes  my  re- 
marks. I  will  be  happy  to  respond  to  any  questions  you  might  have. 

Mr.  HOYER.  Thank  you,  Mr.  Essner.  We  appreciate  that. 

[The  prepared  statement  follows:] 
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Department  of  the  Treasury 

United  States  Mint 

Introductory  Statement  of  Eugene  H.  Essner 

Deputy  Director  of  the  IVIint 

For  Presentation  to  the  House  Appropriations  Subcommittee 

on  Treasury,  Postal  Service  and  General  Government 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased  to  be  here  today  td 
discuss  the  proposed  FY  1995  Budget,  as  well  as  current  and  projected  program 
operations,  of  the  United  States  Mint. 

With  me  today  are  George  Mufioz,  Assistant  Secretary  (Management),  Department 
of  the  Treasury,  and  Donald  E.  Vogt,  Budget  Officer  for  the  Mint. 

Overall  Mission 
The  United  States  Mint  is  the  world's  largest  coin  producing  organization.  The 
Mint  has  two  primary  missions:   (1)  producing  an  adequate  amount  of  coins  for  the 
Nation's  trade  and  commerce;  and,  (2)  safeguarding  Treasury's  stock  of  precious 
metals  and  other  monetary  assets,   in  addition  to  these  primary  missions,  the 
Mint  also  manufactures  and  sells  a  variety  of  numismatic,  commemorative,  and 
bullion  coins,  as  well  as  national  and  historic  medals. 
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The  Mint  is  a  complex,  dynamic  manufacturing  enterprise  that  serves  a  variety  of 
customers  and  constituents.    It  operates  production  facilities  from  coast  to  coast, 
generates  hundreds  of  millions  of  dollars  of  private  sector  contracting  business  and 
manages  a  profitable,  multi-million  dollar  international  sales  and  marketing  program. 


The  Mint  is  one  of  the  few  Government  agencies  that  recovers  all  of  its  costs  and 
produces  a  profit  from  its  operations.    In  that  regard,  the  Mint's  operations  are 
totally  self-sustaining.   Appropriated  funds  are  recovered  through  the  production  of 
circulating  coins,  and  numismatic  and  other  product  costs  are  fully  recovered 
through  sales  to  the  public. 

FY  1993  Accomolishments 

During  FY  1993.  the  Mint  produced  over  14  billion  coins  to  support  the  nation's 
trade  and  commerce.   This  resulted  in  a  return  to  the  Federal  Government  in 
excess  of  $350  million  in  seigniorage.    (Seignorage  is  the  difference  between  the 
face  value  and  cost  of  circulating  coins.) 

During  FY  1993  the  Mint  also  produced  coins  to  commemorate  the  1993  James 
Madison/Bill  of  Rights,  and  the  World  War  II  50th  Anniversary.    The  James 
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Madison/Bill  of  Rights  Coin  Program  raised  approximately  $9  million  in  surcharges 
for  the  James  Madison  Memorial  Fellowship  Trust  Fund,  to  be  used  to  encourage 
teaching  and  graduate  study  of  the  Constitution  of  the  United  States.    To  date, 
sales  of  the  World  War  II  50th  Anniversary  Coin  Program  have  generated  over 
$7  million  in  surcharges.   These  surcharges  are  to  be  used  to  establish  a  Battle  of 
Normandy  Memorial  in  Normandy,  France,  and  to  establish  a  memorial  in  the 
District  of  Columbia  to  honor  members  of  the  Armed  Forces  of  the  United  States 
who  served  in  World  War  II. 

At  the  beginning  of  FY  1993,  the  United  States  Mint  Reauthorization  and  Reform 
Act  of  1992  authorized  a  Numismatic  Public  Enterprise  (revolving)  Fund  for  the 
Mint's  numismatic,  commemorative  and  bullion  coin  programs.   The  Act  requires 
that  all  sale  proceeds  be  deposited  into  the  fund  and  that  operating  and  capital 
expenditures  be  charged  against  the  fund.   This  Act  also  enables  the  Mint  to  be 
more  responsive  to  changes  in  the  marketplace  for  products  that  are  subject  to 
competition  from  other  national  Mint's  and  from  private  mints.    In  It's  first  year, 
the  Numismatic  Public  Enterprise  Fund  generated  approximately  $500  million  in 
revenues  and  approximately  $30  million  in  profits. 
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FY  1994  Maior  Issues  and  Challenges 
The  FY  1994  appropriation  provided  the  Mint  with  $54.8  million,  862  full-time 
equivalent  positions  and  authorized  a  circulating  coin  production  level  of 
15.0  billion  coins. 

The  Mint  is  currently  facing  a  critical  challenge  to  its  primary  mission  of  producing 
sufficient  coins  to  support  the  Nation's  trade  and  commerce.    Fueled  by  a 
resurging  economy,  demand  for  coinage  during  the  first  quarter  of  FY  1994  soared 
to  a  record  high  of  5.2  billion,  7%  higher  than  the  first  quarter  of  FY  1993  and 
34%  higher  than  the  first  quarter  of  FY  1992.    Inventories  at  December  31,  1993. 
dropped  to  a  combined  Mint  and  Federal  Reserve  total  of  3.1  billion  coins.    The 
balance  at  the  Federal  Reserve  fell  1  billion  coins  short  of  its  minimum  operational 
level,  and  Mint  balances  dropped  to  levels  equivalent  to  only  a  few  days  reserves. 

The  approved  budgeted  production  of  15  billion  coins  for  FY  1994  along  with  a 
revised  forecasted  demand  would  result  in  a  further  reduction  of  these  inventories. 
We  would  be  unable  to  meet  demand  on  a  timely  basis  unless  we  increased 
production  during  FY  1994.    Therefore,  in  the  FY  1995  Congressional  budget 
submission,  the  Mint  proposes  a  reprogramming  of  FY  1994  equipment  funds  in 
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order  to  increase  coin  production  to  16.5  billion  coins.   The  Mint  has  been  working 
with  Departmental  staff  on  appropriate  measures  to  address  this  proposed 
reprogramming. 

In  addition,  the  Mint  is  working  with  Departmental  staff  on  additional  actions 
necessary  to  fund  a  second  production  increase  to  17.5  billion  coins.   Unless  other 
resources  can  be  identified,  this  additional  coin  production  may  also  have  to  be 
financed  with  funds  currently  targeted  for  equipment  or  with  funds  designated  for 
facilities  improvements. 

Delays  of  this  nature  to  our  equipment  and  building  modernization  plans,  as  well  as 
sudden  changes  in  coin  demand,  further  support  the  Mint's 
streamlining/reinvention  initiative  to  acquire  a  single  revolving  fund  to  finance  all 
operations.   The  Mint's  practice  of  meeting  short-term  needs  at  the  expense  of 
long-term  investment  to  facilities  and  equipment  degrades  the  long-term  efficient 
capabilities  of  the  Mint. 

In  the  past,  the  Mint  has  testified  before  Congress  that  fewer  commemorative  coin 
programs  with  lower  mintage  levels  are  desirable.   In  that  regard,  the  Mint 
considers  a  few  reasonably  sized  programs  appropriate  to  protect  against  a 
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saturated  market  for  commemorative  coins.    Numerous  coin  programs  being 
offered  during  the  same  time  period  are  detrimental  to  the  success  of  each 
individual  program. 

The  newly-formed  Citizens  Commemorative  Coin  Advisory  Committee,  established 
under  Title  II  of  Public  Law  102-390  (October  6,  1992),  "United  States  Mint 
Reauthorization  and  Reform  Act  of  1992"  (31  U.S.C.  5135),  may  assist  in 
resolving  this  issue.   The  purpose  of  the  Committee  is  to  provide  advice  on  the 
selection  of  subjects  and  designs  for  commemorative  coins.   The  Committee's 
recommendations  will  assist  in  selecting  the  most  appropriate  commemoration  for 
a  particular  year,  in  limiting  the  number  of  commemorative  coin  programs  offered 
during  the  same  time  period,  and  in  allowing  for  a  better  planned  and  structured 
commemorative  coin  program.   The  Committee  met  for  the  first  time  in  December 
1993  and  held  a  second  meeting  on  February  22  and  23,  1994. 

For  FY  1994,  in  addition  to  the  ongoing  annual  numismatic  and  bullion  programs, 
the  Mint  has  begun  production  and  sale  of  coins  for  the  World  Cup  USA  1994 
Commemorative  Coin  Program.   This  program  is  the  first  of  four  commemorative 
coin  programs  mandated  for  FY  1994.    The  additional  programs  commemorate  the 
250th  anniversary  of  the  birth  of  Thomas  Jefferson,  the  Bicentennial  of  the  United 
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States  Capitol,  and  the  United  States  Veterans  (including  individual  programs  for 
Prisoners-of-War;  the  Vietnam  Veteran's  Memorial;  and  the  Women  in  Military 
Service  for  America  Memorial). 

FY  1995  Budget  Request 

i 

The  Mint's  FY  1995  budget  request  for  Salaries  and  Expenses  is  $55.8  million  and 
912  positions. 

This  budget  level  is  essential  to  allow  the  Mint  to  produce  17.5  billion  coins  in 
order  to  prevent  further  deterioration  of  inventory  levels  and  to  meet  forecasted 
demand  for  coins  required  to  support  our  nation's  commerce. 

Our  contribution  to  the  Treasury  for  FY  1995  from  our  circulating  coin  operations 
is  estimated  at  $608  million  in  seigniorage. 

The  Mint's  FY  1995  budget  net  increase  is  $1.0  million,  1.8%  over  the  approved 
FY  1994  budget.   This  overall  net  increase  consists  of  $1.2  million  in  inflation 
adjustments  to  maintain  current  levels  of  activity  and  $1.0  million  necessary  to 
meet  increases  in  workload.   These  funding  increases  are  offset  by  decreases  of 
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$1.2  million  brought  about  by  Executive  Orders  requiring  administrative  cost  and 
Full-Time  Equivalent  position  reductions,  and  other  non-recurring  costs. 

The  Mint's  Public  Enterprise  Fund  operations  for  FY  1995  will  include  our  annual 
numismatic  and  bullion  coin  activities  as  well  as  two  legislated  commemorative 
coin  programs.   These  programs  commemorate  the  1996  Atlanta  Centennial 
Olympic  Games  and  the  100th  anniversary  of  the  beginning  of  the  protection  of 
Civil  War  battlefields. 

Customer  Service  improvements 
As  part  of  the  Mint's  ongoing  effort  to  improve  service  to  its  customers,  two  new 
policies  have  been  announced  for  1994:    reducing  delivery  time  of  commemorative 
coins  to  six  weeks  and  accepting  cancellation  of  coin  orders  prior  to  shipment  of 
products. 

Planned  modifications  include  improved  sales  forecasting;  increased  emphasis  on 
pre-coin  production  planning;  and  introduction  of  standardized  packaging  for 
commemorative  coins.    The  Mint  will  seek  improved  efficiency  in  partnerships  with 
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order  processing  contractors,  enhanced  computer  capacity,  and  elimination  of 
restrictive  rules  that  hinder  efforts  by  Mint  personnel  to  deliver  coin  orders  on  a 
timely  basis. 

In  addition,  the  Mint  has  eliminated  its  no  cancellation,  no  exchange  policy.  This 
policy  led  to  poor  relations  with  our  numismatic  customers  and  was  out  of  step 
with  current  business  practices.   The  new  cancellation  and  exchange  policy  will 
allow  Mint  customers  to  cancel  orders  at  any  time  before  shipment,  and  to  return 
any  defective  product  for  replacement  up  to  30  days  after  receipt. 

I  sincerely  appreciate  the  support  that  this  subcommittee  has  given  the  United 
States  Mint  in  the  past  and  look  forward  to  working  with  you  in  the  future. 

This  concludes  my  prepared  remarks.   I  will  be  pleased  to  respond  to  any  questions 
you  may  have  at  this  time. 
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EUGENE  H.  ESSNER 

DEPUTY  DIRECTOR,  UNITED  STATES  MINT 


Eugene  H.  Essner  first  joined  the  U.S.  Mint  Headquarters  staff  on  November  21, 
1982,  as  Associate  Director  (Policy  and  Management).    In  December  1983,  he  was 
appointed  Deputy  Director  of  the  Mint.    He  is  the  highest  ranking  Civil  Service 
employee  at  the  Mint. 

Mr.  Essner  is  a  Senior  Executive  Service  employee  with  almost  29  years  of  Federal 
service  --  about  20  of  which  have  been  with  the  Department  of  the  Treasury.    He 
came  to  the  Mint  from  the  Office  of  the  Inspector  General  of  the  Treasury  where 
he  had  been  the  Deputy  inspector  General  (Audit). 

A  native  of  Kelso,  Missouri,  Mr.  Essner  graduated  from  the  Southeast  Missouri 
State  University  with  a  B.S.  in  Business  Administration  in  1964.    He  commenced 
his  Government  service  at  the  General  Accounting  Office  (GAO)  the  same  year. 
From  this  position  as  a  Supervisory  Auditor  at  GAO,  he  joined  Treasury  in  June 
1973.    He  is  a  CPA  and  a  Fellow  of  the  D.C.  Institute  of  Certified  Public 
Accountants  and  a  member  of  the  American  institute  of  Certified  Public 
Accountants. 

Mr.  Essner  is  married  to  the  former  Sandra  Miller  of  Clearfield,  Pennsylvania.   They 
have  a  son,  Greg,  and  reside  in  Manassas,  Virginia.   Mr.  Essner's  hobbies  include 
horseback  riding  and  working  on  his  small  farm. 


1390 


BIOGRAPHY 

DONALD    EDWARD   VOGT 
BUDGET  OFFICER,  UNITED  STATES  MINT 


Donald  Edward  Vogt  has  served  as  the  Budget  Officer  of  the  United 
States  Mint   since  March  1987.    Having  been  with  the  Mint  since  1972,  he  also 
has  served  in  other  financial  positions  as  cost  accountant  and  Chief  of  the 
Accounting  Systems  Staff. 

Mr.  Vogt  was  born  February  7,  1945  in  Alexandria,  Virginia.    After  serving 
two  years  of  active  duty  with  the  United  States  Naval  Reserve,  he  joined  the 
accounting  staff  of  the  Washington  Gas  Light  Company  in  1970.    He  received 
a  Bachelor  of  Commercial  Science  degree  from  Benjamin  Franklin  University 
in  1971. 

He  is  married  to  the  former  Deborah  Stenstrom.    They  have  five  children  and 
reside  in  Dumfries,  Virginia. 
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George  Muftoz  was  sworn  in  as  the  Assistant  Secretary  of  the  U.S.  Treasury  for 
Management  and  as  the  Chief  Financial  Officer  of  the  U.S.  Treasury  on 
November  8,  1993.    He  reports  to  Treasury  Deputy  Secretary  Roger  Altman  and 
Secretary  Lloyd  Bentsen. 

George  Murtoz  is  a  Certified  Public  Accountant  (CPA)  and  a  licensed  attorney  with  strong 
credentials  in  business,  management,  law  and  public  policy. 

Mr.  Muftoz'  educational  background  is  quite  extensive  and  from  some  of  the  top  national 
universities: 

Legal  Harvard  Law  School,  J.D.  (1978) 

I 
Public  Policy  Harvard's  Kennedy  School  of  Government 

Master's  in  Public  Policy  (1978) 

Accounting/CPA  University  of  Texas,  B.B.A.  (1974) 

College  of  Business  -  Accounting 
Graduate  of  Business  Honors  Program 
Graduated  with  High  Honors 

Tax  DePaul  University,  L.L.M.  (1984) 

Master's  in  Law  and  Taxation 

Mr.  Muftoz  has  extensive  experience  in  managing  a  large  governmental  operation  and  in 
developing  public  policy.    He  served  as  the  President  of  the  Chicago  Board  of  Education 
for  three  consecutive  years  in  the  mid-1 980's.    It  is  the  largest  school  system  in  the 
country  with  over  400,000  students,  over  42,000  employees  and  an  annual  budget  in 
excess  of  2  billion  dollars.   This  experience  included  direct  Involvement  in  labor 
negotiations,  financial  reporting,  development  and  promotion  of  legislative  initiatives,  and 
development  of  public  policy  affecting  school  finance  and  school  performance.    He  also 
served  for  four  years  as  a  Commissioner  of  the  Chicago  Economic  Development 
Commission. 

On  the  business  side,  Mr.  Muftoz  owned  and  managed  a  successful  Chicago  law  firm 
with  an  emphasis  on  international  business  and  legal  transactions. 

Mr.  Muftoz  is  a  strong  believer  in  public  service,  and  is  the  recipient  of  many  awards  for 
distinguished  public  service. 

Mr.  Murtoz  comes  from  a  large  family.  He  was  born  in  Brownsville,  Texas,  but  makes  his 
home  in  Chicago,  Illinois.  He  is  one  of  12  children  born  to  Mr.  and  Mrs.  Cipriano  Muftoz. 
He  is  42  years  old  and  is  fluent  in  Spanish. 
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Mr.  HOYER.  You  left  out  the  discussion  of  the  cancellation  policy. 

Mr.  EsSNER.  Well,  I  thought  I  mentioned  that  we  have  elimi- 
nated that.  We  will  accept  cancellation  of  orders  up  to  the  time  of 
shipment.  That  is  an  effort  to  improve  our  relationships  with  our 
customers. 

STAFFING  LEVELS 

Mr.  HOYER.  Okay.  I  am  a  little  bit  confused  by  all  these  figures 
that  I  see  floating  about.  I  had  your  staffing  level  in  1994,  at  906 
FTEs;  1995,  at  912  FTEs. 

In  your  statement,  you  indicate  that  there  are  862  full-time 
equivalents  for  fiscal  year  1994.  In  your  budget  submission  dated 
February  7th,  1994,  you  have  848. 

Mr.  EsSNER.  We  had  862,  and  then,  in  preparation  of  the  1995 
budget,  we  have  added  14  previously  exempt  FTEs.  These  are  "stay 
in  school"  students  and  these  type  of  people.  And  we  have  also 
planned  on  adding  30  additional  FTEs  for  the  reprogramming.  Our 
budget  submission  was  for  15  billion  coins,  and  the  reprogramming 
effort  will  take  us  up  to  16.5  billion.  In  order  to  do  that,  we  needed 
an  additional  30  FTEs.  That  is  how  we  got  up  to  the  906. 

Mr.  HOYER.  For  1994? 

Mr.  EsSNER.  For  1994,  yes.  But  the  original  budget  was  800 

Mr.  Hover.  848? 

Mr.  EsSNER.  862. 

Mr.  HOYER.  So  we  added  52 — 58  to  that.  All  right,  plus  58. 

Mr.  VOGT.  It  was  862  plus  the  30  FTE  for  the  additional  coin 
production,  which  would  be  892,  and  then  plus  the  14  which  are 
counted  now.  And  we  are  not  adding  additional  positions.  They  are 
just  counting  FTEs  that  weren't  included  before,  for  full  disclosure 
of  all  FTEs. 

Mr.  HOYER.  Now  we  have  912  indicated  for  1995;  is  that  correct? 

Mr.  EsSNER.  Yes.  The  change  from  the  906  to  the  912  is  an  addi- 
tional 20  for  an  additional  billion  coin  increase  from  the  16.5  to  the 
17.5,  less  14  FTEs  that  we  are  taking  as  part  of  the  Executive 
order  reduction.  And  that  is  a  difference  of  six.  That  takes  us  from 
906  to  912. 

Mr.  HOYER.  Now,  you  also  indicated  you  have  reimbursable 
1,409.  Is  that  the  figure  I  heard? 

Mr.  EsSNER.  Yes.  And  that  represents  the  people  required  for  ad- 
ministering all  the  Public  Enterprise  Fund  activities,  which  is  the 
bullion  coins,  the  annual  proof  coins,  the  uncirculated  coins.  All  the 
commemorative  coins  that  have  been  passed  by  the  Congress  are 
included  in  the  Public  Enterprise  Fund.  They  are  all  funded 
through  the  revolving  fund  which  is  the  Public  Enterprise  Fund. 

We  sell  the  coins  to  the  public,  and  those  funds  are  deposited 
into  the  revolving  funds.  The  salaries  of  the  employees  for  that  are 
paid  out  of  the  Public  Enterprise  Fund. 

Mr.  HoYER.  How  are  they  designated?  Are  they  designated  as 
Federal  employees? 

Mr.  EsSNER.  Oh,  yes.  Yes,  they  are  Federal  employees.  But  they 
are  not  part  of  the  appropriation.  We  are  not  asking  for  any  appro- 
priated funds. 
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Mr.  HOYER.  I  understand.  Where  would  they  show  up?  If  I  want- 
ed to  see  them  in  the  budget,  where  would  they  show  up? 

Mr.  MUNOZ.  They  would  not  show  up  with  the  numbers  that  the 
Committee  would  work  with.  So  if  you  were  to  ask  me,  Mr.  Muhoz, 
what  is  your  total  FTE  at  the  Department  of  Treasury,  I  would  not 
include  some  of  the  numismatic 

Mr.  VOGT.  Yes,  they  would  be  included,  but  as  reimbursable  posi- 
tions. 

Mr.  MUNOZ.  They  would  be  included  as  reimbursables. 

Mr.  VOGT.  Right. 

Mr.  HOYER.  Okay.  Mr.  Smith  is  pointing  out  in  the  President's 
budget  they  do  show  up  under  full-time  equivalent  employee  as 
compensable  work  years. 

Mr.  ESSNER.  There  are  simply  no  funds  requested  associated 
with  them. 

Mr.  HOYER.  Nor  are  they  included  for  purposes  of  the  reduction 
of  252,000? 

Mr.  EsSNER.  Oh,  yes,  they  are.  They  are  part  of  that. 

Mr.  Hover.  Okay.  I  tell  you,  Mr.  Mufioz,  I  want  you  to  go  back 
to  Secretary  Bentsen,  and  I  am  going  to  write  a  letter  to  Mr.  Pa- 
netta.  I  want  to  know  how  many  employees  we  have.  I  want  to 
know  whether  it  is  2.134  million,  which  is  what  the  President's 
budget  says  it  is,  and,  if  it  is,  whether  it  includes  these  1,409. 

You  know,  this  adds  to  the  frustration  of  how  many  people  we 
have  working  for  the  Federal  Government,  whether  they  are  reim- 
bursable or  not,  they  are  Federal  employees.  You  say  they  are  part 
of  the  252,000.  The  more  important  question  is  whether  or  not  they 
are  part  of  the  2.134  million.  That  is  the  key  question.  Do  you 
know  that  answer? 

Mr.  Verberg.  No,  sir,  we  have  to  find  that  out. 

Mr.  HOYER.  Okay.  Would  you  find  that  out  for  me? 

[The  information  follows:] 

Basis  for  Calculating  2.134  Miluon  Federal  Employees 

The  2.134  million  includes  both  reimburseable  and  direct  employees.  The  reduc- 
tion of  272,900  FTE  includes  both  reimbursable  and  direct  employees. 

Mr.  HOYER.  We  really  do  need  to  find  out  what  is  in  this  base 
so  that  when  we  start  reducing  this  level.  We  are  going  to  pass  leg- 
islation next  week  that  is  going  to  be  pretty  precise  about  when 
you  go  out  you  can't  come  back.  That  may  have  a  problem  for  you. 

Let's  say  we  don't  produce  any  coins  for  a  while,  and  these  1,409 
employees  go  out  with  the  buyout.  Would  these  reimbursable  em- 
ployees be  entitled  to  a  buyout?  Would  they  not?  If  they  are  Fed- 
eral employees  and  if  they  have  in  the  time? 

Mr.  EsSNER.  I  would  believe  so,  yes. 

Mr.  Hover.  Okay.  Now  you  would  have  to  designate  them,  of 
course,  which  is  the  advantage  of  the  buyout. 

Mr.  Verberg.  We  do  know  what  is  in  our  base,  the  Treasury 
base,  but  we  will  have  to  ask  what  is  in  the  2.134.  We  know  our 
share  of  it  is  about  165,000  employees,  which  includes  the  reim- 
bursable employees  and  the  direct  employees  that  are  paid  by  the 
appropriation  that  your  committee  is  responsible  for. 

Mr.  HoYER.  So  these  1,409  are  in  your  figure? 

Mr.  Verberg.  Yes. 
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Mr.  HOYER.  Well,  presumably  then  they  are  in  the  2.134. 

Mr.  Verberg.  You  would  think  so.  That  is  across  all  depart- 
ments. 

Mr.  HOYER.  I  have  a  feeling  the  reimbursable  employees  are 
going  to  be  a  lot  less  subject  to  buyout  than  other  employees.  Be- 
cause we  have  paid  for  this,  theoretically.  You  don't  have  to  worry 
about  it  as  much  under  the  budget  because  you  are  selling  coins, 
being  reimbursed  and  paying  for  those  employees,  which  means 
there  are  going  to  be  a  higher  percentage  of  nonreimbursable  em- 
ployees in  that  252,000,  I  bet  you. 

Mr.  MUNOZ.  It  really  depends  on  how  it  works.  In  this  instance 
in  the  Mint  revolving  fund,  there  is  no  incentive. 

Mr.  HoYER.  To  cut  them,  right.  So  that  means  the  non-reimburs- 
able employees  that  you  have  will  have  more  pressure  on  them  in 
terms  of  buyout.  This  means  that  you  will  reduce  that  number, 
which  means  you  will  have  more  pressure  on  the  employees  we  still 
have  to  get  the  work  done,  assuming  we  don't  reduce  the  workload. 

Mr.  MuNOZ.  But  just  to  clarify,  there  are  some  reimbursables 
that  don't  have  the  advantage  of  a  revolving  fund,  and  those  are 
in  our  budget.  So  you  would  have  the  incentive  there  to  focus  on 
the  buyouts. 

Mr.  Hover.  I  am  not  trying  to  focus  on  the  reimbursables.  I  don't 
want  them  adversely  affected. 

What  I  am  just  trying  to  point  out  is  the  difficulty  of  knowing 
when  we  get  to  the  point  which  we  say  in  legislation,  is  the  place 
we  want  to  get.  We  are  going  to  have  to  be  pretty  precise.  I  want 
to  know  how  many  people  we  have  and  what  our  percentage  of  re- 
ductions are  across  the  board,  across  all  of  our  agencies,  what  our 
total  number  of  FTEs  are  and  how  much  is  our  share  for  reduction. 
So  at  the  end  of  the  five  years  we  can  say  we  did  it.  We  have  re- 
duced X  number  from  the  X  numbers  on  board  at  the  start. 

Mr.  Lightfoot. 

COIN  DEMAND 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

Mr.  Essner,  welcome.  I  really  don't  have  any  hard-core  questions 
for  you  this  morning.  Just  a  point  of  curiosity. 

In  looking  at  your  numbers,  it  appears  that  the  demand  on  coins 
kind  of  goes  with  the  economy. 

Mr.  Essner.  Very  much  so,  yes. 

Mr.  Lightfoot.  You  would  assume  that  with  hard  currency,  not 
particularly  with  coins.  Why? 

Mr.  Essner.  Well,  we  have  a  formula  that  was  created  by  Data 
Resources,  and  it  includes  a  number  of  factors.  Off  the  top  of  my 
head,  one  of  the  key  ones  that  I  think  we  are  seeing  now  is  the 
spending  on  nondurable  goods,  and  we  have  modeled  these  types 
of  things.  We  put  the  data  in  the  formula,  and  it  shows  the  coin 
demand  is  increasing. 

But  we  also  notice  even  small  items  such  as  a  change  in  a  tele- 
phone— pay  rate — will  affect  the  types  of  coins  that  we  ship  to  var- 
ious regions  of  the  country.  In  other  words,  if  New  York  City  went 
from  20  cents  to  25  cents  per  pay  phone,  we  would  expect  to  see 
less  dimes  being  shipped  into  that  area  and  more  quarters.  But 
that  is  two  dimes  versus  one  quarter. 


1395 

If  they  went  to  30  cents,  you  might  see  more  coins,  more  dimes 
or  even  a  portion  of  quarters  and  nickels. 

But  there  are  a  number  of  different  factors.  Obviously,  we  don't 
have  it  down  to  a  science  or  we  would  be  much  better  at  predicting 
the  situation.  But  demand  has  increased  tremendously  in  the  last 
two  years. 

Mr.  LiGHTFOOT.  Well,  you  mentioned  the  telephone  rate  would  do 
that.  I  assume  then  more  coin  vending  machines  we  have  would 
have  an  effect  on  that  as  well. 

Mr.  ESSNER.  Absolutely,  yes. 

Mr.  LiGHTFOOT.  Some  of  the  wonderful  foods  you  get  out  of  them 
in  this  building.  We  won't  comment  on  that. 

I  guess  I  made  this  statement  before  but  really  want  it  on  the 
record,  that  it  bothers  me  that  we  are  cutting  budgets  in  agencies 
like  yours  which  have  a  net  gain  to  the  Treasury. 

Mr.  HOYER.  Actually,  we  are  increasing  this  one,  Mr.  Lightfoot. 

Mr.  LiGHTFOOT.  Well,  a  little,  but  it  really  isn't  all  that  much. 
But  just  that  we  would  be  wise  in  the  decisions  that  we  make  here. 
Thank  you. 

Mr.  HOYER.  Mr.  Darden. 

DOLLAR  COIN 

Mr.  Darden.  Thank  you,  Mr.  Chairman. 

Just  very  briefly,  Mr.  Essner.  I  realize  while  this  Committee  does 
not  have  the  responsibility  of  making  decisions  about  whether  or 
not  we  go  to  a  dollar  coin,  what  would  be  the,  one,  advantages  of 
doing  that,  the  disadvantages;  and,  two,  the  cost  if  you  went  to  a 
dollar  coin?  I  know  that  most  European  countries  have  a  similar 
denomination  coin.  I  just  wondered. 

Mr.  Essner.  Well,  GAO  has  done  a  couple  of  studies  on  the  dol- 
lar coin  issue.  I  think  everyone  generally  agrees  that  there  would 
be  cost  savings  to  the  government  by  issuing  a  dollar  coin  in  place 
of  a  dollar  bill.  Simply  because  a  dollar  coin  will  last  approximately 
20  or  more  years,  whereas  a  dollar  bill  gets  replaced  more  fre- 
quently. 

I  think  one  of  the  obvious  other  concerns,  on  the  other  side,  is 
the  public  reaction  to  these  things.  GAO  in  its  study  had  reviewed 
a  Gallup  poll  which  showed  that  only  15  percent  of  the  American 
public  was  interested  in  replacing  the  dollar  note  with  a  dollar 
coin.  Obviously,  that  is  a  factor  that  has  to  be  considered. 

In  the  past  administration,  the  Bush  and  Reagan  administration, 
they  had  taken  a  position  not  to  endorse  the  elimination  of  the  dol- 
lar bill  or  endorse  a  new  dollar  coin.  The  current  administration 
has  not  issued  any  sort  of  change  in  that  position. 

Mr.  Darden.  Do  you  have  any  idea  what  it  would  cost  you  to  go 
to  it? 

Mr.  Essner.  Well,  we  have  estimated  that  we  would  need  a  cou- 
ple million  dollars  in  new  equipment.  We  would  need  some  addi- 
tional blanking  presses  and  an  annealing  furnace  so  that  we  could 
run  a  separate  line.  We  have  the  coin  press  capability. 

It  would  also  require  an  increase  in  our  appropriation  of,  I  think 
we  are  estimating,  about  a  million  dollars  or  a  little  more  than  a 
million  dollars  per  billion  coins  that  we  would  produce. 
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But  the  net  result  to  the  Treasury,  of  course,  is  an  increase  in 
seignorage.  So  that  is  an  offsetting  factor. 

Mr.  Darden.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  HOYER.  All  right.  Thank  you  very  much.  We  appreciate  your 
being  with  us.  We  appreciate  the  work  that  you  are  doing. 

Mr.  ESSNER.  Thank  you. 

[Questions  submitted  for  the  record  and  budget  justification  ma- 
terials follow:] 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 
COIN  PRODUCTION 

QUESTION  #1.       THE  INVENTORY  OF  COINS  IS  3.7  BILLION  AT  THE  END  OF  1993  AND  IS 

ANTICIPATED  TO  BE  2.9  BILLION  AT  THE  END  OF  BOTH  1994  AND  1995.  IS 
THIS  LEVEL  CONSIDERED  THE  MINIMUM  SAFE  LEVEL  AT  WHICH  THE 
INVENTORY  SHOULD  BE  MAINTAINED? 

ANSWER  #1.  THE  LEVEL  AT  THE  END  OF  FISCAL  YEAR  1994  AND  FISCAL  YEAR  1995  FALLS 

600  MILLION  SHORT  OF  THE  MINIMUM  DESIRED  OPERATIONAL  LEVEL 
REQUIRED  BY  THE  FEDERAL  RESERVE  BANK  WITH  A  NEAR  ZERO  BALANCE 
AT  THE  MINT  (THE  NORMAL  PLANNED  MINT  BALANCE  IS  APPROXIMATELY 
2.5  BILLION).  THIS  ANTICIPATED  INVENTORY  LEVEL  REPRESENTS  A  POTENTIAL 
RATIONING  OF  COINS  BETWEEN  THE  BANKS  IN  THE  FEDERAL  RESERVE 
SYSTEM. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

COIN  PRODUCTION 

QUESTION  #2.       WHAT  IS  THE  BREAKDOWN  OF  THE  ADDITIONAL  BILLION  COINS  BEING 
PRODUCED? 

ANSWER  #2.  THE  MINT'S  FISCAL  YEAR  1995  BUDGET  SUBMISSION  INCLUDED  PROJECTED 

PRODUCTION  LEVELS  OF  16.5  BILLION  COINS  IN  FISCAL  YEAR  1994  AND 
17.5  BILLION  COINS  IN  FISCAL  YEAR  1995.  THE  FOLLOWING  IS  A  BREAKDOWN 
OF  THE  ADDITIONAL  1  BILLION  COINS  BUDGETED  FOR  FISCAL  YEAR  1995. 

PRODUCTION  (MILLIONS) 


FY  1994 

FY  1995 

INCREASE 

1  CENT 

11,646 

12,351 

705 

SCENT 

1,354 

1,436 

82 

10  CENT 

1,949 

2,068 

119 

25  CENT 

1,514 

1,608 

94 

50  CENT 

37 

37 

0 

TOTAL 

16,500 

17,500 

1,000 

AS  MENTIONED  IN  THE  INTRODUCTORY  STATEMENT,  DEMAND  FOR  COINAGE 
DURING  THE  FIRST  PART  OF  FISCAL  YEAR  1994  HAS  INCREASED  TO  RECORD 
LEVELS.  CURRENTLY  THE  MINT  IS  ANTICIPATING  A  PRODUCTION  LEVEL  OF 
18  BILLION  COINS  REQUIRED  TO  MEET  PROJECTED  DEMAND  IN  FISCAL  YEAR 
1994,  WITH  A  POSSIBLE  PRODUCTION  LEVEL  OF  19  BILLION  COINS  REQUIRED 
TO  MEET  PROJECTED  DEMAND  IN  FISCAL  YEAR  1995.  THE  MINT  IS  WORKING 
WITH  DEPARTMENTAL  STAFF  ON  ADDITIONAL  ACTIONS  NECESSARY  TO  FUND 
INCREASED  PRODUCTION  LEVELS. 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COMMITTEE 

COIN  PRODUCTION 

QUESTION  #3.       YOUR  MANUFACTURING  OPERATION  LENDS  ITSELF  WELL  TO  MEASURING 
PRODUCTIVITY.  IN  YOUR  JUSTIFICATION  YOU  SHOW  THE  ACTUAL  COST  OF 
PRODUCTION  FOR  COINS  FOR  1993  AND  PROJECT  ESTIMATES  FOR  1994  AND 
1995.  IN  ALL  INSTANCES  UNIT  COSTS  ARE  PROJECTED  TO  DECREASE  FROM 
1993  ACTUAL  LEVELS.  TO  WHAT  DO  YOU  ATTRIBUTE  THIS  REDUCTION? 

ANSWER  #3.  SIGNIFICANT  INCREASES  IN  VOLUME,  FOR  FISCAL  YEARS  1994  AND  1995 

OVER  FISCAL  YEAR  1993,  ALLOW  FOR  A  WIDER  DISTRIBUTION  OF  OVERHEADS 
AND  FOR  PRODUCTIVITY  EFFICIENCIES.  ALSO,  ALTHOUGH  METAL  PRICES  ARE 
PROJECTED  TO  BE  HIGHER  IN  FISCAL  YEAR  1995  THAN  IN  FISCAL  YEAR  1994, 
THEY  REMAIN  LOWER  THAN  THE  ACTUAL  METAL  COSTS  FOR  FISCAL  YEAR 
1993. 
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Friday,  March  4,  1994. 

BUREAU  OF  THE  PUBLIC  DEBT 

witnesses 

richard  l.  gregg,  commissioner,  bureau  of  the  pubuc  debt 
gerald  murphy,  fiscal  assistant  secretary,  department  of 

the  treasury 
george  m.  munoz,  assistant  secretary  for  management/ 

chief  financial  officer,  department  of  the  treasury 

Introduction 

Mr.  Hoyer.  Mr.  Gregg,  we  welcome  you  to  the  committee.  Thank 
you  for  being  with  us.  We  will  include  your  statement  in  full  at  the 
appropriate  place  in  the  record.  You  may  proceed  in  such  manner 
as  you  deem  to  be  appropriate. 

Mr.  Gregg.  Thank  you,  Mr.  Chairman. 

You  want  to  add  something,  Jerry? 

Summary  Statement  of  Gerald  Murphy 

Mr.  Murphy.  Just  a  very  brief  comment,  Mr.  Chairman. 

The  Public  Debt  is  an  organization  that  has  been  performing  es- 
sential government  services  and  constantly  looking  for  ways  to  be 
more  effective.  They  have  quite  a  list  of  accomplishments,  and 
Commissioner  Gregg  will  touch  upon  a  number  of  those. 

The  management  initiatives  in  Public  Debt  have  been  accom- 
plished with  careful  planning,  with  great  dedication  and  little  fan- 
fare. While  much  has  been  accomplished,  there  is  a  lot  under  way 
and  additional  benefits  to  be  realized. 

In  a  time  of  declining  resources,  we  know  it  is  important  to  keep 
the  essential  but  less-publicized  government  operations  functioning 
properly,  and  I  certainly  want  to  thank  this  committee  for  its  past 
support  and  acknowledge  the  committee's  recognition  of  the  impor- 
tant role  that  the  Bureau  performs.. 

Mr.  HOYER.  Thank  you,  Mr.  Murphy.   . 

Mr.  Gregg. 

Summary  Statement  of  Richard  Gregg 

Mr.  Gregg.  Thank  you,  Mr.  Chairman.  I  would  like  to  submit 
my  full  statement  for  the  record,  but  in  the  interest  of  time  maybe 
I  could  just  summarize  that  for  you. 

Mr.  Hoyer.  All  right,  sir. 

Mr.  Gregg.  I  have  really  four  points  to  make. 

First  of  all  we  are  requesting  $183.6  million  in  FY  1995  and 
2,107  FTEs,  a  reduction  of  $3.6  million  and  46  FTEs  from  FY  1994. 
Tliat  is  a  continuing  emphasis  on  our  part  to  do  what  we  can  to 
make  sure  the  mission  is  performed  right  but  also  to  cut  costs 
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whenever  we  can.  We  are  focusing  on  that,  and  I  think  this  budget 
is  in  Hne  with  the  last  few  budgets  where  we  have  come  in,  actu- 
ally, with  declining  requests  for  resources. 

The  second  point  I  would  like  to  make  has  to  do  with  the  Bureau 
consolidation  in  Parkersburg,  West  Virginia.  We  announced  that 
three  years  ago  now.  And  it  is  a  tremendous  amount  of  work,  but 
it  is  going  very  well. 

Since  the  time  we  announced  consolidation  we  have  been  care- 
fully tracking  the  costs  and  the  benefits,  and  consistently  each  year 
as  we  have  looked  at  this  our  estimate  of  the  costs  are  actually  less 
than  we  had  originally  projected  and  the  savings  are  greater.  We 
estimate  that  we  are  going  to  save  $7  million  a  year  for  each  year 
after  the  consolidation  is  complete. 

We  are  about  halfway  through  the  consolidation.  The  operations 
that  have  moved  have  been  moved  properly,  carefully,  and  they 
are — the  ones  that  are  in  Parkersburg — are  functioning  smoothly. 

We  have  spent  a  lot  of  effort  and  a  lot  of  commitment  from  the 
Bureau  and  from  the  managers  in  trying  to  out-place  our  employ- 
ees here  in  Washington  who  choose  not  to  relocate  to  Parkersburg. 
As  I  said,  we  are  about  halfway  through  the  consolidation,  and  we 
have  got  approximately  half  of  our  people  placed,  or  they  have  ei- 
ther been  out-placed  here  in  Washington  or  they  have  relocated. 

We  started  with  720  employees  whose  jobs  were  going  to  move 
to  Parkersburg,  and  we  have  now  out-placed  or  relocated  363  of 
them.  We  have  the  rest  of  this  year  and  1995  to  complete  the  con- 
solidation, and  I  am  very  hopeful  that  we  will  be  able  to  continue 
the  progress  that  we  have  had  on  out-placing,  relocating  our  em- 
ployees here  in  Washington. 

The  third  point  I  would  like  to  make  has  to  do  with  the  recent 
merger  of  the  former  Savings  Bonds  Division  into  the  Bureau  of 
the  Public  Debt.  That  was  something  that  we  discussed  with  the 
National  Performance  Review  last  summer  and  it  was  rec- 
ommended to  the  Secretary  by  an  offshoot  of  the  NPR,  the  Treas- 
ury Reinvention  Team,  and  Secretary  Bentsen  approved  that  merg- 
er on  November  23  of  last  year. 

I  think  it  is  a  very  important  step  for  the  savings  bond  program. 
I  think  we  will  be  able  to  coordinate  the  management  of  savings 
bonds  better  than  we  have  in  the  past.  I  think  there  is  an  oppor- 
tunity for  us  to  learn  a  little  bit  on  the  promotion  side  and  for  the 
promotion  people  to  learn  more  about  the  operations.  I  look  for- 
ward to  bringing  that  organization  into  Public  Debt  and  making  it 
the  smooth  running  program  that  I  think  it  can  be. 

Part  of  our  1995  budget  reflects  the  request  that  Secretary  Bent- 
sen  made  of  me  to  look  for  ways  to  promote  the  sale  of  bonds,  while 
also  reducing  costs.  In  the  budget  submission  we  have  a  cost  reduc- 
tion of  $2.2  million  for  the  promotion  of  savings  bonds.  I  am  sure 
we  will  be  able  to  accomplish  that  in  1995. 

The  fourth  point  I  would  like  to  make  is  that  in  our  proposal  we 
have  two  user  fees  that  we  are  proposing  for  our  marketable  securi- 
ties area.  One  of  them  has  to  do  with  imposing  a  fee  for  paper  secu- 
rities. These  are  almost  entirely — we  issue  very  few  paper  securi- 
ties these  days  and  we  are  trjdng  to  really  get  out  of  that  business, 
so  what  we  are  proposing  is  a  fee  for  the  additional  costs  that  it 
takes  us  to  handle  those  securities  and  trying  to  encourage  inves- 
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tors  tx)  go  into  book  entry  or  the  computer  form,  which  is  where  99 
percent  of  the  marketable  debt  is  already  held. 

The  second  fee  is  a  fee  on  our  larger  customers  in  TREASURY 
DIRECT.  Those  would  be — that  would  be  a  $25  a  year  fee  for  ac- 
counts in  excess  of  $100,000.  The  combination  of  those  two  fees,  we 
expect  would  raise  approximately  $3.1  million  in  1995.  That  con- 
cludes a  brief  summary  of  my  statement.  I  would  be  happy  to  an- 
swer any  questions. 

Mr.  HOYER.  Thank  you,  Mr.  Gregg. 

[The  prepared  statement  follows:] 
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Introductory  Statement  of  Richard  L.  Gregg 

Commissioner  of  the  Bureau  of  the  Public  Debt 

For  Presentation  to  the  House  Subcommittee  on  Appropriations 

Mr.  Chairman  and  members  of  the  Committee,  I  am  pleased  to  be  here 
today  to  discuss  the  Bureau  of  the  Public  Debt's  FY  1995  budget 
request.  My  testimony  before  this  Committee  today  will  stress  that 
Public  Debt  is  continuing  to  fulfill  its  mission  while  concurrently 
consolidating  operations  and  taking  on  new  responsibilities. 
Recognizing  that  we  are  in  an  era  of  declining  resources,  and 
consistent  with  my  personal  commitment  to  achieve  savings  and 
promote  efficiencies  wherever  possible,  we  plan  to  accomplish  our 
objectives  while  simultaneously  reducing  our  use  of  financial  and 
personnel  resources.  With  that,  I  now  turn  to  our  FY  199  5  budget 
request. 

FY  1995  BUDGET  REQUEST 

Public  Debt  is  responsible  for  the  sale,  servicing  and  redemption 
of  Treasury  securities  to  handle  the  government's  financing  needs, 
and  for  accounting  for  the  resulting  debt  and  related  interest 
costs.  In  conducting  our  mission  we  work  closely  with  the  Federal 
Reserve  Banks  who  act  as  fiscal  agents  of  the  Department  of  the 
Treasury.  In  addition  to  our  traditional  duties,  we  are  now 
responsible  for  marketing  savings  bonds.  This  new  responsibility 
results  from  a  Treasury  Department  reorganization,   effective 
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November  199  3,  that  combined  Pxiblic  Debt  and  the  U.S.  Savings  Bonds 
Division. 

Our  FY  1995  request  totals  $183.6  million,  a  reduction  of  2  percent 
from  our  FY  1994  authorized  level  of  $187.2  million.  This 
continues  a  pattern  of  reduced  Public  Debt  requests  for  resources 
and  reflects  our  commitment  to  streamline  operations. 

PERSONNEL  LEVELS 

We  are  also  strecunlining  our  staff.  Our  request  of  2,107  full-time 
equivalent  (FTE)  positions  for  FY  1995  reflects  a  long-term 
continuing  reduction  of  personnel.  It  includes  an  overall 
reduction  of  46  FTE  for  the  Bureau  with  17  of  those  FTE  coming  from 
the  former  Savings  Bonds  Division.  With  the  addition  of  Savings 
Bonds  Division  personnel  our  workforce  is  now  located  in  cities 
throughout  the  country,  although  most  employees  are  located  in 
Washington,  D.C.  and  Parkersburg,  West  Virginia. 

Our  FTE  request  would  even  be  lower  except  for  an  adjustment  to  our 
FY  1994  base.  To  assist  the  Bureau  during  our  consolidation  to 
Parkersburg,  the  Department  has  provided  30  additional  FTE  to  the 
Bureau.  These  will  be  used  only  if  necessary  during  our  transition 
to  a  consolidated  operation. 


1426 


Notably,  we  have  been  able  to  continue  reducing  our  FTE  usage  even 
in  the  midst  of  consolidating  operations  with  all  the  attendant 
short  term  resource  demands  flowing  from  consolidation  efforts.  I 
am  confident  that  further  reductions  will  be  possible  after  we  have 
completed  our  consolidation  and  outplaced  those  employees  not 
relocating.  Figure  1  below  portrays  our  declining  staffing  levels 
over  the  past  10  years: 


=  'JLL-~'ME  EQUIVALENT  Cf^E"  -t^ETORv 


FY  66     FY  B^    FY  86 

I  Public  Ceot  Baseline 
i Consol loat ion  Transit  ■ 


■89  FY    90  FT    91  FY    9?  Fy    93  =  '    M  Fr    9s 

^^  Previously  Exempt 

^=  Sav  I  ngs  Bonos  Oivis  on 


Figure  1 


BENEFITS  OF  CONSOLIDATING  BUREAU  OPERATIONS 


Let  me  now  turn  more  specifically  to  the  Bureau's  consolidation, 
which  has  been  of  considerable  interest  to  the  Committee.   The 
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consolidation  of  most  of  our  operations  in  ParJcersburg,  West 
Virginia  continues  to  be  the  most  important  challenge  Piiblic  Debt 
currently  faces.  As  you  may  recall,  I  announced  Public  Debt's 
intention  to  consolidate  operations  in  March  1991.  We  plan  to  have 
all  relocating  operations  consolidated  by  December  31,  1995. 

It  is  clear  that  consolidation  costs  are  going  to  be  less  than 
originally  projected  and  savings  will  be  greater.  As  Figure  2 
indicates,  the  decision  to  consolidate  Public  Debt's  operations 
will  deliver  substantial  auinual  savings  of  more  than  $7  million 
which  will  continue  to  accrue  year  after  year.  These  savings  are 
being  achieved  without  any  adverse  impact  on  our  customers  or 
reduction  in  our  ability  to  accomplish  our  mission. 
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We  originally  decided  to  consolidate  to  produce  a  leaner,  more 
efficient  organization.  While  consolidation  is  enabling  us  to  meet 
our  original  goal,  it  has  also  positioned  Piiblic  Debt  to  meet  the 
Administration's  streamlining  and  administrative  reduction 
proposals.  Furthermore,  the  consolidation  created  an  opportunity 
to  thoroughly  examine  our  operations  for  the  long-term,  rather  than 
follow  an  incremental  approach  to  identify  reductions.  This  fresh 
start  will  produce  additional  efficiencies  for  us  and  we  are 
optimistic  that  we  can  achieve  the  12%  cumulative  reduction 
targeted  by  the  Administration  for  FY  1999. 

OUTPLACEMENT  ASSISTANCE  PROGRAMS 

When  the  consolidation  plans  were  announced,  I  made  a  commitment  to 
assist  employees  in  finding  other  employment  if  they  chose  not  to 
relocate.  As  part  of  that  commitment,  we  have  undertaken  a 
significant  number  of  outplacement  initiatives.  Public  Debt  hired 
a  contractor.  Vantage  Personnel,  Inc.,  to  develop  and  implement  an 
outplacement  assistance  program  to  provide  employees  with  job 
information,  tools,  and  skills  to  assist  them  in  finding  other 
employment.  Vantage  has  provided  a  wide  range  of  individualized 
services  to  employees  affected  by  the  consolidation. 

In  addition  to  the  support  provided  by  Vantage,  Pxiblic  Debt 
managers  have  worked  extremely  hard  to  assist  non- relocating 
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employees  find  employment.  Managers  have  made  numerous  contacts 
with  their  counterparts  in  other  agencies  to  locate  employment 
opportunities  and  encourage  those  agencies  to  seriously  consider 
Public  Debt  employees.  We  also  have  an  active  campaign  to  detail 
employees  to  other  Treasury  bureaus  and  Federal  agencies.  Some  of 
these  details  have  already  resulted  in  job  offers  and  others  have 
the  potential  to  result  in  successful  outplacement  in  future 
months . 

In  October  1991,  Congress  enacted  legislation  providing  that  Public 
Debt  employees  not  relocating  with  their  positions  receive  a  job 
offer  from  the  Treasury  in  the  metropolitem  Washington  area  at  the 
same  pay.  In  response  to  that  legislation,  Public  Debt 
outplacement  efforts  were  augmented  by  a  Treasury  Department 
process  that  refers  employees  who  have  received  their  relocation 
notices  to  other  organizations  within  the  Department. 

What  kind  of  success  have  we  had  at  outplacing  our  employees?  In 
general,  outplacement  is  proceeding  on  schedule.  At  the  time  of 
the  consolidation  announcement,  there  were  720  employees  in 
Washington  whose  jobs  were  slated  to  move  to  Parkersburg.  At  this 
time  we  have  outplaced  or  relocated  363  employees  and  357  remain 
on-board  in  Washington.  Since  we  are  approximately  halfway  through 
consolidating  our  operations,  having,  less  than  half  of  the  affected 
employees  remaining  on  board  in  Washington  reflects  good  progress. 
This  is  especially  encouraging  considering  the  eight  job  market 
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resulting  from  government  downsizing.  Figure  3  shows  the  results 
of  our  outplacement  and  relocation  efforts.  It  is  important  to 
note  that  133  employees  have  been  hired  by  Treasury  bureaus. 
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Public  Debt  stands  behind  its  commitment  to  make  every  effort  to 
place  employees  not  relocating  with  their  position,  and  will 
continue  to  offer  a  high  quality  outplacement  assistance  program 
for  the  duration  of  the  consolidation.  We  will  also  continue  to 
actively  work  with  other  Treasury  bureaus  to  locate  employment 
opportunities.  I  will  continue  to  encourage  every  employee  who  has 
decided  not  to  relocate  to  make  aggressive  and  full  use  of  all  of 
the  outplacement  assistance  available. 
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U.S.  SAVINGS  BONDS  DIVISION 

Another  important  change  for  Public  Debt  is  our  merger  with  the 
U.S.  Savings  Bonds  Division.  The  Treasury  Reinvention  Teaun 
recently  proposed  the  merger  of  Public  Debt  and  Savings  Bonds 
Division  to  consolidate  the  management  of  savings  bond  operations 
and  promotion.  The  proposal  was  approved  by  Secretary  Bentsen  on 
November  23,  1993. 

In  making  the  decision  to  combine  the  two  organizations, 
Secretary  Bentsen  said  he  wanted  to  achieve  more  consistent  prograim 
direction,  more  opportunity  to  explore  and  update  marketing 
techniques,  and  a  more  streamlined  structure  in  the  Department.  He 
also  asked  me  to  find  ways  to  reduce  the  cost  of  marketing  savings 
bonds.  A  first  step  in  that  direction  is  the  proposed  reduction  of 
17  FTE  and  $2.4  million  in  our  budget  request  for  FY  1995.  A 
significant  portion  of  this  reduction  will  be  achieved  through 
efficiencies  in  having  the  Bureau  provide  administrative  support  to 
the  former  Savings  Bonds  Division.  Additional  savings  will  be 
achieved  by  reducing  staff  by  17  FTE  and  through  other  management 
initiatives.  With  buyout  authority,  I  believe  we  can  achieve  the 
FTE  reductions  in  an  efficient  and  non-disruptive  manner. 

I  am  confident  that  we  will  derive  significant  benefits  from  the 
merger  because  of  increased  opportunities  for  consistent, 
integrated  prograun  management  and  by  streamlining  operations. 
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Within  Public  Debt,  the  former  Savings  Bonds  Division  will  become 
the  Savings  Bond  Marketing  Office  and  we  will  continue  to  show  a 
marketing  budget  activity  in  future  budget  submissions.  In  FY  1995 
a  total  of  $19.7  million  and  214  FTE  is  requested  to  market  savings 
bonds . 

USER  FEES 

Turning  from  savings  bonds,  I  would  now  like  to  discuss  a  change  to 
our  marketable  securities  program.  During  FY  1995  we  are  planning 
to  implement  two  new  user  fees  to  offset  some  of  the  cost  of  our 
programs.  First,  a  definitive  securities  user  fee  of  not  less  than 
$46  per  piece  would  be  charged  to  investors  requesting  that  a 
definitive  security  be  reissued.  Investors  willing  to  have  the 
security  issued  in  book  entry  form  could  continue  to  do  so  at  no 
charge.  This  fee  reflects  our  additional  costs  for  servicing 
definitive  securities.  We  estimate  that  $600,000  could  be 
collected  annually  from  this  fee. 

Second,  a  TREASURY  DIRECT  Investor  Account  fee  would  be  imposed. 
This  would  be  an  annual  maintenance  charge  of  not  less  than  $25  for 
each  investor  account  in  the  TREASURY  DIRECT  system  with  a  par 
value  in  excess  of  $100,000.  We  estimate  that  an  additional 
$2,500,000  could  be  collected  annually  from  this  fee. 
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If  our  fee  projections  materialize  at  these  levels,  and  with  the 
approval  of  Congress,  Public  Debt  would  be  ahle  to  return  as  much 
as  $3.1  million  of  its  FY  1995  appropriation  to  Treasury's  General 
Fund.  As  a  result,  our  final  FY  1995  appropriation  would  be 
3.59  percent  below  the  FY  1994  enacted  level.  Any  fees  collected 
in  excess  of  our  estimates  would,  of  course,  be  automatically 
remitted  to  the  General  Fund. 

CUSTOMER  SERVICE 

Before  I  close,  Mr.  Chairman  and  members  of  the  Committee,  I  am 
sure  that  this  past  year  you  have  heard  quite  a  bit  aJaout  the 
emphasis  on  "putting  customers  first".  Our  efforts  continue  to 
reflect  that  philosophy.  At  last  year's  hearing  I  spoke  of  the 
customer  survey  we  had  completed  in  1992  on  the  TREASURY  DIRECT 
program.  An  overwhelming  majority  of  TREASURY  DIRECT  account 
holders  reported  a  high  level  of  satisfaction  with  the  progrcim. 
Public  Debt  will  continue  surveying  in  the  future,  especially 
savings  bond  investors,  who  are  the  majority  of  our  customers,  to 
enable  us  to  identify  areas  where  we  need  to  improve  our  service. 

In  addition,  we  have  developed  customer  service  standards  on  the 
Treasury  auction  process  and  the  processing  time  for  savings  bonds. 
We  will  be  measuring  our  success  at  meeting  those  standards  and 
others  in  our  FY  1996  budget  so  chat  this  Committee  and  the  rest  of 
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Congress  can  see  how  Public  Debt  is  performing.  We  will  continue 
to  share  this  information  with  you  and  members  of  this  Committee. 

CLOSING 

Mr.  Chairman,  this  concludes  my  opening  remarks.  I  appreciate  this 
opportunity  to  present  the  major  policy  and  management  issues 
facing  the  Bureau  of  the  Public  Debt  in  FY  1995  and  I  would  be 
pleased  to  answer  any  questions  you  or  members  of  your  Committee 
may  have . 
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Introductory  Statement  of  Gerald  Murphy 

Fiscal  Assistant  Secretary 

For  Presentation  to  the  House  Subcommittee  on  Appropriations 


Mr.  Chairman  and  members  of  the  Cononittee,  I  appreciate  this 
opportunity  to  make  just  a  few  remarks  on  the  FY  1995  budget 
request  for  the  Bureau  of  the  Public  Debt. 

Pxiblic  Debt  is  an  organization  that  performs  an  essential 
government  function  and  is  constantly  looking  for  ways  to  be  more 
effective.  During  the  last  ten  years,  the  Bureau  has  automated  its 
major  systems,  implemented  comprehensive  financial  management  and 
accounting  controls,  made  innovative  changes  to  its  programs  and 
greatly  streamlined  its  operations.  Public  Debt  has  accomplished 
these  changes  while  reducing  its  costs  and  consistently  fulfilling 
its  mission. 

These  management  initiatives  have  been  accomplished  with  careful 
planning,  great  dedication  and  little  fanfare.  While  much  has  been 
accomplished,  there  are  major  initiatives  still  underway  and 
therefore  additional  benefits  yet  to  be  realized. 

Even  though  we  are  in  a  time  of  declining  resources,  it  is 
important  that  we  keep  the  essential  but  less  publicized  government 
operations  functioning  properly.  I  want  to  thank  this  Committee 
for  its  past  support  and  acknowledge  the  Committee's  recognition  of 
the  important  role  the  Bureau  performs  in  conducting  the 
government's  financing  operations. 
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Mr.  Chaimicin,  this  concludes  my  remarks  and  with  your  permission  I 
would  like  to  ask  Commissioner  Gregg  to  provide  your  Committee  with 
further  details  on  the  FY  1995  budget  request  for  Public  Debt. 
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BIOGRAPHY 
RICHARD  L.  GREGG 


Former  Secretary  of  the  Treasury,  James  A.  Baker.  Ill,  appointed  Richard  L. 
Gregg  as  the  Commissioner.  Bureau  of  the  Public  Debt.  The  appomtment  was  effective 
January  18,  1987. 

As  Commissioner,  Mr.  Gregg  manages  the  Treasury's  debt  fmancing 
operations.  The  Bureau  of  the  Public  Debt  conducts  the  sale  of  Treasury  securities  to 
finance  the  public  debt,  directs  debt  servicing  activities  nationwide,  and  accounts  for  the 
public  debt  and  related  interest  costs.  These  debt  financing  operations  are  performed 
directly  by  the  Bureau  and  by  the  Federal  Reserve  Banks  acting  as  fiscal  agents  of  the 
Treasury. 

Mr.  Gregg  joined  the  Department  of  the  Treasury  in  1970  and  served  in  a 
variety  of  managerial  positions.  He  began  his  Federal  service  in  1970  with  the  Financial 
Management  Service.  In  1976,  he  joined  the  Bureau  of  the  Public  Debt  and  served  as 
Assistant  Commissioner  in  the  Office  of  Finanang.  From  1981  through  January  1987,  he 
was  the  Deputy  Commissioner  of  Public  Debt.  Mr.  Gregg  also  served  in  the  U.S.  Air  Force. 

Mr.  Gregg  holds  a  Bachelor's  Degree  in  Political  Science  from  the  University 
of  South  Dakota,  Vermillion,  South  Dakota  (1969),  a  Master's  Degree  in  Public 
Administration  from  the  George  Washington  University,  Washington,  D.C.  (1971),  and  a  law 
degree,  also  from  the  George  Washington  University  (1977).  He  is  a  member  of  the 
Virginia  Bar. 

Richard  Gregg  is  a  native  of  Harrold,  South  Dakota.  He  and  his  wife,  Connie, 
and  their  two  children,  Ramsey  and  Matthew,  live  in  Springfield,  Virginia. 
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GERALD  MURPHY 
FISCAL  ASSISTANT  SECRETARY 


As  Fiscal  Assistant  Secretary,  Mr.  Murphy  oversees  the 
Treasury  Department's  meinagement  of  the  U.S.  Government's 
Financial  Operations,  cash  management  for  the  U.S.  Govern- 
ment, raising  money  to  finance  government  debt,  directing 
the  performance  of  the  fiscal  agency  functions  of  the  Federal 
Reserve  Banks,  and  handling  the  investments  of  the  multi- 
billion  dollar  trust  and  other  accounts  of  the  U.S.  Govern- 
ment.  Mr.  Murphy  reports  to  the  Secretary  and  Deputy  Secretary 
through  the  Under  Secretary  for  Finance. 

Gerald  Murphy  was  born  in  Washington,  D.C.   He  graduated  from 
Benjamin  Franklin  University,  Washington,  D.C,  with  bache- 
lor's and  master's  degrees  in  Commercial  Science. 

Mr.  Murphy  began  a  career  of  Federal  Service  when  he  entered 
the  Department  of  the  Navy  in  1957.   He  joined  the  Department 
of  the  Treasury  in  1959  and  has  served  in  a  variety  of  manage- 
rial positions,  including  Deputy  Commissioner  of  the  Financial 
Management  Service.   He  was  appointed  Deputy  Fiscal  Assistant 
Secretary  in  1979.   Secretary  Baker  appointed  him  Fiscal 
Assistant  Secretary  in  1986. 

Mr.  Murphy  is  a  Certified  Public  Accountant.   He  is  a  member 
of  the  American  Institute  of  Certified  Public  Accountants, 
and  past  National  President  of  the  Association  of  Government 
Accountants.   He  served  six  years  as  a  member  of  the  National 
Council  on  Government  Accounting,  and  five  years  on  the 
Governmental  Accounting  Standards  Advisory  Council.   He  is 
presently  a  member  of  the  Federal  Accounting  Standards 
Advisory  Board. 

He  has  received  Treasury's  Meritorious  Service  Award,  the 
Secretary's  Honor  Award,  the  Benjamin  Franklin  University 
Distinguished  Alumni  Award,  and  AGA's  Robert  W.  King  Memorial 
Award . 
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GEORGE  MUNOZ 

Assistant  Secretary  (Management) 
and  Chief  Financial  Officer 

U.S.  Treasury  Department 

1 500  Pennsylvania  Ave.,  N.W.  Phone  (202)  622-0410 

Washington,  D.C.    20220  Fax  (202)  622-2337 

George  Munoz  is  a  Certified  Public  Accountant  (CPA)  and  a  licensed  attorney  with  strong 
credentials  in  business,  management,  law  and  public  policy.  That  is  one  reason  why  he  was 
appointed  by  President  Clinton  and  confirmed  by  the  U.S.  Senate  to  be  one  of  the  Assistant 
Secretaries  of  the  Treasury.  Mr.  Munoz  is  both  an  Assistant  Secretary  of  the  Treasury  for 
Management  and  is  also  the  Chief  Financial  Officer  of  the  U.S.  Treasury  Department.  He  reports 
to  Treasury  Deputy  Secretary  Roger  Altman  and  Secretary  Lloyd  Bentsen. 

Mr.  Munoz'  educational  background  Is  quite  extensive  and  from  some  of  the  country's  best 
universities: 

LEGAL  Harvard  Law  School,  J.D    (1978) 

PUBLIC  POLICY  Harvard's  Kennedy  School  of  Government 

Master's  in  Public  Policy  (1978) 

ACCOUNTING/CPA  University  of  Texas,  B.B  A.  (1974) 

College  of  Business  -  Accounting 
Graduate  of  Business  Honors  Program 
Graduated  with  High  Honors 

TAX  DePaul  Univershy,  L.L.M.  (1984) 

Master's  in  Law  and  Taxation 

Mr.  Munoz  believes  that  'Education  makes  for  a  fuller  life  and  a  stronger  country.  It  is  knowledge 
and  wisdom--not  guns  -that  will  assure  our  freedom  and  standard  of  living."  He  served  as  the 
President  of  the  Chicago  Board  of  Education  for  three  consecutive  years  in  the  mid-  1980s.  It  is 
the  third  largest  school  system  In  the  country  with  over  400,000  students,  over  42,000  employees 
and  an  annual  budget  in  excess  of  2  billion  dollars.  He  has  been  the  youngest  president  of  that 
institution,  and  he  fought  for  education  reform  to  reverse  the  trend  of  poor  performance  and  drop 
outs  among  the  students. 

On  the  business  side,  Mr.  Munoz  has  been  a  successful  attorney.  He  is  the  founder  of  a  law  firm 
in  Chicago  thai  specializes  in  international  business  and  legal  transactions.  He  is  a  well  known 
authority  on  the  North  American  Free  Trade  Agreement  (NAFTA);  and  has  given  may  speecnes  and 
written  presentations  on  the  benefits  of  doing  business  with  Mexico  and  Latin  America. 

Mr.  Murioz  is  a  strong  believer  in  public  service,  and  is  the  recipient  of  many  awards  for 
distinguished  public  service.  That  is  one  reason,  he  says,  that  he  sought  and  got  a  Masters  in 
Public  Policy  from  the  Kennedy  School  of  Government. 

Mr.  Munoz  comes  from  a  large  family.  He  was  born  in  Brownsville,  Texas,  but  makes  his  home  in 
Chicago.  Illinois.  He  is  one  of  1  2  children  born  to  Mr.  and  Mrs  Cipriano  Munoz.  He  is  42  years  old 
and  IS  fluent  in  Spanish. 
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USER  FEES 

Mr.  HOYER.  Assuming  the  fees  were  not  approved,  I  don't  assume 
that  but  I  mean  if  they  were  not  approved,  has  Treasury  indicated 
they  will  hold  you  harmless  on  the  183  million  and  put  you  back 
at  186  million? 

Mr.  Gregg.  Well,  that  is  my  understanding,  that  the  $183.6  mil- 
lion does  not  include  the  fee  money.  The  $183.6  million  would  be 
reduced  by  $3  million  if  we  got  the  fees.  So  we  really  are  coming 
in  and  asking  for  the  $183.6  million.  If  we  get  the  approval  on  the 
fees,  any  fees  that  we  collect  would  reduce  that  amount. 

Mr.  HOYER.  So  if  the  fees  were  approved,  we  only  have  to  give 
you  $180,005  miUion? 

Mr.  Gregg.  Yes,  sir. 

Mr.  Murphy.  $183.6  million  initially. 

Mr.  HOYER.  I  don't  want  to  make  you  nervous.  I  almost  got  an- 
other $499,000.  All  right. 

STAFFING  HISTORY 

You  have  2,107  FTEs  which  is  46  FTEs  lower  than  last  year,  and 
you  were  33  under  1993.  Can  you  provide  for  the  record,  your  FTE 
level  from  1981  to  date?  I  would  be  interested  in  that. 

Mr.  Gregg.  For  1981? 

Mr.  HOYER.  Do  you  know,  does  anybody  have  what  you  were  in 
1981? 

Mr.  Gregg.  No,  but  in  the 

Mr.  HOYER.  Oh,  here  it  is. 

Mr.  Gregg.  I  do  know,  Mr.  Chairman,  that  since  1992,  we  have 
decreased  our  FTEs  by  120  in  Public  Debt  and  including  the  former 
Savings  Bonds  Division,  it  would  be  a  reduction  of  162  just  since 
1992. 

FUNDING  HISTORY 

Mr.  HOYER.  Very  stable  funding  level,  too,  since  fiscal  year  1986. 
This  chart  is  1986,  real  dollars.  In  real  dollars,  since  1982  you  have 
gone  down,  at  about  1990  levels. 

BUYOUT  LEGISLATION 

Buyout  legislation,  do  you  need  buyout  legislation  or  will  it  help 
you  in  reducing  the  46  and  will  you — in  order  to  obtain  the  46 
without  buyout  legislation,  would  you  be  subject  to  RIFs? 

Mr.  Gregg.  I  think  the  buyout  legislation  would  help  us,  cer- 
tainly, and  the  sooner  the  better.  With  our  consolidation  to  Par- 
kersburg,  it  is  really  a  different  situation,  and  we,  with  the  direc- 
tion of  Congress,  are  not — looking  at  letting  people  go.  There  are 
reductions  proposed  in  the  Savings  Bonds  Marketing  Office,  what 
was  formerly  the  Savings  Bonds  Division.  We  have  a  reduction  of 
17  FTEs.  I  am  hopeful  that  we  could  reduce  down  to  that  level 
without  RIFs,  but  the  buyout  legislation  would  help  us,  I  think, 
avoid  RIFs. 

Mr.  HOYER.  All  right.  I  have  some  other  questions,  but  let  me 
recognize  Mr.  Lightfoot. 
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IhfVESTOR  RESPONSE  TO  USER  FEES 


Mr.  LiGHTFOOT.  Thank  you,  Mr.  Chairman. 

Mr.  Gregg,  good  to  see  you  again,  sir,  Mr.  Murphy.  The  Chair- 
man pretty  much  hit  on  what  I  was  concerned  with  with  the  fees. 
And  if  we  will  have  to  pass  legislation  in  order  for  those  to  go  into 
place,  and  you  responded  what  would  happen  if  that  doesn't  take 
place,  I  think.  Have  you  done  any  evaluation  on  how  the  investor 
market  is  going  to  respond  to  the  proposed  fees? 

Mr.  Gregg.  We  haven't  done  an  evaluation,  Mr.  Lightfoot.  On 
the  fees  for  the  paper  securities,  they  really  have  an  option.  It  is 
an  option,  we  have  been  pushing  anyway.  The  option  keeps  us  from 
issuing  paper  securities  and  gets  them  into  the  book  entry  or  elec- 
tronic form.  They  C£in  actually  avoid  the  fee,  instead  of  getting  the 
paper,  by  coming  into  the  book  entry  system. 

On  the  TREASURY  DIRECT  fee,  we  were  really  targeting  the 
larger  accounts,  accounts  in  excess  of  $100,000.  So  a  $25  fee  would 
really  not  be  a  significant  amount  for  an  investment  in  that  range. 

Mr.  Lightfoot.  So  you  don't  think  there  is  going  to  be  much  of 
a  negative  response,  then? 

Mr.  Gregg.  There  may  be  some,  because  it  is  the  first  time  we 
have  imposed  fees.  I  expect  there  will  be  some  that  will  complain 
and  have  concerns.  I  personally  don't  think  that  we  will  have  a 
large  or  even  a  significant  fallout  in  holders  in  the  TREASURY  DI- 
RECT system. 

Mr.  Lightfoot.  Okay.  Won't  be  a  real  hot  topic  at  the  coffee 
shop  in  Herreid,  South  Dakota,  then? 

Mr.  Gregg.  I  don't  think  so. 

Mr.  Lightfoot.  Okay. 

Mr.  Murphy.  Unless  you  have  got  a  real  big  account. 

Mr.  MUNOZ.  Mr.  Lightfoot,  could  I  expand? 

Mr.  Lightfoot.  Certainly. 

AUTHORIZATION  FOR  USER  FEES 

Mr.  MUNOZ.  It  seems  like  in  your  statements  you  implied  that 
if  we  didn't  get  authorization  for  the  fees,  that  we  would  hold  the 
budget  authority  harmless.  I  don't  want  to  confuse  the  issue  on  the 
fees.  There  is  no  hold  harmless  if  we  don't  get  authorization.  The 
hold  harmless  is  if  we  get  authorization  for,  let's  say,  $2.5  million 
in  fees  and  the  fees  bring  in  less  than  that.  There  will  be  a  hold 
harmless  for  the  differential.  If  they  bring  in  more  than  that,  then 
the  differential  goes  to  the  General  Fund,  it  doesn't  go  to  their 
budget.  If  there  is  no  authorization  for  the  fees,  then  we  have  a 
problem.  We  won't  have  sufficient  budget  authority  and  there 
would  have  to  be  some  cuts.  I  just  wanted  to  clarify. 

Mr.  Lightfoot.  I  appreciate  it,  because  this  thing  is  a  concern 
we  have  had  and  several  other  of  the  agencies  have  been  here  pro- 
posing fees  that  is  going  to  require  legislation,  not  only  for  this 
agency  but  others.  And  if  that  doesn't  happen,  then  all  the  num- 
bers we  are  talking  about  are  somewhat  out  the  window,  so  to 
speak,  and  we  are  back  to  the  drawing  board. 
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REACTIONS  TO  PROPOSED  USER  FEES 

Back  to  the  reaction  from  the  people  on  the  fees,  if  good  PR,  if 
nothing  else,  it  might  be  a  good  idea  to  maybe  get  a  feel  for  what 
sort  of  reaction  you  may  get  there.  And  to  go  from  there.  We  have 
some  other  questions.  I  think  Mr.  Wolf  has  some  he  would  like  to 
submit,  too,  Mr.  Chairman.  We  will  put  them  in  the  record. 

Mr.  HOYER.  I  am  sure  he  is  very  concerned  about  the  move  to 
West  Virginia. 

Mr.  LiGHTFOOT.  Yes. 

GUARANTEED  EMPLOYMENT 

Mr.  HoYER.  I  was  very  pleased  to  hear  that  you,  in  fact,  are 
going  to  carry  out  the  mandate  of  making  sure  those  folks  either 
have  a  job  here  in  Washington  or  West  Virginia,  but  they  will  not 
be  RIFed  or  let  go.  Is  that  correct?  Is  that  what  I  heard  you  say? 

Mr.  Gregg.  Yes,  sir. 

IMPACT  OF  denying  USER  FEES  FOR  IRS 

Mr.  HOYER.  Before  I  recognize  Mr.  Darden,  I  wanted  to  discuss 
what  I  understood  Ms.  Richarson  said  about  user  fees.  Ms.  Rich- 
ardson said  IRS  has  a  much  larger  problem  than  Mr.  Gregg.  She 
expects  that  $287  million  to  come  from  Treasury  if  she  doesn't  get 
it  from  the  authorized  fees.  Did  I  hear  her  correctly?  Secretary 
Munoz,  do  you  remember  when  we  were  talking  about  the  fees?  I 
said  what  if  the  fees  were  not  approved,  as  in  many  cases  they 
haven't  been  in  the  past,  her  comment  was  that  her  understanding 
from  Treasury  is  that  $287  million  or  $278  million,  in  that  ball- 
park, would  be  available  from  Treasury.  Am  I  correct  or  incorrect 
on  that? 

Mr.  MUNOZ.  No  sir,  that  is  incorrect.  During  that  discussion, 
there  was  some  question  of  how  we  can  get  that  kind  of  fee  and 
how  we  have  tried  it  before.  The  hold  harmless  is  if  we  get  author- 
ization for  the  amount,  we  will  then  work  down  from  that  amount. 
If  our  estimations  were  wrong  and  we  didn't  collect  as  much  in 
fees,  the  budget  authority  would  be  a  held  harmless. 

Mr.  HoYER.  So  if  we  don't  approve  the  fee  at  all,  the  whole  $287 
million  must  be  eaten  by  the  IRS? 

Mr.  MuNOZ.  Right. 

Mr.  HOYER.  They  will  have  just  about  $287  million  less  to  oper- 
ate? 

Mr.  MUNOZ.  Less  to  operate  with,  back  to  the  drawing  board. 

Mr.  HOYER.  Didn't  sound  to  me  like  that  was  her  understanding. 
Maybe  I  was  wrong. 

Mr.  Verberg.  That  is  correct.  The  only  exception  to  that  which 
we  had  some  discussion  on  yesterday  is  ATF.  We  said  that  the 
budget  authority  is  there  so  anything  that  is  added  above  that 
would  be  additional  money  for  the  ATF.  That  is  the  only  one  of 
that  nature. 

Mr.  MUNOZ.  Yes.  Just 

Mr.  HOYER.  Didn't  Ms.  Richardson  say  that?  She  turned  to  Mr. 
Munoz  or  to  you,  I  forget  who  was  sitting  next  to  her 

Mr.  Verberg.  I  was  not  at  that  hearing,  sir. 

Mr.  MUNOZ.  She  said  we  were  going  to  be  held  harmless,  right? 
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Mr.  HoYER.  Yes. 

Mr.  MUNOZ.  But  the  answer  was  related  to  whether  or  not  the 
difference  is 

Mr.  HOYER.  Which  meant  what  the  fee  would  project  to  raise  and 
what  it  actually  raises.  I  understand. 

Mr.  Darden. 

Mr.  Darden.  Thank  you,  Mr.  Chairman. 

MANAGING  THE  PUBLIC  DEBT 

Mr.  Gregg,  good  to  have  you  back,  and  I  think  we  covered  in  last 
year's  hearing  your  apparent  efficiency  in  being  able  to  continue  to 
allow  debt  to  expand  with  such  a  small  amount  of  employees.  But 
I  did  want  to  mention  very  briefly  now  that  you  have  merged  the 
Savings  Bond  Division  within  your  department,  does  this  now  give 
your  Bureau  of  Public  Debt  all  of  the  debt  responsibility  for  the 
country?  Are  there  any  other  aspects  of  the  Public  Debt  that  do  not 
fall  within  your  jurisdiction? 

Mr.  Gregg.  I  think  we  have  it  all,  except  for  the  issues  on  policy 
matters  which  of  course  are  decided  by  the  Secretary.  We  have 
nearly  all  the  operational  responsibilities  and  now  the  marketing. 

Mr.  Darden.  And  would  you  clarify  what  you  mean  by  the  issues 
on  policy  matters? 

Mr.  Gregg.  Well,  for  example,  the  questions  related  to  the  kind 
of  marketable  securities  we  are  going  to  be  selling,  or  whether  or 
not  to  change  the  length  of  maturity  are  matters  that  the  Secretary 
and  the  Office  of  Domestic  Finance  really  decide.  We  carry  out 
their  decisions. 

IMPACT  ON  SAVINGS  BOND  SALES 

Mr.  Darden.  And  I  also  assume  it  is  too  early  to  tell  yet  what 
will  be  the  effect  on  the  performance  of  the  Savings  Bonds  Division 
since  the  merger  and  consolidation  into  your  department.  Is  that 
right?  Has  it  been  long  enough  to  get  any  data  on  how  it  will  affect 
our  overall  sales  of  savings  bonds? 

Mr.  Gregg.  No,  it  really  has  been  too  soon.  We  didn't  need  the 
work,  but  I  am  very  pleased  with  the  decision.  I  think  it  is  good 
to  have  all  parts  of  the  savings  bond  program  in  one  organization 
so  we  can  deal  with  the  issues  a  lot  better. 

In  addition,  we  have  a  lot  of  strengths  in  Public  Debt  that  we 
will  be  able  to  utilize  in  the  marketing  program.  We  have  a  very 
good  data  processing  organization  and  we  will  be  able  to  call  on 
them  to  assist  when  it  makes  sense.  We  also  have  strong  personnel 
and  procurement  shops.  So  we  will  be  able  to  handle  that  new 
function  and  strengthen  the  program  at  the  same  time. 

At  the  same  time,  I  am  charged  with  looking  for  ways  to  reduce 
costs.  We  plan  to  take  a  hard  look  and  see  what  costs  can  be  re- 
duced without  damaging  the  program. 

Mr.  Darden.  When  do  you  think  you  will  have  some  figures 
available  to  determine  how  the  program  has  fared?  That  is,  the 
savings  bond  program  has  fared,  under  the  Bureau  of  Public  Debt. 

Mr.  Gregg.  I  think  that  fairly  soon  you  will  be  able  to  see  the 
results  of  a  larger  organization  and  more  consistent  management. 
That  doesn't  have  anj^hing  really  to  do  with  the  sales  of  savings 
bonds,  but  how  they  are  managed.  The  sales  of  bonds  are  very  dif- 
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ficult  to  either  be  held  responsible  for  or  take  credit  for  in  many 
respects.  Last  year,  we  had  record  sales  and  to  a  considerable  ex- 
tent that  was  a  result  of  the  6  percent  floor  that  was  in  effect  when 
other  rates  were  lower. 

I  think  the  real  test  on  the  sales  is  going  to  be  in  years  that  are 
more  normal,  whether  or  not  we  still  have  the  pajn'oll  savings  plan 
being  supported  properly,  and  whether  or  not  we  continue  to  get 
the  support  of  the  volunteer  committee.  The  volunteer  committee 
does  so  much,  without  cost  to  the  government,  to  support  the  pro- 
gram and  to  keep  the  visibility  alive. 

That  is  a  kind  of  wishy-washy  answer  to  your  question,  but  I 
think  it  is  accurate.  We  can't  just  say,  well,  sales  have  gone  up  and 
therefore  that  is  a  result  of  this  shift.  It  will  take  a  little  bit  more 
of  a  discussion  on  how  we  feel  about  the  program  and  what  we 
think  we  have  brought  into  it. 

SAVINGS  BOND  INTEREST  RATES 

Mr.  Darden.  And  what  is  the  floor  now  on  the  savings  bonds? 

Mr.  Gregg.  It  is  4  percent,  that  is  the  statutory  floor. 

Mr,  Darden.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

capital  debt 

Mr.  Hoyer.  Thank  you. 

Mr.  Gregg,  there  has  been  some  discussion  about  capital  debt,  as 
you  know,  in  terms  of  balanced  budget  amendments.  Most  States 
manage  a  capital  debt.  Most  States  don't  have  for  the  most  part  an 
operational  debt  to  manage.  I  don't  think  that  there  is  any  sub- 
stantive difference.  Have  you  done  any  in-house  study  of  capital  in- 
debtedness, going  to  a  process  of  issuing  paper  for  capital  indebted- 
ness over  time,  as  opposed  to  the  kind  of  securities  that  we  now 
issue  to  raise  money  for  our  debt? 

Mr.  Gregg.  We  haven't  done  any  study  like  that  in  Public  Debt 
and  I  am  not  aware  of  any  study  that  has  been  done  in  the  Depart- 
ment. It  doesn't  mean  they  may  not  be  looking  at  different  things, 
but  I  am  not  aware  of  any. 

Mr.  Hoyer.  Okay. 

Any  questions,  Mr.  Lightfoot? 

Mr.  Lightfoot.  No,  sir. 

Mr.  Hoyer.  All  right. 

Mr.  Gregg,  thank  you  very,  very  much.  We  appreciate  your  being 
here.  We  look  forward  to  working  with  you. 

[Questions  for  the  record  and  budget  justification  materials  fol- 
low:] 
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QUESTICWS  SUBMl'i'i'KU  FOR  THE  RBCOPD  BY  THE  OCtfOTTEE 

EFFECT  OF  "BUYOUT"  LEGISLATION  AND 
REDUCTION-IN-FORCE 


Question.  Would  you  use  buyout  legislation  to  scale  back  your 
workforce? 

Answer.  Buyout  legislation  would  be  of  indirect  assistance  in 
efforts  to  scale  back  Public  Debt's  workforce.  As  the 
record  indicates,  Public  Debt  has  been  reducing  staffing 
levels  since  FY  1993  via  consolidation  of  operations  in 
Parkersburg,  West  Virginia.  Consolidation  will  enable 
Public  Debt  to  continue  to  reduce  its  workforce  even  if 
buyout  legislation  is  not  approved.  However,  Duyouts 
would  aid  our  efforts  to  meet  commitments  to  those 
Washington  employees  requiring  outplacement. 

Question.  If  such  legislation  is  not  passed  would  you  implement  a 
Reduction  In  Force  and  if  so  when  would  this  occur  and 
how  many  people  would  be  affected? 

Answer.  Because  of  consolidation.  Public  Debt  will  not  need  a 
Reduction  In  Force  to  accomplish  the  scheduled  staff 
reductions.  Our  consolidation  plan  recognizes  that  FTE 
levels  can  be  reduced  by  not  filling  some  positions  whose 
incumbents  choose  not  to  relocate.  Again,  outplacement 
efforts  are  critical  to  accomplishing  the  required 
reductions.  As  a  result  of  government -wide  FTE 
reductions,  we  are  finding  it  increasingly  difficult  to 
place  those  employees  not  relocating.  The  legislation 
will  certainly  aid  us  in  such  efforts. 

Question.  To  what  extent  would  such  legislation  help  or  hinder  your 
efforts? 

Answer.  As  discussed  earlier,  buyouts  will  aid  Public  Debt  in 
achieving  consolidation  related  outplacement  of 
Washington  area  employees  who  choose  not  to  relocate  to 
Parkersburg.  We  believe  the  legislation  would 
significantly  increase  employee  retirements,  thus 
reducing  the  number  of  employees  that  the  Department  of 
Treasury  must  place  in  other  Bureaus  that  are  also 
attempting  to  downsize.  The  result  will  be  fewer  dollar 
and  FTE  resources  required  through  the  consolidation 
period. 
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USER  FEES 


Question.  Please  explain  in  detail  what  the  "Definitive  Securities 
Issue  Fee"  involves? 

Answer.  It  involves  a  fee  of  not  less  than  $46  per  piece  to 
investors  requesting  that  a  definitive  security  be 
reissued.  It  is  important  to  note  that  investors  willing 
to  have  the  security  issued  in  book  entry  form  could 
continue  to  do  so  at  no  charge.  This  fee  reflects  Public 
Debt's  additional  costs  for  issuing  and  servicing 
definitive  securities.  We  estimate  that  $600,000  could 
be  collected  annually  from  this  fee. 

Question.  What  is  the  average  size  account  upon  which  this  proposed 
$46  fee  will  be  imposed? 

Answer.  This  fee  will  be  assessed  on  a  per-paper  security  basis 
and  is  not  related  to  account  size.  Public  Debt  is 
engaged  in  an  ongoing  effort  to  persuade  investors  to 
participate  through  book-entry,  i.e.,  automated  versus 
paper  securities.  We  believe  this  fee  will  provide  an 
incentive  for  this  small  group  of  investors  to  make  the 
switch  to  book  entry.  If  not,  we  will  at  least  recover 
our  costs  for  issuing  the  paper  security. 

Question.  You  propose  to  also  charge  a  Treasury  Direct  Maintenance 
Fee  of  not  less  than  $2  5  to  investor  accounts  exceeding 
$100,000.  Please  explain  in  more  detail  how  this  will 
work. 

Answer.  The  TREASURY  DIRECT  System  contains  approximately  600,000 
accounts.  The  $25  fee  would  be  charged  to  the  subset  of 
investor  accounts  with  a  par  value  of  more  than  $100,000, 
and  assessed  in  a  manner  similar  to  the  annual  fee  on 
personal  credit  card  accounts.  The  fee  is  intended  to 
offset  the  costs  of  maintaining  the  account,  and  will  not 
generate  revenue  that  exceeds  our  costs.  Public  Debt 
estimates  that  $2,500,000  could  be  collected  annually 
from  this  fee. 

Question.  What  impact  will  these  fees  have  on  the  competitiveness 
of  U.S.  securities? 


Answer.  We  do  not  anticipate  any  significant  adverse  effects. 
The  definitive  security  investors  can  simply  convert  to 
book-entry  and  incur  no  fee.  The  $25  fee  for  TREASURY 
DIRECT  account  holders  with  par  values  exceeding  $100,000 
is  small  compared  to  fees  charged  for  similar  dollar 
value  investment  accounts  maintained  by  private  firms. 
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Question.  Have  the  legislative  committees  been  contacted  on  this 
issue  and  if  so  what  is  their  position? 

Answer.  Public  Debt  has  not  contacted  the  legislative  committees. 
However,  the  Department  of  the  Treasury  is  in  the  process 
of  discussing  all  of  the  proposed  fees  requested  in  the 
President's  FY  1995  Budget  with  the  appropriate 
legislative  committees. 

Question.  What  impact  would  a  reduction  of  $3.1  million  have  on 
your  operations  if  the  fees  were  not  approved  by  the 
legislative  committees? 

Answer.  Public  Debt  has  submitted  a  very  modest  budget  request 
containing  our  minimum  requirements.  The  request  also 
shuns  new  initiatives  in  this  time  of  reduced  federal 
budgets.  Our  request  is  $3,615,000  below  FY  1994  levels 
and  represents  the  second  consecutive  year  Public  Debt 
has  reduced  its  funding  request.  A  reduction  of  $3.1 
million  would  likely  require  Public  Debt  to  either  reduce 
the  amount  of  fees  paid  to  banks  and  other  institutions 
that  issue  and  pay  savings  bonds,  or  jeopardize  our 
continuing  efforts  to  improve  customer  service  for 
investors  submitting  savings  bonds  transactions. 
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CONSOLIDATION  OF  WASHINGTON  BASED  WORK  IN 

WEST  VIRGINIA 

Question.  What  is  the  current  status  of  the  consolidation? 

Answer.  Public  Debt  is  more  than  half  way  through  the  planned 
consolidation.  At  the  time  the  consolidation  was 
announced,  there  were  72  0  employees  in  Washington  whose 
jobs  were  slated  to  move  to  Parkersburg.  At  this  time  we 
have  outplaced  or  relocated  3  63  employees  while  3  57 
remain  on-board  in  Washington.  We  are  on  target  to 
complete  the  move  by  the  planned  December  31,  1995  date. 
Transfers  of  our  operations  have  proceeded  smoothly  and 
without  any  adverse  impact  on  mission  accomplishment. 

Question.  We  understand  you  have  experienced  some  difficulty 
finding  jobs  for  those  employees  who  will  not  move  to 
West  Virginia.  What  is  the  status  of  this  employment 
issue. 


Answer.  Public  Debt  continues  to  devote  substantial  personnel  and 
financial  resources  to  placing  those  employees  who  wish 
to  remain  in  the  Washington,  D.C.  metropolitan  area.  The 
overall  downsizing  of  the  federal  workforce  in  the 
Washington,  D.C.  area  that  began  after  the  consolidation 
was  announced  is  making  the  task  significantly  more 
difficult  than  originally  anticipated.  With  buyout 
legislation  and  substantial  assistance  from  the 
Department  of  the  Treasury,  we  should  be  able  to  place 
all  employees  wishing  to  remain  in  the  Washington,  D.C. 
area. 
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PROGRAM  MANAGEMENT  IMPROVEMENTS 
(MERGER  OF  SAVINGS  BOND  DIVISION) 


Question.  How  were  the  reductions  in  personnel  achieved  through  the 
merger  of  the  Savings  Bond  Division  with  the  Bureau? 

Answer.  The  Savings  Bonds  Marketing  Office  (SBMO) ,  forxaerly  the 
Savings  Bonds  Division,  has  been  under  a  hiring  freeze 
since  FY  1993.  This  action  combined  with  early  out 
authority  and  buyouts  will  allow  SBMO  to  meet  its  FY  1995 
requested  level.  We  are  confident  that  SBMO  can 
accommodate  the  FTE  reductions  and  continue  to  fully  meet 
its  savings  bond  marketing  responsibilities  in  FY  1995. 

Question.  How  much  of  the  $2.2  million  in  savings  resulted  from 
lower  personnel  costs? 

Answer.  The  President's  FY  1995  budget  request  reflects  $689,000 
in  lower  personnel  costs  resulting  from  the  merger.  The 
remainder  of  the  savings  will  be  achieved  largely  through 
the  delivery  of  administrative  support  by  Public  Debt 
administrative  staff.  Small  reductions  in  several  other 
areas  will  provide  the  balance  of  the  savings. 

Question.  Was  this  merger  a  direct  result  of  the  Vice  President's 
recommendations  to  streamline  government? 

Answer.    Yes.     The   Treasury   Reinvention   Team,  working   in 

conjunction  with  the  National  Performance  Review,  made 

the   initial   recommendation   which   was  subsequently 
approved  by  Secretary  Bentsen. 
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Friday,  March  4,  1993. 

BUREAU  OF  ENGRAVING  AND  PRINTING 

witnesses 

peter  h.  daly,  director,  bureau  of  engraving  and  printing 
l.  paul  blackmer,  jr.,  associate  director,  chief  financial 

officer,  bureau  of  engraving  and  printing 
george  munoz,  assistant  secretary  (management),  cfflef  fi- 
nancial officer,  department  of  the  treasury 

Introduction 

Mr.  HOYER.  Last  on  our  list  is  the  Bureau  of  Engraving  and 
Printing.  I  want  to  welcome  you,  Mr.  Daly,  and  members  of  your 
staff  to  the  hearing.  We  appreciate  you  being  with  us.  Your  full 
statement  will  be  included  at  the  appropriate  place  in  the  record. 
You  may  proceed  in  such  a  manner  as  you  deem  appropriate. 

Summary  Statement  of  Peter  Daly 

Mr.  Daly.  Thank  you,  Mr.  Chairman.  I  am  pleased  to  appear  be- 
fore you  today  to  report  on  the  progress  of  the  Bureau  of  Engraving 
and  Printing  during  fiscal  year  1993,  and  to  discuss  our  future 
plans.  I  am  accompanied  at  the  hearing  table  by  Mr.  George 
Munoz,  who  is  Assistant  Secretary  for  Management  at  the  Depart- 
ment of  the  Treasury;  and  also  with  me  is  the  Bureau's  Chief  Fi- 
nancial Officer,  Paul  Blackmer.  I  have  prepared  a  comprehensive 
statement  which,  with  your  permission,  can  be  submitted  for  the 
record.  My  remarks  now  will  highlight  the  major  topics  discussed 
in  that  statement. 

As  the  Nation's  securities  manufacturing  agency,  BEP  designs 
and  produces  United  States  currency,  postage  stamps.  Treasury  ob- 
ligations, and  other  U.S.  securities.  Additionally,  BEP  advises  and 
assists  Federal  agencies  in  the  design  and  production  of  other  gov- 
ernment documents,  which,  because  of  their  innate  value,  require 
counterfeit  deterrent  characteristics.  Because  the  BEP  operates  on 
an  industrial  revolving  fund,  we  are  not  seeking  an  appropriation. 

In  fiscal  year  1993,  BEP  delivered  8  billion  currency  notes  and 
30.5  billion  postage  stamps.  The  volume  of  currency  required  by 
the  Federal  Reserve  was  5  percent  less  than  in  fiscal  year  1992. 
The  Federal  Reserve's  currency  requirements  for  fiscal  years  1994 
and  1995  are  projected  at  9.3  billion  notes  each  year,  an  increase 
of  about  16  percent  over  1993.  Postage  stamp  production  is  budg- 
eted to  be  30.3  billion  in  fiscal  year  1994  and  30  billion  in  fiscal 
year  1995. 

I  am  pleased  to  report  that  BEP  was  selected  to  participate  as 
a  pilot  agency  under  the  Government  Performance  and  Results  Act. 
BEP  is  uniquely  qualified  to  participate  in  this  pilot  effort.  As  a 
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manufacturing  agency,  management  is  focused  on  customer  re-  _ 
quirements.  ■ 

Our  revolving  fund  is  representative  of  the  fee-for-service  concept  | 
currently  being  promoted  as  a  way  to  reinvent  government.  As  a 
customer-driven  organization,  BEP  must  have  the  flexibility  to 
manage  its  resources  in  a  manner  that  best  meets  customer  needs 
in  the  most  cost-effective  way.  Considering  BEP's  leadership  in 
other  government-wide  management  improvement  efforts,  most  no- 
tably those  related  to  the  implementation  of  the  Chief  Financial  Of- 
ficers Act,  participation  in  this  pilot  is  a  natural  evolution  into  the 
next  generation  of  government  program  management. 

BEP  has  initiated  a  long-term  reengineering  of  its  organization 
based  on  advanced  technology  in  a  team  structured  work  environ- 
ment. This  strategy,  known  as  BEP  2000,  was  developed  to  mod- 
ernize our  Washington  facility  to  increase  production  capacity 
through  enhanced  productivity.  This  strategic  vision  extends  be- 
yond replacement  of  existing  production  equipment  with  updated 
technology,  and  includes  organizational  restructuring.  Current 
compartmentalized  production  processes  will  be  replaced  with  inte- 
grated, team  directed  production  systems.  Employees  will  be  devel- 
oped along  with  technology  and  will  be  empowered  with  decision- 
making and  responsibility  for  their  performance.  BEP  2000  is  close- 
ly aligned  with  the  goals  of  recent  executive  orders  on  streamlining 
the  bureaucracy  and  embraces  the  concepts  of  decentralized  au- 
thority and  union  management  partnership. 

BEP  is  committed  to  the  President's  goal  to  make  government 
work  better  and  cost  less.  Implementation  of  the  strategy,  BEP 
2000  with  its  team-based  approach,  is  designed  to  result  in  a  more 
efficient  and  streamlined  organization.  Work  and  responsibility  for 
results  will  be  delegated  down  into  the  organization. 

Management  streamlining  will  free  up  personnel  resources  for  re- 
deployment in  our  expanding  production  programs.  Concurrent 
with  this  organizational  restructuring,  BEP  is  participating  in  a 
reinvention  lab  of  its  procurement  process  as  part  of  the  National 
Performance  Review.  The  goal  of  this  pilot  is  to  demonstrate  how 
the  procurement  process  can  be  streamlined  to  improve  service 
quality. 

We  are  also  participating  in  a  reinvention  lab  for  our  tour  pro- 
gram which  will  improve  the  Bureau's  service  to  the  visiting  public, 
more  than  one  half  million  people  per  year. 

Our  BEP  2000  strategy  includes  the  continued  development  of 
web-based  securities  production  technology.  This  technology  will  fa- 
cilitate the  move  from  our  present  highly  compartmentalized  sheet- 
based  currency  production  structure  to  a  more  efficient  integrated 
one.  The  first  prototype  module,  a  web  intaglio  currency  press,  is 
now  in  operation  at  BEP.  Web  currency  notes  first  appeared  in  cir- 
culation in  July  of  1992.  The  second  module,  an  automated  on-line 
inspection  system,  was  delivered  early  last  fall  and  is  now  under- 
going a  series  of  test  trials.  We  expect  the  development  and  full 
conversion  to  these  systems  to  take  about  10  years. 

BEP's  Western  currency  facility,  located  in  Fort  Worth,  Texas, 
initiated  operations  in  January  1991.  Production  has  increased 
gradually  as  we  brought  new  equipment  on  line  and  trained  the 
work  force. 
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In  fiscal  year  1993,  1.8  billion  currency  notes  were  produced  and 
3.2  billion  notes  are  scheduled  for  production  in  fiscal  year  1994. 
Capacity  will  increase  to  an  annual  rate  of  5  billion  notes  by  fiscal 
year  1995.  This  represents  expansion  capacity  only.  Our  Washing- 
ton D.C.  facility  will  remain  fully  utilized. 

In  1991,  the  first  new  design  elements  for  enhanced  security 
were  added  to  U.S.  currency.  These  new  features,  a  denominated 
security  thread  and  micro-printing,  were  introduced  primarily  to 
thwart  counterfeiting  on  advanced  color  copiers,  and  have  been 
very  effective. 

However,  continuous  developments  in  the  field  of  reprographics 
and  the  increasing  threat  of  international  counterfeiting  neces- 
sitate continued  research  and  development  into  new  security  fea- 
tures for  the  future.  These  efforts  are  coordinated  with  other  gov- 
ernment agencies  through  the  Advanced  Counterfeit  Deterrence 
Steering  Committee,  which  is  comprised  with  representatives  from 
the  Department  of  the  Treasury,  U.S.  Secret  Service,  the  Federal 
Reserve  System,  and  the  BEP. 

BEP  is  currently  chairing  a  new  design  task  force  under  the  Ad- 
vanced Counterfeit  Deterrence  Steering  Committee  which  will  rec- 
ommend new  security  elements  to  the  Secretary  of  the  Treasury 
during  1994.  These  recommendations  will  result  from  research  and 
evaluation  conducted  by  BEP  in  conjunction  with  the  National 
Academy  of  Sciences. 

Additionally,  a  securities  technology  institute  has  been  estab- 
lished by  BEP  which  will  be  located  at  an  internationally  renowned 
laboratory  and  will  focus  its  efforts  on  the  development  of  innova- 
tive security  features  for  the  next  century. 

This  year  marks  the  100th  anniversary  of  postage  stamp  produc- 
tion at  BEP.  In  commemoration  of  this  significant  milestone  in  our 
organization's  history,  a  number  of  events  have  been  planned.  A 
commemorative  souvenir  card  depicting  100  years  of  progress  in 
postage  stamp  production  will  be  issued,  and  the  Postal  Service  has 
offered  to  issue  a  commemorative  stamp  in  honor  of  the  centennial. 

Additionally,  the  BEP  tour  of  postage  stamp  operations  will  be 
reopened  to  the  public  with  a  special  ceremony  later  this  year.  I 
would  like  to  invite  the  Members  of  this  committee  to  join  in  this 
celebration  as  our  special  guests.  Formal  invitations  will  be  ex- 
tended to  the  Chairman  and  Members  in  the  very  near  future. 

This  concludes  my  opening  remarks,  Mr.  Chairman.  Thank  you 
very  much. 

[The  prepared  statement  follows:] 
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DEPARTMENT  OF  THE  TREASURY 

Bureau  of  Engraving  and  Printing 

Brief  Introductory  Statement  of  Peter  H.  Daly 

Director  of  the  Bureau  of  Engraving  and  Printing 

For  Presentation  to  the  Subcommittee  on  Appropriations 

Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  appear  before  you  today,  to  report  the 
progress  of  the  Bureau  of  Engraving  and  Printing  during  fiscal 
year  1993,  and  discuss  our  future  plans. 

I  am  accompanied  at  the  Hearing  Table  by  George  Munoz, 

Assistant  Secretary  (Management) ,  Department  of  the  Treasury. 

Also  with  me  is  the  Bureau's  Chief  Financial  Officer, 
Paul  Blackmer. 

I  have  prepared  a  comprehensive  statement  which,  with  your 
permission,  can  be  submitted  for  the  record.   My  remarks  now  will 
highlight  the  major  topics  discussed  in  the  statement. 

As  the  Nation's  securities  manufacturing  agency,  BEP  designs 
and  produces  United  States  currency,  postage  stamps,  Treasury 
obligations,  and  other  U.S.  securities.   Additionally,  BEP  advises 
and  assists  Federal  agencies  in  the  design  and  production  of  other 
government  documents,  which,  because  of  their  J.nnate  value, 
require  counterfeit  deterrent  characteristics. 
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Because  the  BEP  operates  on  an  industrial  revolving  fund,  we 
are  not  seeking  an  appropriation. 

199  3  PRODUCTION 
In  fiscal  year  1993,  BEP  delivered  8.0  billion  currency  notes 
and  30.5  billion  postage  stamps.   The  volume  of  currency  required 
by  the  Federal  Reserve  was  5%  less  than  in  fiscal  year  1992. 

PRODUCTION  FORECASTS  FOR  FY  1994  AND  FY  1995 
The  Federal  Reserve's  currency  requirements  for  fiscal  years 
1994  and  1995  are  9.3  billion  notes  each  year.   Postage  stamp 
production  is  budgeted  to  be  30.3  billion  in  fiscal  year  1994  and 
30.0  billion  in  fiscal  year  1995. 

GOVERNMENT  PERFORMANCE  AND  RESULTS  ACT  NOMINATION 
I  am  pleased  to  report  that  BEP  was  selected  to  participate  as 
a  pilot  agency  under  the  Government  Performance  and  Results  Act. 
BEP  is  uniquely  qualified  to  participate  in  this  pilot  effort.   As 
a  manufacturing  agency,  management  is  focused  on  customer 
requirements.   Our  revolving  fund  is  representative  of  the  "fee 
for  service"  concept  currently  being  promoted  as  a  way  to 
"reinvent"  Government.   As  a  customer  driven  organization,  BEP 
must  have  the  flexibility  to  manage  its  resources  in  a  manner  that 
best  meets  customer  needs  in  the  most  cost-effective  manner. 
Considering  BEP's  leadership  in  oth6r  Government-wide  management 
improvement  efforts,  most  notably  those  related  to  the 
implementation  of  the  Chief  Financial  Officers-Act,  participation 


1480 


in  this  pilot  would  be  a  natural  evolution  into  the  next 
generation  of  Government  program  management. 

STRATEGY  -  BEP  2000 
BEP  has  initiated  a  long-term  re-engineering  of  its 
organization  based  on  advanced  technology  in  a  team  structured 
work  environment.   This  strategy,  known  as  BEP  2  000,  was  developed 
to  modernize  our  Washington  facility  to  increase  production 
capacity  through  enhanced  productivity.   This  strategic  vision 
extends  beyond  replacement  of  existing  production  equipment  with 
updated  technology,  to  include  organizational  restructuring. 
Current  compartmentalized  production  processes  will  be  replaced 
with  integrated,  team  directed  production  systems.   Employees  will 
be  developed  along  with  technology  and  will  be  empowered  with 
decision-making  and  responsibility  for  their  performance.   BEP 
2000  is  closely  aligned  with  the  goals  of  recent  Executive  Orders 
on  "Streamlining  the  Bureaucracy"  and  embraces  the  concepts  of 
decentralized  authority  and  union-management  partnership. 

STREAMLINING 
BEP  is  committed  to  the  President's  goal  to  make  Government 
work  better  and  cost  less.   Implementation- of  the  STRATEGY  -  BEP 
2000  with  its  team-based  approach  is  designed  to  result  in  a  more 
efficient  and  streamlined  organization.   Work  and  responsibility 
for  results  will  be  delegated  down  into  the  organization. 
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Management  streamlining  will  free  up  personnel  resources  for 
redeployment  in  our  expanding  production  programs.   Concurrent 
with  this  organizational  restructuring,  BEP  is  participating  in  a 
re-invention  lab  of  its  procurement  process  as  part  of  the 
National  Performance  Review.   The  goal  of  this  pilot  is  to 
demonstrate  how  the  procurement  process  can  be  streamlined  to 
improve  service  quality.   We  are  also  participating  in  a 
re-invention  lab  for  our  tour  program  which  will  improve  the 
Bureau's  service  to  the  visiting  public  -  over  one-half  million 
per  year. 

WEB-BASED  SECURITIES  PRODUCTION  TECHNOLOGY 
Our  BEP  2000  strategy  includes  the  continued  development  of 
web-based  securities  production  technology.   This  technology  will 
facilitate  the  move  from  our  present  highly  compartmentalized 
sheet-based  currency  production  structure  to  a  more  efficient 
integrated  one.   The  first  prototype  module  -  a  web  intaglio 
currency  press  -  is  now  in  operation  at  BEP.   Web  currency  notes  . 
first  appeared  in  circulation  in  July  1992.   The  second  module  - 
an  automated  on-line  inspection  system  -  was  delivered  early  last 
fall  and  is  now  undergoing  a  series  of  test  trials.   We  expect  the 
development  and  full  conversion  to  these  systems  to  take  about  ten 
years. 

WESTERN  CURRENCY  FACILITY 
BEP's  Western  Currency  Facility,  located  in  Fort  Worth,  Texas, 
initiated  operations  in  January  1991.   Production  has  increased 
gradually  as  we  brought  new  equipment  on-line  and  trained  the 
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workforce.   In  fiscal  year  1993,  1.8  billion  currency  notes  were 
produced  and  3.2  billion  notes  are  scheduled  for  production  in 
fiscal  year  1994.   Capacity  will  increase  to  an  annual  rate  of 
five  billion  notes  by  fiscal  year  1996.   This  represents  expansion 
capacity  only  -  our  Washington  D.C.  facility  will  remain  fully 
utilized. 

ADVANCED  COUNTERFEIT  DETERRENCE 
In  1991,  the  first  new  design  elements  for  enhanced  security 
were  added  to  U.S.  currency.   The  new  features,  a  denominated 
security  thread  and  microprinting,  were  introduced  primarily  to 
thwart  counterfeiting  on  advanced  color  copiers  and  have  been  very 
effective.   However,  continuous  developments  in  the  field  of 
reprographics  and  the  increasing  threat  of  international 
counterfeiting  necessitate  continued  research  and  development  into 
new  security  features  for  the  future.   These  efforts  are 
coordinated  with  other  government  agencies  through  the  Advanced 
Counterfeit  Deterrence  Steering  Committee,  which  is  comprised  of 
representatives  from  the  Department  of  the  Treasury,  U.S.  Secret 
Service,  the  Federal  Reserve  System,  and  BEP. 

BEP  is  currently  chairing  a  new  design  task  force  under  the 
Advanced  Counterfeit  Deterrence  Steering  Committee  which  will 
recommend  new  security  elements  to  the  Secretary  of  the  Treasury 
during  1994.   These  recommendations  will  result  from  research  and 
evaluation  conducted  by  BEP  in  conjunction  with  the  National 
Academy  of  Sciences.   Additionally,  a  Securiti-es  Technology 
Institute  has  been  established  which  will  be  located  at  an 
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internationally  renowned  laboratory  and  will  focus  its  efforts  on 
the  development  of  innovative  security  features  for  the  next 
century. 

CENTENNIAL  OF  POSTAGE  STAMP  PRODUCTION 
This  year  marks  the  100th  anniversary  of  postage  stamp 
production  at  BEP.   In  commemoration  of  this  significant  milestone 
in  our  organization's  history,  a  number  of  events  have  been 
planned.   A  commemorative  souvenir  card  depicting  100  years  of 
progress  in  postage  stamp  production  will  be  issued,  and  the 
Postal  Service  has  offered  to  issue  a  commemorative  stamp  in  honor 
of  the  centennial.   Additionally,  the  BEP  tour  of  postage  stamp 
operations  will  be  reopened  to  the  public  with  a  special  ceremony 
later  this  year.   I  would  like  to  invite  the  members  of  this 
Committee  to  join  in  this  celebration  as  our  special  guests. 
Formal  invitations  will  be  extended  to  the  Chairman  and  members  in 
the  near  future. 

CONCLUSION 

This  concludes  my  opening  remarks,  Mr.  Chairman,  and  I  will  be 
happy  to  respond  to  questions  you  or  other  members  of  the 
Committee  may  wish  to  ask. 


Thank  you  very  much  for  your  kind  attention. 
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DEPARTMENT  OF  THE  TREASURY 

Bureau  of  Engraving  and  Printing 

Introductory  Statement  of  Peter  H.  Daly 

Director  of  the  Bureau  of  Engraving  and  Printing 

For  Presentation  to  the  Subcommittee  on 

Appropriations 

Mr.  Chairman  and  Members  of  the  Committee: 

I  am  Peter  H.  Daly  and  I  am  pleased  to  appear  before  you  today 
to  report  the  progress  of  the  Bureau  of  Engraving  and  Printing 
during  fiscal  year  1993  and  discuss  our  future  plans. 

I  am  accompanied  by  George  Munoz,  Assistant  Secretary 
(Management) ,  Department  of  the  Treasury.   Also  with  me  from  the 
Bureau  are  L.  Paul  Blackmer,  Jr.,  Associate  Director  (Chief 
Financial  Officer);  Carla  F.  Kidwell,  Acting  Associate  Director 

(Chief  Operating  Officer) ;  Timothy  G.  Vigotsky,  Assistant 
Director  (Management) ;  Milton  J.  Seidel,  Assistant  Director 

(Technology) ;  and  Thomas  A.  Ferguson,  Assistant  Director 

(Research  and  Development) . 

The  Bureau  is  the  Nation's  securities  manufacturing  agency. 
It  designs  and  produces  United  States  currency,  postage  stamps, 
Treasury  obligations,  and  other  United  States  securities.   It  is 
also  responsible  for  advising  and  assisting  Federal  agencies  in 
the  design  and  production  of  other  Government  documents  which, 
because  of  their  innate  value,  require  counterfeit  deterrence 
characteristics . 
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FINANCING  AND  CAPITALIZATION 

The  Bureau  is  not  requesting  an  appropriation.   The 
operations  of  the  Bureau  are  financed  through  a  revolving  fund 
established  by  Public  Law  81-656,  approved  August  4,  1950. 
This  law  authorized  the  Bureau  to  be  reimbursed  by  customer 
agencies  for  all  costs  of  products  manufactured  and  services 
performed.   Public  Law  95-81  amended  Public  Law  81-656  by 
authorizing  the  Bureau  to  include  in  charges  to  customers  an 
amount  to  be  used  for  the  acquisition  of  capital  equipment  and 
working  capital. 

1993  PRODUCTION 

In  fiscal  year  1993,  BEP  delivered  8.0  billion  currency 
notes  and  30.5  billion  postage  stamps.   The  volume  of  currency 
required  by  the  Federal  Reserve  was  five  percent  less  than  in 
fiscal  year  1992. 

PRODUCTION  FORECASTS  FOR  FY  1994  AND  FY  1995 
The  Federal  Reserve's  currency  requirements  for  fiscal 
years  1994  and  1995  are  9.3  billion  notes  each  year.   Postage 
stamp  production  is  budgeted  to  be  30.3  billion  stamps  in 
fiscal  year  1994  and  30.0  billion  in  fiscal  year  1995. 

GOVERNMENT  PERFORMANCE  AND  RESULTS  ACT  NOMINATION 
I  am  pleased  to  report  that  BEP.  was  selected  to  participate 
as  a  pilot  agency  under  the  Government  Performance  and  Results 
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Act.   BEP  is  uniquely  qualified  to  participate  in  this  pilot 
effort.   As  a  manufacturing  agency,  management  is  focused  on 
customer  requirements.   Our  revolving  fund  is  representative  of 
the  "fee  for  service"  concept  currently  being  promoted  as  a  way 
to  "reinvent"  Government.   As  a  customer  driven  organization, 
BEP  must  have  the  flexibility  to  manage  its  resources  in  a 
manner  that  best  meets  customer  needs  in  the  most 
cost-effective  manner.   Considering  BEP's  leadership  in  other 
Government-wide  management  improvement  efforts,  most  notably 
those  related  to  the  implementation  of  the  Chief  Financial 
Officers  Act,  participation  in  this  pilot  would  be  a  natural 
evolution  into  the  next  generation  of  Government  program 
management. 

STRATEGY  -  BEP  2000 
BEP  has  initiated  a  long-term  re-engineering  of  its 
organization  based  on  advanced  technology  in  a  team  structured 
work  environment.   This  strategy,  known  as  BEP  2  000,  was 
developed  to  modernize  our  Washington  facility  to  increase 
production  capacity  through  enhanced  productivity.   This 
strategic  vision  extends  beyond  replacement  of  existing 
production  equipment  with  updated  technology,  to  include 
organizational  restructuring.   Current  compartmentalized 
production  processes  will  be  replaced  with  integrated,  team 
directed  production  systems.   Employees  will  be  developed  along 
with  technology  and  will  be  empowered  with  decision-making  and 
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responsibility  for  their  performance.   BEP  2000  is  closely 
aligned  with  the  goals  of  recent  Executive  Orders  on 
"Streamlining  the  Bureaucracy"  and  embraces  the  concepts  of 
decentralized  authority  and  union-management  partnership. 

STREAMLINING 

BEP  is  committed  to  the  President's  goal  to  make  Government 
work  better  and  cost  less.   Implementation  of  the  STRATEGY  -  BEP 
2000  with  its  team-based  approach  is  designed  to  result  in  a  more 
efficient  and  streamlined  organization.   Work  and  responsibility 
for  results  will  be  delegated  down  into  the  organization. 
Management  streamlining  will  free  up  personnel  resources  for 
redeployment  in  our  expanding  production  programs.   Concurrent 
with  this  organizational  restructuring,  BEP  is  participating  in  a 
re-invention  lab  of  its  procurement  process  as  part  of  the 
National  Performance  Review.   The  goal  of  this  pilot  is  to 
demonstrate  how  the  procurement  process  can  be  streamlined  to 
improve  service  quality.   We  are  also  participating  in  a 
re-invention  lab  for  our  tour  program  which  will  improve  the 
Bureau's  service  to  the  visiting  public  -  over  one-half  million 
per  year. 

WEB-BASED  SECURITIES  PRODUCTION  TECHNOLOGY 
Our  BEP  2000  strategy  includes  the  continued  development  of 
web-based  securities  production  technology.   This  technology  will 
facilitate  the  move  from  our  present  highly  compartmentalized 
sheet-based  currency  production  structure  to  a  more  efficient 
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integrated  one.   The  first  prototype  module  -  a  web  intaglio 
currency  press  -  is  now  in  operation  at  BEP.   Web  currency  notes 
first  appeared  in  circulation  in  July  1992.   The  second  module  - 
an  automated  on-line  inspection  system  -  was  delivered  early  last 
fall  and  is  now  undergoing  a  series  of  test  trials.   We  expect  the 
development  and  full  conversion  to  these  systems  to  take  about  ten 
years. 

WESTERN  CURRENCY  FACILITY 

BEP's  Western  Currency  Facility,  located  in  Fort  Worth,  Texas, 
initiated  operations  in  January  1991.   Production  has  increased 
gradually  as  we  brought  new  equipment  on-line  and  trained  the 
workforce.   In  fiscal  year  1993,  1.8  billion  currency  notes  were 
produced  and  3.2  billion  notes  are  scheduled  for  production  in 
fiscal  year  1994.   Capacity  will  increase  to  an  annual  rate  of 
5.0  billion  notes  by  fiscal  year  1996.   This  represents  expansion 
capacity  only  -  our  Washington  D.C.  facility  will  remain  fully 
utilized. 

MANAGEMENT  IMPROVEMENTS 

Labor-Management  Partnerships  -  The  Bureau  is  firmly  committed  to 
forging  viable  labor-management  partnerships  in  keeping  with  the 
goals  of  the  National  Performance  Review.   As  an  important  first 
step,  Bureau  management  and  labor  officials  signed  a  historic 
labor-management  goals  agreement  in  December  1993.   The  agreement 
sets  forth  joint  labor-management  goals  developed  during  workshops 
conducted  by  the  United  States  Federal  Labor  Relations  Authority 
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(FLRA)  for  three  days  last  December.   The  workshops  covered  the 
knowledge  required  in  local  labor-management  relations,  and  the 
building  of  communications  and  trust  between  Bureau  management  and 
Unions. 

In  addition,  a  BEP  Labor-Management  Partnership  Council  has 
been  initiated.   The  Council  model  establishes  a  BEP  Labor 
Committee  which  would  interface  with  the  Bureau's  management 
structure.   The  Council  would  accomplish  the  intent  of  President 
Clinton's  Executive  Order  12871,  Labor-Management  Partnership,  by 
creating  the  mechanism  for  BEP  labor  and  management  to  work 
together  on  issues  of  mutual  interest.   These  issues  include; 
accomplishing  strategic  plans,  responding  to  customer  requirements 
for  quality  and  cost,  and  streamlining. 

Diversity  -  The  Bureau  has  a  long  history  of  workforce  diversity. 
About  60%  of  the  Bureau's  workforce  are  African-American,  and 
about  40%  are  female.   In  recent  years,  we  have  initiated  major 
reforms  of  some  internal  personnel  policies  affecting  selection 
into  our  highly  skilled  craft  occupations,  and  into  supervisory 
and  higher  level  management  positions.   Currently,  31%  of  craft 
positions  are  held  by  minorities  and  women.   About  one-half  of  all 
supervisory  and  management  positions  are  held  by  minorities,  and 
about  one-quarter  are  held  by  females.   While  we  have  made  good 
progress  in  our  efforts  to  promote  fairly,  we  have  further  to  go 
before  the  diversity  of  our  workforce  is  fully  represented 
throughout  the  Bureau.   Our  diversity  is  a  strength,  and  we  will 
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continue  to  seek  new  ways  of  capitalizing  on  the  rich  mixture  of 
experiences  and  energy  which  exists  among  Bureau  employees  at  all 
levels. 

Equal  Employment  Opportunity  (EEO)  -  The  Bureau  continues  to 
pursue  a  vigorous  EEO  program.   The  EEO  staff  is  responsible  for 
administering  numerous  programs  which  include:   the  Federal 
Women's  Program,  the  Hispanic  Employment  Program,  the  Federal 
Employees  Opportunity  Recruitment  Program,  the  Handicapped  Program 
and  the  Black  History  and  Hispanic  Heritage  Observances.   In  the 
organizational  structure  of  the  Bureau,  the  EEO  staff  reports  to 
the  Director. 

Human  Resources  Initiatives  -  The  Bureau  workforce  is  diverse, 
highly  unionized,  and  very  productive.   While  the  Bureau 
productivity  index  may  vary  somewhat  from  year  to  year  depending 
upon  program  volume,  since  1981  our  productivity  has  gone  up  by 
about  50%,  due  in  large  measure  to  the  pride  and  energy  of  Bureau 
employees.   Truly,  the  commitment  of  the  workforce  is  our  greatest 
asset  as  an  organization. 

The  kind  of  major  technological  change  I  outlined  earlier 
creates  special  human  resource  development  demands.   A  higher 
technology  workplace  requires  a  better  trained  workforce.   In  this 
regard,  we  are  working  with  the  Kennedy  School  at  Harvard  to 
develop  a  comprehensive  workforce  training  strategy.   We  are 
committed  to  positioning  the  Bureau  for  the  demands  of  the  next 
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century,  not  only  with  more  efficient  production  systems,  but  also 
with  a  highly  trained  workforce.   No  employee  will  be  displaced  in 
this  effort.   As  we  phase  in  the  new  technology,  we  will  continue 
to  be  reliant  on  our  existing  system  until  the  conversion  is 
complete. 

Total  Quality  Management  -  The  Bureau  is  committed  to  the 
principles  of  Total  Quality  Management  (TQM)  and  has  established  a 
Management  Quality  Council  to  direct  and  promote  our  quality 
efforts.   This  Council,  composed  of  senior  executives,  determines 
quality  initiatives,  provides  strategic  direction,  and  determines 
how  resources  are  allocated  to  meet  our  quality  goals.   These 
goals  are  closely  aligned  with  STRATEGY:   BEP  2000  and  its 
emphasis  on  developing  our  people,  and  with  the  goals  of  the 
National  Performance  Review. 

Under  the  umbrella  of  TQM,  the  Bureau  established  an 
Excellence  Program  in  1993  which  is  designed  to  emphasize  the  core 
values  of  performance,  fairness  and  integrity  and  use  them  as  a 
means  to  measure  the  success  of  Bureau  actions  and 
decision-making.   The  program  identifies  those  areas  where 
performance,  fairness  and  integrity  have  been  applied 
successfully,  and  uses  those  examples  as  a  guide  for  the  entire 
organization.   The  Excellence  Program  promotes  personal 
involvement  of  employees  at  all  levels  in  creating  quality  in 
their  daily  work. 
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ADVANCED  COUNTERFEIT  DETERRENCE 
In  1991,  the  first  new  design  elements  for  enhanced  security 
were  added  to  U.S.  currency.   The  new  features,  a  denominated 
security  thread  and  microprinting,  were  introduced  primarily  to 
thwart  counterfeiting  on  advanced  color  copiers  and  have  been  very 
effective.   However,  continuous  developments  in  the  field  of 
reprographics  and  the  increasing  threat  of  international 
counterfeiting  necessitate  continued  research  and  development  into 
new  security  features  for  the  future.   These  efforts  are 
coordinated  with  other  government  agencies  through  the  Advanced 
Counterfeit  Deterrence  Steering  Committee,  which  is  comprised  of 
representatives  from  the  Department  of  the  Treasury,  U.S.  Secret 
Service,  the  Federal  Reserve  System,  and  BEP. 

BEP  is  currently  chairing  a  new  design  task  force  under  the 
Advanced  Counterfeit  Deterrence  Steering  Committee  which  will 
recommend  new  security  elements  to  the  Secretary  of  the  Treasury 
during  1994.   These  recommendations  will  result  from  research  and 
evaluation  conducted  by  BEP  in  conjunction  with  the  National 
Academy  of  Sciences.   Additionally,  a  Securities  Technology 
Institute  has  been  established  which  will  be  located  at  an 
internationally  renowned  laboratory  and  will  focus  its  efforts  on 
the  development  of  innovative  security  features  for  the  next 
century. 
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OPERATIONS  IMPROVEMENTS 
Environinent  -  The  Bureau  of  Engraving  and  Printing  has  a  well 
established  Environmental  Program  that  is  in  compliance  with  the 
requirements  of  the  Environmental  Protection  Agency. 

All  new  printing  equipment  includes  the  latest  available 
technology  for  control  of  Volatile  Organic  Compound  (VOC) 
emissions.   As  old  equipment  is  replaced,  the  overall  amount  of 
VOC  emissions  per  unit  of  production  will  be  reduced.   New  presses 
are  installed  with  equipment  which  meets  the  Lowest  Achievable 
Emission  Rate  standards.   Additionally,  the  Bureau  operates 
thermal  incinerators  that  enable  the  capture  and  control  of 
fugitive  emissions  produced  daring  the  printing  process.   Also, 
new  currency  presses  at  the  Western  Currency  Facility  have  been 
installed  with  fugitive  emission  capture  and  control  equipment. 

The  Bureau  operates  a  wastewater  pretreatment  system  at  its 
Washington  location  in  compliance  with  the  District  of  Columbia 
and  Federal  wastewater  quality  standards.   The  Bureau  also 
operates  a  similar  system  at  the  Western  Currency  Facility. 

Occupational  Safety  and  Health  Program  -  The  Bureau  has  a 
comprehensive  Occupational  Safety  and  Health  Program  in  compliance 
with  applicable  codes,  standards,  and  regulations.   The  program  is 
tailored  to  the  needs  of  the  Bureau  and  contributes  to  operational 
efficiency,  and  provides  protection  for  the  facilities  and 
equipment. 
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other  occupational  safety  and  health  programs  include: 
hearing  conservation,  occupational  vision,  respiratory  protection, 
medical  surveillance,  hazard  communication,  asbestos  control, 
chemical  spill  response,  accident  investigation,  response  to 
employee  reports  of  unsafe  or  unhealthful  conditions, 
and  workplace  inspection.   These  occupational  safety  and  health 
programs  are  designed  to  effectively  deal  with  various  aspects  of 
employee  health  and  safety  in  a  manufacturing  environment. 

RELATIONS  WITH  THE  PUBLIC 

The  Bureau  attracts  substantial  public  attention  due  to  the 
unigue  nature  of  its  manufactured  products.   To  meet  the 
information  needs  of  currency  and  postage  stamp  hobbyists,  as  well 
as  those  of  the  general  public,  the  Bureau  maintains  an  active 
public  affairs  program. 

As  a  major  tourist  attraction,  the  Bureau  draws  more  than 
one-half  million  visitors  each  year.   Visitors  observe  the  actual 
production  of  currency  as  they  proceed  along  a  self -guided  tour. 
During  the  peak  tourist  season  and  for  special  groups,  tour  guides 
provide  descriptions  and  explanations  of  the  currency 
manufacturing  process.   The  cost  of  maintaining  the  tour  facility 
is  financed  by  the  sale  of  souvenir  items  in  the  Visitor  Center 
and  through  mail  orders.   The  most  popular  items  sold  are  uncut 
sheets  of  one  and  two-dollar  bills.   During  fiscal  year  1993,  the 
Bureau  sold  over  100,000  uncut  currency  sheets,  with  a  gross 
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revenue  of  approximately  $2.3  million.   Presidential  portraits  and 
vignettes  of  historic  buildings  are  also  sold. 

The  Bureau  also  participates  in  a  program  of  exhibits 
sponsored  by  various  numismatic  and  philatelic  societies.   For 
most  exhibits,  the  Bureau  produces  and  sells  a  souvenir  card 
depicting  a  theme  appropriate  to  the  exhibit.   The  Bureau  also 
displays  rare  government  securities  and  makes  available  a  team  of 
technical  experts  and  speakers,  upon  request,  to  answer  questions 
on  currency  and  stamp  production.   At  selected  shows,  a  19th 
century  hand  press  is  also  demonstrated. 

CENTENNIAL  OF  POSTAGE  STAMP  PRODUCTION 
This  year  marks  the  lOOth  anniversary  of  postage  stamp 
production  at  BEP.   In  commemoration  of  this  significant  milestone 
in  our  organization's  history,  a  number  of  events  have  been 
planned.   A  commemorative  souvenir  card  depicting  100  years  of 
progress  in  postage  stamp  production  will  be  issued,  and  the 
United  States  Postal  Service  has  offered  to  issue  a  commemorative 
stamp  in  honor  of  the  centennial.   Additionally,  the  BEP  tour  of 
postage  stamp  operations  will  be  reopened  to  the  public  with  a 
special  ceremony  later  this  year.   I  would  like  to  invite  the 
members  of  this  Committee  to  join  in  this  celebration  as  our 
special  guests.   Formal  invitations  will  be  extended  to  the 
Chairman  and  members  in  the  near  future. 


12 


1496 


SUMMARY 

In  summary,  the  Bureau  had  a  very  productive  year.   We  expect 
to  be  equally  productive  in  fiscal  years  1994  and  1995  as  we 
strive  to  improve  operations. 

This  concludes  my  opening  statement,  Mr.  Chairman,  and  I  will 
be  happy  to  respond  to  questions  you  or  other  members  of  the 
Committee  may  wish  to  ask. 

Thank  you  very  much  for  your  kind  attention. 
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BIOGRAPHICAL  SKETCH  OF  PETER  H.  DALY 


Peter  H.  Daly  is  Director  of  the  Bureau  of  Engraving  and 
Printing.   He  began  his  Federal  career  in  1965  as  a  management 
intern  in  the  Department  of  the  Treasury.   He  joined  the  Bureau 
in  1968  as  Assistant  Head,  Labor  Relations  and  Wages  Branch,  in 
the  Office  of  Industrial  Relations.   He  was  subsequently  promoted 
through  several  personnel  management  positions  to  become  Manager, 
Human  Resource  Development  Division  in  1974.   In  1976,  Mr.  Daly 
was  selected  as  Assistant  to  the  Bureau  Director,  and  in  1980, 
was  appointed  Chief,  Office  of  Planning  and  Policy  Development. 
In  1982  he  became  Deputy  Executive  Director,  U.S.  Savings  Bonds 
Division.   In  1983  he  returned  to  the  Bureau  of  Engraving  and 
Printing  as  Deputy  Director.   For  six  months  in  1986  he  served  in 
the  dual  capacities  of  Bureau  of  Engraving  and  Printing  Deputy 
Director  and  Executive  Director  of  the  U.S.  Savings  Bonds 
Division.   Mr.  Daly  assumed  his  current  position  as  Bureau 
Director  in  1988. 

He  holds  a  degree  in  Economics  from  Villanova  University,  and 
has  done  graduate  work  with  honors  standing  at  Rutgers,  George 
Washington,  and  American  Universities.   He  has  published  articles 
and  studies  in  the  fields  of  economics  and  management. 

He  has  two  daughters,  Jill  and  Mary  Megan. 
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L.  PAUL  BLACKMER,  JR. 


Mr.  L.  Paul  Blackmer,  Jr.,  was  born  in  Alexandria, 
Virginia,  January  IS,  1942.   He  married  Dianna  L.  Hooks  of 
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EXPENDITURE  PLANS  FOR  1995 

Mr.  HOYER.  Mr.  Daly,  thank  you  very  much. 

I  am  sure  Mr.  Lightfoot  and  others  on  the  committee  and  myself 
will  be  able  to  make  it.  We  would  like  to  come  down  and  partici- 
pate in  that  ceremony. 

BEP  is  unque  in  that  you  receive  no  appropriation,  you  spend  out 
of  a  revolving  fund.  How  much  will  you  spend  in  1995?  I  have  a 
unique  briefing  sheet  here.  What  is  the  level  of  employees  that  you 
have  on  board 

Mr.  Daly.  Two-thousand-nine-hundred  and  ninety-eight  FTE  is 
our  ceiling,  and  the  on-board  strength  is  now  about  2,975. 

Mr.  HOYER.  Two-thousand-nine-hundred  and  seventy-five  FTEs 
as  of  today. 

Mr.  Daly.  On-board  people. 

Mr.  HOYER.  How  many  FTEs  do  you  have,  2998? 

Mr.  Daly.  Yes,  sir. 

Mr.  HOYER.  Two  thousand  nine  hundred  and  seventy-five  is  bod- 
ies. 

Mr.  Daly.  Yes,  sir.  The  expenditures  will  be  approximately  $535 
million. 

Mr.  HOYER.  What  was  it  in  1994? 

Mr.  Blackmer.  About  $516  million,  Mr.  Chairman. 

Mr.  HOYER.  And  what  was  it  in  1993? 

Mr.  Blackmer.  Actual  was  $365.5  million. 

Mr.  HOYER.  Three  hundred  and  sixty-five  million  to  $516  million. 
What  happened? 

Mr.  Daly.  These  are  expressed  by  sales  and  reflect  revenue  that 
we  get  from  our  customers  from  expanding  production  volumes. 

Mr.  HOYER.  It  is  reflective  of  the  growth  in  the  economy? 

Mr.  Daly.  Reflective  of  the  generally  rising  production  levels  of 
currency,  which  the  Fed  orders. 

Mr.  HOYER.  But  that  must  be  driven  by  something. 

Mr.  Daly.  Driven  by  the  economy  domestically,  and  there  is  a 
very,  very  strong  international  pull  for  the  larger  value  notes. 

CURRENCY  DEMAND 

Mr.  HOYER.  How  large?  What  denomination  is  most  in  demand? 

Mr.  Daly.  Mostly  hundreds.  Approximately  $340  billion  now  in 
general  circulation. 

Mr.  HOYER.  How  much? 

Mr.  Daly.  Three  hundred  and  forty  billion  dollars  in  circulation 
worldwide.  Of  that,  about  two-thirds  are  believed  to  be  outside  of 
the  United  States. 

Mr.  HOYER.  Is  that  in  hundreds  or  just 

Mr.  Daly.  Everything.  Hundreds  are  probably  the  largest  part  of 
it. 

Mr.  HoYER.  So  right  now,  currency  that  is  circulating  is  about 
$340  billion? 

Mr.  Daly.  Yes,  sir. 

Mr.  HOYER.  And  about  two-thirds  of  that  is  hundreds? 

Mr.  Daly.  No,  sir.  Two-thirds  is  circulating  outside  the  United 
States.  Of  that  portion,  the  number  that  are  hundred-dollar  bills  is 
difficult  to  estimate,  but  it  is  large. 
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CURRENCY  REPLACEMENT 

Mr.  HOYER.  Let  me  ask  you  about  the  technology  that  you  are 
pursuing  to  reduce  counterfeiting.  Have  you  done  a  study  to  deter- 
mine the  effect  of  either  changing  the  size  or  the  color  of  the 
money? 

I  think  we  ought  to  say,  on  December  31st  the  money  you  have 
is  no  longer  any  good  and  you  have  got  to  get  new  money.  I  don't 
know  how  many  hundreds  of  billions  of  dollars  there  are  in  illegal 
dollars.  And  it  is  very  difficult  for  us  to  find  out. 

However,  if  we  change  the  color  of  our  money  and  tell  people 
they  have  to  turn  it  in  within  six  months  and  their  old  money  is 
no  good,  it  could  shake  up  those  who  possess  illegal  money.  I  think 
we  ought  to  do  that.  I  have  been  talking  about  that  for  six  or  seven 
years.  I  didn't  have  any  effect  on  Secretary  Baker,  Secretary 
Regan.  I  haven't  talked  to  Secretary  Bentsen  about  it,  but  I  really 
think  we  seriously  need  to  consider  that. 

Obviously  that  puts  a  strain  on  your  agency. 

How  much  do  you  produce  a  year  in  currency? 

CURRENCY  PRODUCTION 

Mr.  Daly.  This  year  and  next  we  will  be  doing  9.3  billion  notes, 
which  means  a  full  three-shifl 

Mr.  HoYER.  Three  hundred  and  forty  billion  is  dollar  value  or 
notes? 

Mr.  Daly.  In  circulation. 

Mr.  HOYER.  Dollar  value? 

Mr.  Daly.  Yes. 

Mr.  HOYER.  That  9  billion  notes,  what  is  the  dollar  value? 

Mr.  Daly.  One  hundred  and  twenty  billion  dollars. 

Mr.  HOYER.  So  presumably  we  would  have  to  up  your  production 
of  notes  by  a  factor  of  three  and  a  half  in  order  to  replace  the  cur- 
rency in  circulation  as  of  a  date  certain? 

Mr.  Daly.  We  have  assessed  this  before,  and  I  believe  to  replace 
all  of  the  hundred  dollar  bills  that  are  now  outstanding  would  re- 
quire the  sole  dedication  of  our  capacity  toward  three  or  four 
months  to  replace  the  entire  currency  stock. 

Mr.  HoYER.  That  is  just  the  hundreds. 

Mr.  Daly.  Hundreds,  yes.  Only  hundreds. 

Mr.  HoYER.  What  about  the  entire  stock? 

Mr.  Daly.  That  would  be  nearer  to  two  years. 

Mr.  HoYER.  Do  we  have  the  physical  capacity  for  such  a  produc- 
tion level,  if  we  had  the  manpower  to  do  so,  in  a  shorter  period  of 
time?  Obviously  what  you  have  to  accomplish  here  is  a  change  in 
the  facial  look  of  your  money  which  could  be  done  in  relatively 
short  period  of  time.  I  understand  that  we  are  the  oldest  currency 
currently  in  existence  in  its  present  form.  Am  I  correct  on  that?  I 
don't  mean  coins.  I  mean  paper. 

Mr.  Daly.  I  would  imagine  so,  yes. 

Mr.  HOYER.  We  are  stuck  in  the  mud.  We  are  reinventing  gov- 
ernment, why  not  reinvent  money.  We  have  people  with  phony 
money,  they  are  not  paying  taxes  on  it,  it  is  illegal,  and  they  just 
keep  drawing  it. 
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I  am  convinced  that  a  growing  percentage  of  illegal  money  is 
funny  money. 

So  my  question  was,  do  we  have  the  physical  capacity  to,  in  a 
period  of  time  of  six  months  or  less,  provide  for  enough  currency 
to  say,  as  of  December  3 1st,  the  money  you  have  is  no  longer  any 
good  and  you  have  to  replace  it? 

Mr.  Daly.  In  Washington  we  are  currently  operating  at  about 
120  percent  of  our  capacity,  which  means  we  are  doing  regular  six- 
and-a-half-day  weeks  and  three  shifts  per  day.  In  Texas,  we  are  on 
a  regular  three-shift  per  day,  five  days  a  week,  sometimes  six.  Our 
capacity  now  is  very  stretched  and  we  are  seeking  to  expand  it 
through  efficiencies  rather  than  building  new  factories,  which  is 
very  costly. 

I  would  say,  sir,  that  to  produce  a  replacement  supply  we  would 
simply  have  to  cease  making  any  of  the  old  stuff. 

Mr.  HOYER.  Would  that  be  a  practical  thing  for  us  to  do?  In  other 
words,  could  we  get  by  with  the  stock  that  we  have  now,  and  sim- 
ply tell  the  Federal  Reserve,  they  are  going  have  to  circulate  the 
money  an  additional  quarter,  two  quarters,  or  three  quarters,  to 
give  us  the  ability  to  produce  replacement  currency?  The  longer  the 
turnaround,  the  longer  you  give  the  bad  guys  the  opportunity  to 
replicate  what  you  are  going  to  produce. 

Mr.  Daly.  And  secrecy. 

Mr.  HoYER.  Secrecy,  obviously,  is  important  as  well.  I  want  to 
capture  a  lot  of  these  drug  people,  a  lot  of  the  people  who  produce 
the  phony  money.  I  have  seen  some  of  it.  It  is  incredible. 

Mr.  Daly.  It  is  excellent. 

Mr.  HOYER.  It  is  incredible.  I  guess  they  must  be  using  the  same 
kind  of  presses  and  plates  that  we  are  using  in  some  respects.  It 
is  good  stuff  and  I  am  worried  about  it.  I  have  had  a  proposal  made 
to  me  by  a  number  of  citizens  that  live  in  my  district  to  just  change 
the  color  of  the  money. 

I  thought  that  was  a  little  radical  to  begin  with  and  I  think  the 
American  public  would  be  a  little  uptight  with  it.  However,  when 
you  see  what  other  industrialized  nations  in  this  world  do  with 
their  money,  changing  it  much  more  rapidly  than  we  do,  changing 
size  and  color  you  can  see  how  where  the  benefits  would  be  imme- 
diately clear.  You  would  catch  people  with  a  lot  of  this  money  in 
their  pockets  that  they  can't  turn  into  the  Federal  Reserve  because 
they  can't  explain  where  they  got  it. 

Mr.  Daly.  One  of  the  major  obstacles  is  the  size  and  the  mag- 
nitude of  cash  out  there.  Three  hundred  and  forty  billion  dollars  is 
maybe  15  billion  pieces  of  paper,  and  they  are  scattered  every- 
where around  the  world.  The  processes  needed  to  withdraw  that 
and  cancel  it  out  in  an  official  way  are  complex.  In  local  economies 
the  dollar  is  the  de  facto  currency,  in,  as  you  know,  Eastern  Europe 
and  in  Russia  and  successors  to  the  U.S.S.R.  They  are  very  reliant 
on  dollars.  And  I  think  proceeding  to  demonetize  the  existing  stock 
is  disruptive.  One  anecdote  is,  in  1991  we  introduced  the  changes, 
there  was  a  rumor  in  Moscow  that  the  old  hundred-dollar  bills 
were  being  demonetized,  and  there  were  literally  riots  in  the 
streets  to  the  point  where  Ambassador  Matlock  had  to  publicly 
state  that  it  was  not  so. 
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So  I  think  the  system,  despite  its  size  and  use,  is  in  some  parts 
surprisingly  fragile,  and  changes  such  as  this  are  very  delicate. 
And  secrecy  is  impossible,  I  think,  pragmatically.  And  the  lead 
times  are  very,  very  long.  But 

Mr.  HOYER.  It  is  physically  feasible? 

Mr.  Daly.  It  is  physically  possible,  yes,  of  course. 

Mr.  Lightfoot. 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

COUNTERFEIT  DETERRENCE 

Mr.  Daly,  Mr.  Blackmer,  as  the  Chairman  mentioned  earlier,  he 
has  been  pursuing  this  counterfeiting  thing  for  six  or  seven  years. 
When  I  became  the  new  Ranking  Member  on  this  subcommittee, 
that  interest  was  conveyed,  and  as  a  result  have  had  briefings  and 
so  on,  and  quite  frankly  share  the  Chairman's  concern  over  this 
whole  counterfeit  issue.  I  think  we  are,  at  least  in  terms  of  concern 
about  it,  are  pretty  much  in  lock-step  in  that  particular  area. 

I  understand  there  is  a  design  task  force  that  was  taking  a  look 
at  the  currency  and  they  are  supposed  to  have  a  report  out.  When 
is  that  due? 

Mr.  Daly.  Their  report  is  based  on  a  refinement  of  a  study  that 
was  done  in  1993  by  the  National  Academy  of  Sciences.  We  have 
taken  that  and  some  various  other  ideas,  and  are  coalescing  them 
into  a  series  of  proposals  to  be  made  to  Secretary  Bentsen  some- 
time this  year. 

Mr.  Lightfoot.  So  you  are  going  to  make  some  recommendations 
to  the  Secretary? 

Mr.  Daly.  On  design  changes  to  improve  counterfeit  deterrence, 
yes. 

Mr.  Lightfoot.  Will  there  be  some  recommendations  then  to  fol- 
low on  to  Congress  from  that,  soon?  This  is  an  unusual  thing. 

As  I  understand  it,  the  makeup  of  the  currency  rests  in  one  indi- 
vidual who  is  the  Secretary  of  the  Treasury,  and  it  is  about  the 
only  thing  in  government  that  we  don't  have  our  fingers  in,  which 
may  be  good. 

Mr.  MUNOZ.  Maybe  that  is  why  it  hasn't  changed. 

Mr.  Lightfoot.  Very  good  observation. 

Mr.  MuNOZ.  The  delicacies  here  are  concerns  about  the  impact 
on  the  economy,  as  Mr.  Daly  said.  There  is  a  certain  impact  both 
externally,  and  domestically.  When  that  report  comes  out  the  Sec- 
retary will  study  it  and  I  am  sure,  as  he  always  does,  he  will  dis- 
cuss it  with  as  many  parties  as  possible  that  might  be  impacted. 

Mr.  Lightfoot.  In  lieu  of  doing  what  the  Chairman  suggested 
where  we  say  at  midnight,  December  31,  all  the  money  is  no  good, 
would  a  process  of  yearly  or  every  six  months  or  on  some  kind  of 
a  scheduled  timetable  that  we  work  in  different  anti-counterfeiting 
devices  into  the  currency,  would  that  be  too  confusing,  create  too 
many  problems? 

Mr.  Daly.  I  think,  as  you  may  know,  there  were  60  years  be- 
tween the  first  changes.  There  was  no  significant  change  from 
maybe  1930  to  1990.  I  do  not  think  we  will  see  that  again.  I  think 
we  are  in  a  technological  era,  in  a  world  where  those  of  us  who 
have  various  aspects  of  stewardship  for  the  system  must  accept 
that  there  will  be  generational  changes  every  maybe  five  years  or 
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more.  We  simply  must  constantly  assess  its  safety  from  counterfeit- 
ing. 

Mr.  LiGHTFOOT.  It  just  seems  with  the  technology  boom  and  so 
on,  as  long  as  you  leave  something  static,  the  opportunity  for  prob- 
lems are  going  to  grow  and  grow. 

ILLEGALLY  OBTAINED  MONEY 

Mr.  HOYER.  And  I  am  not  just  talking  about  money  obtained  ille- 
gally. We  have  $138  billion  in  taxes  due,  that  means  at  least,  you 
know,  a  third  of  a  trillion  dollars  in  earned  income  of  taxes  that 
are  not  being  paid.  It  not  only  helps  you  on  counterfeit  but  it  also 
gets  to  a  lot  of  money  that  has  been  hidden,  taken  under  the  table. 
So  you  accomplish  a  number  of  objectives.  Excuse  me. 

Mr.  LiGHTFOOT.  No,  that  is  fine,  Mr.  Chairman. 

Mr.  Daly.  My  understanding  is  that  there  is  not  now  any  govern- 
ment official  with  the  authority  to  demonetize  currency.  So  that 
would  require  an  act  of  Congress  to  do  it. 

Mr.  HOYER.  My  idea  is  to  say  that  currency  is,  right  up  to  De- 
cember 31st,  good,  and  you  can  buy  currency  with  it.  You  come  in, 
give  us  $10,000  of  the  old,  you  get  $10,000  of  the  new.  The  dif- 
ference is  you  have  got  to  explain  where  you  got  it.  That  is  the 
problem. 

Mr.  LiGHTFOOT.  If  I  see  anybody  walk  up  with  $10,000  worth  of 
cash,  they  would  have  a  lot  of  explaining  to  do.  I  guess  there  are 
some  people  with  a  lot  of  cookie  jars. 

Mr.  HOYER.  A  lot  of  people  would  write  off  losses. 

Mr.  LiGHTFOOT.  Obviously  there  is  a  great  deal  of  interest  on  this 
Committee  on  this  issue,  and  I  am  sure  we  intend  to  pursue  it.  Ob- 
viously, we  want  to  be  as  helpful  as  we  can  with  whatever  decision 
is  made.  You  all  ought  to  be  able  to  do  whatever  we  have  to  do. 

In  looking  at  some  of  the  different  currencies.  Hong  Kong  money, 
for  example,  almost  looks  like  play  money,  but  I  understand  it  is 
very  difficult  to  counterfeit.  You  see  a  spot  on  it  it  looks  blank,  you 
hold  it  up  to  the  light,  there  is  a  water  mark  that  shows  through. 
There  are  a  number  of  other  devices  that  are  in  it.  Some  other 
countries,  I  think,  maybe  if  not  light-years,  are  certainly  ahead  of 
us  in  their  ability  to  prevent  counterfeiting  of  their  currency.  I 
don't  think  this  is  the  end  of  the  discussion  by  any  means.  But 
again,  I  have  got  to  catch  an  airplane. 

Thank  you  very  much  for  being  here  today. 

Mr.  HoYER.  Mr.  Darden? 

Mr.  Darden.  It  has  been  very  interesting.  I  don't  have  anything 
to  add.  I  appreciate  your  being  here  today. 

FACILITY  renovation 

Mr.  Hoyer.  Mr.  Lightfoot,  thank  you  for  being  with  us.  I  want 
to  ask  a  few  questions.  You  don't  need  to  stay,  if  you  have  another 
commitment. 

I  want  to  ask  you  about  the  renovations  to  your  building  in 
Washington.  What  is  the  cost  of  these  renovations? 

Mr.  Daly.  We  estimate  that  over  the  10-year  cycle  in  which  it 
will  stand  is  a  little  more  than  $100  million. 

Mr.  HOYER.  Now,  these  are  multi-floored  buildings,  correct? 

Mr.  Daly.  Yes,  sir,  six  floors. 
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Mr.  HOYER.  You  have  a  single  floor  building  in  Fort  Worth? 

Mr.  Daly.  Yes. 

Mr.  HOYER.  That  is  perceived  to  be  a  more  efficient  way  of  oper- 
ating? 

Mr.  Daly.  By  far. 

Mr.  HOYER.  In  1987,  the  Bureau  reported  that  relocating  bureau 
at  that  time  would  not  be  cost  effective.  With  the  cost  of  renova- 
tions and  the  now  understood  savings  that  exist  from  one-floor  con- 
struction, shouldn't  that  premise  be  reexamined?  Are  you  reexam- 
ining it? 

Mr.  Daly.  No,  but  we  certainly  can. 

Mr.  HOYER.  I  would  appreciate  your  reviewing  that  matter  for 
the  Committee  and  letting  us  know  your  conclusions. 

Mr.  Daly.  If  I  may,  as  a  guideline,  though,  the  Fort  Worth  plan, 
which  is  roughly  a  third  of  our  size  here,  total  equipment  and  fur- 
bishing reached  about  $220  million.  So  to  duplicate  the  Washington 
plant  would  be  two  or  three  times  that. 

Mr.  HOYER.  Six  hundred  million  dollars? 

Mr.  Daly.  I  would  guess  that  much,  yes. 

[The  information  follows:] 

Washington  Facility  Relocation  Study 

Previous  studies  have  been  conducted  on  this  subject.  In  consultation  with  the  De- 
partment, a  plan  is  being  developed  to  update  this  information.  Considering  the 
variables  involved  in  assessing  costs  and  payback  period  of  a  new  facility  as  well 
as  environmental  issues,  production  capacity,  site  location,  and  security  require- 
ments, etc.,  the  final  report  will  require  5-8  months  to  complete.  Upon  completion 
the  study  results  will  be  provided  to  the  Committee. 

Mr.  HoYER.  Now,  if  you  can,  as  you  do  that  study,  let  me  know 
on  the  offsetting  savings  that  you  effected  at  Fort  Worth  in  your 
operations,  and  how  much  it  would  take  therefore  to  recoup  the 
amortized  costs  over  20  or  30  years,  whatever  the  useful  life  of  the 
building  may  be. 

Mr.  Daly.  Certainly. 

[The  information  follows:] 

Amount  of  Time  To  Recoup  Amortized  Costs 

An  estimate  of  payback  period  will  be  included  in  the  Washington  facility  reloca- 
tion study. 

POLICE  FORCE  PAY 

Mr.  HOYER.  On  your  police  force,  my  understanding  is  that  the 
police  have  the  same  training  at  FLETC  as  all  the  other  forces  in 
Washington,  including  the  uniformed  division,  the  Secret  Service, 
and  the  Library  of  Congress.  While  the  laA«  enforcement  pay  raise 
was  awarded  in  the  Washington  metropolitan  area;  the  BEP  did 
not  get  that  adjustment,  even  though  all  the  other  groups  did. 

Will  you  please  review  the  situation  and  let  the  Committee  know 
who  was  included  in  the  law  enforcement,  and  if  you  included  BEP 
administratively  or  whether  legislative  action  will  be  required.  I 
don't  know  whether  you  have  an  answer  to  that. 

Mr.  Daly.  I  think  you  are  touching  on  the  recent  locality  pay  in- 
crease? 

Mr.  HoYER.  Yes. 
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Mr.  Daly.  We  received  guidance  on  that  from  0PM,  that  the  Fort 
Worth  police  were  entitled  to  a  locality  adjustment,  but  not  in 
Washington. 

Mr.  HOYER.  Why? 

Mr.  Daly.  It  had  to  do  with  their  formula  for  it. 

Mr.  HOYER.  I  am  sure  it  had  to  do  with  the  formula.  I  don't  know 
what  the  differential  at  Fort  Worth  was  higher.  Houston,  of  course, 
had  a  high  differential.  Do  you  know  what  the  differential  in  local- 
ity pay  was  in  Fort  Worth? 

Mr.  Daly.  Four  point  two  one  percent. 

Mr.  HOYER.  So  it  was  about  the  same  as  Washington  which  was 
4.23.  That  is  interesting.  It  is  almost  exactly  the  same,  but  it  was 

f)ayable  to  your  Fort  Worth  police  but  not  payable  to  the  folks  that 
ive  in  the  Washington  metropolitan  area. 

Mr.  Blackmer.  Mr.  Chairman,  may  I?  I  believe  the  technical 
reason  is  that  the  police  here  were  at  a  special  rate,  and  certain 
special  raters  in  this  area  did  not  receive  the  locality  pay. 

Mr.  HoYER.  That  makes  sense.  So  the  Fort  Worth  police  were  not 
receiving  any  differential. 

Mr.  Blackmer.  Yes,  sir. 

Mr.  HOYER.  I  see.  If  you  could  give  that  to  me  for  the  record. 
That  happened  in  other  parts  of  the  country  as  well.  If  you  would 
let  me  have  that  specifically  for  the  record.  It  will  not  surprise  you 
that  a  number  of  your  police  force  live  in  my  district  and  have  ex- 
pressed some  interest  in  loczdity  pay,  not  quite  understanding  the 
formula  as  well. 

[The  information  follows:] 

Police  Force  Eligibility  for  Locality  Pay 

The  Biireau's  police  force  in  Washington  is  included  in  a  special  rate  category  as 
authorized  by  the  Federal  Employees  Pay  Comparability  Act  of  1990  (5  U.S.C. 
5378).  Generally,  employees  paid  at  a  special  rate  are  not  eligible  for  a  locality  pay 
adjustment. 

POLICE  FORCE  MANAGEMENT 

Mr.  HoYER.  There  has  been,  as  you  know,  a  long-standing  con- 
cern among  the  police  officers  at  the  Bureau  as  to  a  variety  of  is- 
sues ranging  from  jurisdiction  to  the  ability  to  carry  firearms,  et 
cetera.  Supervision  of  the  officers  is  not  by  senior  law  enforcement 
officials  but  by  civilian  management. 

Are  you  reviewing  those  issues?  I  know  we  have  talked  about 
them  in  the  past. 

Mr.  Daly.  Yes,  sir.  I  meet  with  the  union  every  month,  and  the 
issue  is  raised  there,  and  we  have  particularly  discussed  the  mat- 
ters of  the  supervisor,  and  it  is  under  our  review  now. 

Mr.  HOYER.  When  will  that  review  be  completed?  Do  you  know? 

Mr.  Daly.  Sixty  days. 

Mr.  HoYER.  All  right.  The  Committee  would  like  to  have  a  copy 
of  your  findings  on  that  review  and  any  conclusions  you  make 
based  on  those  findings. 

[The  information  follows:] 

Review  of  Pouce  Force  Management 

At  the  time  of  this  request,  the  Bureau  of  Engraving  and  Printing  has  initiated 
an  evaluation  of  organizational  alignment  of  its  police  force.  The  evaluation  will  re- 


1507 

quire  sixty  days  to  complete.  The  review  and  the  Bureau's  conclusions  will  be  for- 
warded to  the  committee  no  later  than  May  31,  1994. 

Mr.  HOYER.  We  may  have  some  other  questions  that  I  will 
present  to  you  for  the  record. 

CONCLUSION 

I  very  much  appreciate  your  being  here  and  look  forward  to  dis- 
cussing with  you  further  this  whole  question  of  the  integrity  of  our 
currency,  as  it  relates  to  nonpayment  of  t£ixes,  to  counterfeiting 
and  the  security  of  our  international  currency. 

[The  question  submitted  for  the  record  and  budget  justification 
materials  follow:! 
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QUESTIONS  SUBMITTED  FOR  THE  RECORD  BY  THE  COHMITTEE 


REORGANIZATION  OF  POLICE  FORCE 


Question:   What  is  the  size  of  the  HEP  security  force  and 
what  is  their  jurisdiction?   Is  this  jurisdiction  legislatively 
established? 

Answer:   BEP  has  about  160  officers  currently  on  duty  at  its 
Washington  and  Fort  Worth,  Texas  facilities.   The  delegation  of 
authority  from  the  Administrator  of  GSA  to  the  Secretary,  under 
Temporary  Regulation  D-40,  is  limited  to  specific  facilities  of 
the  Bureau  of  Engraving  and  Printing  and  the  United  States  Mint. 
Therefore,  the  jurisdiction  afforded  to  the  Bureau  police  force 
by  the  Secretary  is  limited  to  the  facilities  and  operational 
needs  of  the  Bureau  of  Engraving  and  Printing  and  does  not 
encompass  any  other  facilities  or  Federal  police  functions. 

The  source  of  legislative  jurisdiction  differs  between  BEP's 
two  facilities.   As  with  other  Federal  agencies  within  the 
District  of  Columbia,  the  legislative  jurisdiction  of  BEP  police 
at  our  Washington  facility  is  exclusive  Federal  jurisdiction.   At 
the  Western  Currency  Facility  in  Fort  Worth,  Texas,  however,  the 
Department  of  the  Treasury  requested  and  received  from  the 
Governor  of  the  State  of  Texas  a  grant  of  concurrent  legislative 
jurisdiction. 

Question:   Why  is  the  security  force  organized  in  such  a  way 
to  place  an  individual  with  no  law  enforcement  background  in 
charge  of  the  police  force? 

Answer:     BEP  employs  an  integrated  security  system  to 
protect  its  employees,  product  and  property.   The  uniformed 
police  force  is  one  component  of  this  integrated  system.   This 
system  requires  coordination  by  a  management  team  which  has  broad 
experience  in  security  and  law  enforcement.   Management  of  BEP's 
security  program  resides  with  employees  in  the  professional 
Security  Administration  job  series,  080,  who  have  been  selected 
for  these  positions  based  on  their  extensive  experience  in  police 
management,  investigative  operations  and  security  administration, 
and  they  are  further  trained  at  the  Federal  Law  Enforcement 
Training  Center  in  Glynco,  Georgia. 


EFFECT  OF  "BUYOUT"  LEGISLATION  AND  REDUCTION  IN  FORCE 


Question:   Would  you  use  buyout  legislation  to  scale  back 
your  workforce? 

Answer:   As  long  as  it  requires  corresponding  FTE  reductions, 
the  Bureau  may  not  be  in  a  position  to  accommodate  a  buy-out 
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program.   Projected  production  orders  from  our  major  customers, 
the  Federal  Reserve  and  the  Postal  Service,  coupled  with  an 
already  serious  shortage  of  production  workers,  make  reductions 
in  staff  impossible  without  mandating  unacceptable  levels  of 
overtime  for  our  workers. 

Question:   If  such  legislation  is  not  passed,  would  you 
implement  a  reduction-in-force  and  if  so  when  would  this  occur 
and  how  many  people  would  be  affected? 

Answer:   In  as  much  as  our  workload  is  growing,  BEP  has  no 
plans  to  implement  a  reduction-in-force. 

Question:   To  what  extent  would  such  legislation  help  or 
hinder  your  efforts? 

Answer:   If  exempted  from  the  requirements  to  reduce  FTE,  BEP 
could  use  buy-out  authority  as  an  effective  tool  to  augment  our 
streamlining  plans  in  connection  with  the  Strategy:   BEP  2000. 
BEP  would  target  management  and  supervisory  personnel  for 
buy-outs,  and  reallocate  the  FTE  saved  to  its  growing  production 
program.   BEP  2000  envisions  a  team  based  work  environment  where 
employees  will  be  empowered  with  decision-making  and 
responsibility  for  their  performance.   This  will  require  a  well 
trained  and  highly  skilled  workforce  to  meet  the  Nation's  growing 
need  for  currency  in  the  most  effective  manner  possible.   The 
goal  of  our  streamlining  plan  is  to  free  up  management  FTE  and 
reallocate  them  to  meet  direct  production  requirements,  thereby 
increasing  the  supervisor-employee  ratio  and  stabilizing  our 
workforce  despite  growing  production  requirements.   Without 
retaining  and  reallocating  these  FTE  made  available  by  buy-outs, 
BEP  would  be  forced  to  work  even  greater  amounts  of  overtime  to 
meet  expanding  production  requirements. 

LOCALITY  PAY  FOR  POLICE  FORCE 


The  Washington,  D.C.  locality  pay  adjustment  of  4.23  percent 
was  not  provided  to  the  Bureau's  police  force. 

Question:   What  is  the  rationale  for  this  decision? 

Answer:   The  Bureau's  police  force  in  Washington  is  in  a 
special  pay  rate  category  as  authorized  by  the  Federal  Employees 
Pay  Comparability  Act  of  1990  (5  U.S.C.  5378).   Generally, 
employees  paid  at  a  special  rate  are  not  eligible  for  a  locality 
pay  adjustment. 

Question:   What  would  be  the  cost  in  1994  if  the  pay  had  been 
provided? 

Answer:   If  the  locality  pay  adjustment  had  been  authorized, 
the  additional  cost  to  the  Bureau  would  have  been  about  $100,000. 

Question:   What  are  your  plans  for  a  locality  pay  in  1995? 
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Answer:   BEP,  as  other  federal  executive  agencies,  will 
implement  locality  pay  adjustments  in  accordance  with  applicable 
implementing  regulations. 


COUNTERFEITING  CURRENCY  PROBLEMS 


Question:   What  steps  has  the  Bureau  taken  to  reduce  the 
ability  of  counterfeiters  to  counterfeit  U.S.  currency? 

Answer:   New  counterfeit  deterrent  features  were  incorporated 
into  the  currency  design  beginning  in  1991  with  the  printing  of 
the  $100  denomination  note.   The  new  features  have  also  been 
introduced  into  the  $50,  $20,  and  $10  denominations  and  the  $5 
denomination  will  be  converted  to  the  new  design  format  in  FY 
1994.   The  features  include  a  denominated  security  thread  and 
microprinting  around  the  portrait.   The  security  thread  consists 
of  a  clear  polyester  thread  imprinted  with  the  denomination 
vertically  embedded  in  the  currency  paper.   The  thread  is 
inconspicuous  in  reflected  light,  which  copiers  use,  but  visible 
in  transmitted  light  (when  held  to  a  light) .   The  microprinting 
consists  of  the  words  "United  States  of  America"  which  are 
printed  repeatedly  around  the  portrait  on  the  face  of  the  note. 
This  microprinting  is  too  small  for  most  copiers  to  replicate. 

During  FY  1989,  the  Bureau  in  conjunction  with  the  Federal 
Reserve  and  Secret  Service  implemented  a  covert  security  feature 
to  the  higher  denomination  currency.   This  provides  an  improved 
means  of  authenticating  currency  on  the  high  speed  processing 
equipment  at  the  Federal  Reserve  Banks  without  either  altering 
the  appearance  of  the  currency,  or  affecting  its  usage  by  the 
general  public. 

Question:   To  what  extent  do  the  security  thread  and 
micro-printing  around  the  portrait  deter  counterfeiting? 

Answer:   1990  series  notes  containing  these  new  features  now 
comprise  over  50%  of  all  notes  in  circulation.   U.S.  Secret 
Service  statistics  in  1993  indicate  less  than  5%  of  counterfeits 
are  of  the  1990  series.   While  it  is  somewhat  early  for  final 
conclusions,  signs  are  very  positive  that  those  features  are  very 
effective. 

Question:   What  other  actions  can  the  Bureau  take  that  would 
be  a  deterrent  to  counterfeiting? 

Answer:   Treasury's  Chief  Operating  Officer,  Under  Secretary 
for  Finance,  Frank  Newman  is  chairing  an  inter-agency  task  force 
which  is  reviewing  options  for  redesign  developed  by  BEP  in 
conjunction  with  the  National  Academy  of  Sciences  with  advice  and 
assistance  from  the  Federal  Reserve  Board  and  Secret  Service. 
The  task  force  will  complete  its  review  in  the  next  couple  of 
months  and  make  a  recommendation  to  the  Secretary. 
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Question:   What  position  does  the  Bureau  have  on  changing  the 
style  of  currency? 

Answer:   We  are  in  an  era  of  rapidly  advancing  technologies 
which  can  facilitate  counterfeiting,  and  must  adopt  a  more 
flexible  approach  to  U.S.  currency  design  so  as  to  stay  ahead  of 
this  curve.   We  work  very  closely  with  the  United  States  Secret 
Service  and  Federal  Reserve  Board  on  this  matter,  and  perform 
effectiveness  evaluations  of  various  deterrent  devices  as  a  basis 
for  design  decisions  by  the  Secretary  of  the  Treasury. 

Question:   If  such  a  proposal  were  made,  how  long  would  it 
take  for  the  Bureau  to  make  a  change  in  the  style  of  currency? 

Answer:   Depending  on  the  design  selected,  the  lead  time 
required  for  redesign  of  the  note  and  start  up  of  production 
would  range  from  18-24  months.   This  lead  time  requirement  could 
be  further  extended  if  any  research  and  development  were  required 
prior  to  procurements  of  special  materials. 

WEB  PRESS 


Question:   The  web  press  process  involves  printing  both  sides 
of  the  currency  at  the  same  time.   What  savings  will  occur  from 
using  this  technology? 

Answer:   The  Web  Press  is  one  component  of  the  Web  Production 
System  currently  under  development  by  the  Bureau.   This  system 
will  combine  roll-to-roll  printing  of  both  the  back  and  face  of 
currency  notes  in  a  single  pass,  with  an  in-line  examination 
system  which  will  mark  defective  notes.   A  third  component  will 
produce  finished,  packaged  notes,  and  permit  the  replacement  of 
individual  defective  notes. 

A  number  of  cost  efficiencies  are  expected  from  the 
development  of  the  Web  Production  System.   Implementation  of  the 
envisioned  system  will  increase  production  capacity  since  one  web 
system  is  expected  to  achieve  the  output  of  two  existing  press 
lines.   As  a  result,  the  Bureau  will  more  cost  effectively 
utilize  its  existing  space  and  personnel  resources.   In  addition, 
installation  of  an  in-line  examination  system  that  will  identify 
and  mark  defective  notes  will  reduce  overall  spoilage. 
Implementation  of  web  production  systems  will  therefore  enable 
the  Bureau  to  increase  capacity  within  its  existing  facility 
without  staffing  increases.   The  savings  will  enable  the  Bureau 
to  charge  a  lower  billing  rate  to  the  Federal  Reserve  than  would 
have  been  possible  with  our  traditional  production  technology. 
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Question:   How  is  the  "Shake-Down"  period  for  the  web  press 
proceeding? 

Answer:   Following  installation  in  the  fall  of  1991  a  series 
of  shake-down  printing  trials  were  conducted  to  evaluate  the 
capabilities  of  the  press  and  its  automated  press  control 
system.   As  a  result  of  those  printing  trials,  a  program  of 
modifications  and  enhancements  was  undertaken  to  prepare  the  web 
currency  press  for  production.   The  prototype  press  is  printing 
production  quality  currency  (web  notes  appeared  in  circulation  in 
July  1992)  and  is  being  used  for  developmental  purposes  for  the 
proposed  web  production  system. 

WESTERN  CURRENCY  FACILITY  (WCF) 

Question:   What  is  the  current  capability  of  the  WCF  now  and 
what  will  it  be  at  full  capacity? 

Answer:   The  WCF  will  produce  about  3.2  billion  notes  in 
FY  1994.   By  1996,  capacity  is  planned  to  be  about  5.0  billion 
notes  annually  on  a  three  shift  a  day,  five  day  workweek. 

Question:   What  percentage  of  currency  is  currently  printed 
there  and  what  percentage  will  be  printed  there  when  it  is  at 
full  capacity? 

Answer:   About  33%  of  the  FY  1994  Federal  Reserve  order  will 
be  produced  at  the  WCF.   The  goal  of  STRATEGY:   BEP  2  000  is  to 
build  a  production  capacity  of  15  billion  notes  -  10  billion  in 
Washington  and  5  billion  at  the  WCF.   In  the  interim,  WCF's 
production  share  of  the  Federal  Reserve's  annual  currency 
requirements  could  rise  temporarily  to  45%-50%  during  FY  1996  - 
FY  1998. 

Question:   How  many  shifts  a  day  are  there  at  the  WCF  and  at 
the  Washington  facility? 

Answer:   Both  facilities  operate  three  shifts  a  day  in  the 
production  and  production  support  areas.   Administrative 
personnel  work  on  the  day  shift  only. 

Question:   What  percentage  of  printing  capability  are  you  now 
using?   How  much  capacity  do  you  have  to  expand  production? 

Answer:   BEP  is  using  all  of  its  5-day  printing  capability  in 
its  currency  program.   At  a  6-1/2  day  week,  BEP  could  produce 
about  10  billion  notes  annually  based  on  current  capabilities. 
Utilization  of  postage  stamp  5-day  printing  capacity  is  dependent 
upon  the  level  of  production  orders  from  the  Postal  Service. 
Five-day  postage  printing  capacity  is  about  40  billion  stamps 
annually,  depending  on  the  mix  of  stamps  ordered  by  the  US  Postal 
Service. 
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